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HOUSING  HEARINGS 


MONDAY,   MAY   1,   1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly, 

Committee  on  the  Judiciary, 

Washington,  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
1202,  New  Senate  Office  Building,  at  10:30  a.m.,  the  Honorable 
Philip  A.  Hart  (chairman)  presiding. 

Present:  Senators  Hart  and  Fong. 

Staff  present :  Howard  O'Leary ,  chief  counsel ;  Jack  A.  Blum,  assistant 
counsel;  and  Peter  M.  Chumbris,  minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order.  Permit  me  a  very 
brief  opening  statement,  and  it  may  be  that  Senator  Hruska  and 
others  will  have  a  statement  to  be  presented,  in  which  case  we  will 
receive  them  for  the  record,  and  in  such  case  they  will  be  printed. 

If  advertising  and  certain  national  traditions  are  to  be  accepted, 
when  we  think  of  housing  we  are  supposed  to  think  of  happiness  and 
all  of  the  concepts  that  go  with  it. 

The  truth  is,  for  millions  of  Americans,  these  happy  visions  are 
rarely  and  sometimes  never  attained.  To  those  people,  housing  means 
filth  in  the  halls,  overcrowding  of  the  houses,  and  the  now  customary 
thing  is  to  be  having  babies  bitten  by  rats  in  cribs,  general  discontent 
and  heightening  of  tensions.  Prisons,  not  castles,  describe  such  homes. 

In  1968,  the  Congress  with  the  new  determination  and  high  hopes 
enacted  legislation  for  programs  designed  to  put  every  American  into 
decent  housing.  It  is  4  years  since  we  did  that,  and  the  facts  continue 
to  bombard  us,  making  us  realize  again  that  dreams  and  hopes  have 
not  been  realized,  and  some  would  suggest  that  it  is  also  so,  that  it  is 
unrealistic  to  think  even  with  the  strong  financial  assistance  from  the 
government  that  lower  income  families  can  live  in  homes  that  are 
safe  and  clean  and  where  happiness  is  to  be  found. 

For  support,  critics  of  the  program  point  to  the  foreclosures  which 
are  creating  new  shambles  and  slums  in  our  inner  cities.  What  these 
critics  seem  to  overlook  is  that,  not  only  are  the  programs  designed 
to  clean  up  the  housing,  but  also  the  traditional  FHA  programs  that 
have  put  so  many  middle-income  families  in  homes  over  the  years  are 
experiencing  these  same  problems. 

This  subcommittee,  with  its  responsibility  to  analyze  the  operation 
and  competition,  last  year  began  trying  to  determine  if  faulty  compe- 
tition might  be  contributing  to  the  failure  of  our  housing  programs.  We 
decided  to  look  more  closely  at  the  major  organizations  upon  which  we 
rely  for  the  implementation  of  these  programs,  the  financial  and  the 
real  estate  businesses. 
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In  the  process,  we  became  more  familiar  wdth  the  human  misery, 
the  failure  of  these  programs  which  were  causing  this,  not  only  for 
those  who  were  moving  into  the  housing,  but  those  who  were  literally 
forced  out;  the  total  social  cost  to  all  of  us  when  cities  are  destroyed, 
the  alienation  of  the  people  is  magnified,  and  tax  dollars  are  already 
wasted. 

Our  interest  in  all  of  them  is  to  determine  if  there  is  a  way  to  correct 
the  anticompetitive  practices  which  have  crept  into  the  programs,  so 
that  the  programs,  these  and  others  hopefully  to  come,  Anil  have  a  bet- 
ter chance  for  success.  That  is  why  we  are  here  today.  It  is  not  so  much 
to  point  fingers  of  guilt.  If  we  seek  to  do  that,  we  could  begin  Anth  our- 
selves here  in  the  Congress.  But  to  learn  from  these  past  mistakes,  so 
that  we  can  take  steps  that  will  prevent  them  in  the  future. 

As  with  so  many  undertakings  around  here,  I  suppose  the  book- 
makers would  quote  odds  against  the  success  of  this,  too.  At  least  we 
will  try.  We  have  been  trying. 

I  recognize  the  very  able  Senator  from  Hawaii,  Mr.  Fong. 

Senator  Fong.  Thank  you,  Mr.  Chairman. 

I  am  very  pleased  that  you  have  called  these  meetings.  Adequate 
housing  is  one  of  the  greatest  needs  of  our  people  in  the  United  States. 
This  hearing  comes  at  a  very  timely  moment,  and  I  do  hope  that  we 
can  focus  our  attention  on  this  problem  in  the  next  few  days. 

Thank  you,  Mr.  Chairman, 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  have  two  insertions  for  the  record,  one  ot  them  by 
Senator  Taft,  who  placed  in  the  record  on  April  27,  and  I  read  just 
briefly  from  it,  and  I  quote : 

We  have  received  news  of  massive  housing  frauds  involving  government  sub- 
sidies from  New  York,  St.  Louis,  Detroit,  Philadelphia,  and  other  cities.  At  the 
same  time,  the  expense  of  maintaining  these  programs  has  mushroomed. 

On  the  second  page,  he  continues,  and  I  quote : 

It  is  the  executive  branch  of  government,  rather  than  the  legislative  branch, 
which  can  and  must  respond  to  the  housing  standards  effectively  and  immediately 

Secretary  Romney  has  demanded  that  the  administration  of  FHA  programs  be 
tightened  up,  speculators  and  other  fast-buck  artists  can  no  longer  be  allowed  to 
take  advantage  of  these  programs  and  the  low  income  Americans  that  they  serve. 

To  get  rid  of  speculators,  the  FHA  will  have  to  upgrade  its  inspection  procedure.s 
for  existing  housing,  because  home  buyers  consider  FHA  approval  as  proof  that  a 
home  is  in  good  shape.  The  agency  cannot  be  content  with  just  to  appraise  these 
dwellings. 

The  article  continues,  Mr.  Chairman.  Also,  Mr.  Chairman,  on  the 
same  day,  April  27,  in  the  Congressional  Record  at  page  S-6803, 
Senator  Packwood  on  behalf  of  Senator  Percy  placed  an  address  by 
Senator  Charles  Percy  dealing  with  the  general  subject  matter  of 
housing. 

It  goes  into  great  detail  and  covers  some  of  the  matters  we  are  going 
to  discuss  in  these  hearings.  And  in  lieu  of  an  opening  statement,  I 
ask  that  unanimous  consent  be  given  for  both  these  articles  to  be 
placed  into  the  record. 

Senator  Hart.  Without  objection,  they  shall  be. 

(The  two  articles  referred  to  follow.) 

Senator  Hart.  Let  us  begin  first  by  welcoming  representatives  of  a 
number  of  cities.  It  is  my  understanding  that  the  testimony  will  be 


presented  by  Mrs.  Gail  Cincotta,  chairman  of  the  National  People's 
Action  on  Housing.  She  will  be  accompanied  by  a  group  formed  just 
a  few  weeks  ago,  the  National  People's  caucus,  I  believe,  who  will 
attempt  to  pinpoint  in  the  communities  from  which  they  come  some 
of  these  things  that  require  study  and  correction  in  those  communities. 

Would  you  come  forward,  please? 

Do  each  of  you  swear  that  the  testimony  you  will  give  in  this 
proceeding  shall  be  the  truth  and  nothing  but  the  truth,  so  help  you 
God? 

(Wliereupon,  the  oath  was  administered  to:  Mrs.  Gail  Cincotta, 
541  Monroe  Street,  Chicago,  111.,  chairman  of  the  National  People's 
Action  on  Housing;  Mrs.  Gloria  Lopez  McKnight,  335  Piper  Boule- 
vard, Detroit,  Mich.,  president,  Latin  American  Coordinating  Council, 
Inc.;  Rev.  Richard  M.  Dodaro,  3808  West  Iowa,  Chicago,  111.,  chair- 
man. Our  Lady  of  the  Angels  Real  Estate  Committee;  James  H. 
Sporleder,  consultant  to  Freedom  of  Residence,  5868)2  Delmar, 
St.  Louis,  Mo.;  Walter  S.  Brooks,  president.  Northeast  Community 
Organization,  4333  York  Road,  Baltimore,  Md,;  Mrs.  Carmel 
McCrudden,  6617  Haddington  Street,  Philadelphia,  Pa.;  and  George 
D.  Gould,  Community  Legal  Service,  Philadelphia,  Pa.) 

Mrs.  Cincotta.  I  do. 

Mrs.  Lopez  McKnight.  I  do. 

Reverend  Dodaro.  I  do. 

Mr.  Sporleder.  I  do. 

Mr.  Brooks.  I  do. 

Mrs.  McCrudden.  I  do. 

Mr.  Gould.  I  do. 

Senator  Hart.  Mrs.  Cincotta,  would  you  state  your  name  and 
address  and  before  you  give  us  your  statement  will  the  others  identify 
themselves  for  the  record. 

Mrs.  Cincotta.  My  name  is  Gail  Cincotta.  I  am  chairman  of  the 
National  People's  Action  on  Housing.  I  hve  in  the  city  of  Chicago 
at  5401  Monroe  Street. 

Mr.  Sporleder.  My  name  is  James  H.  Sporleder.  I  am  con- 
sultant to  Freedom  of  Residence,  5868}^  Delmar,  St.  Louis,  Mo. 

Reverend  Dodaro.  I  am  Rev.  Richard  M.  Dodaro,  3808  West 
Iowa,  Chicago,  111.,  chairman  of  the  Our  Lady  of  the  Angels  Real 
Estate  Committee. 

Mr.  Brooks.  I  am  Walter  S.  Brooks,  president.  Northeast  Com- 
munity Organization,  4333  York  Road,  Baltimore,  Md. 

Mrs.  McKnight.  I  am  Gloria  Lopez  McKnight,  335  Piper  Boule- 
vard,  Detroit,  Mich.,  president  of  the  Latin  American  Coordinating 
Council,  Inc.,  and  executive  committee  member,  National  People's 
Action  on  Housing. 

Mrs.  McCrudden.  I  am  Mrs.  Carmel  McCrudden,  6617  Hadding- 
ton Street,  Philadelphia,  Pa.,  chairman,  and  I  am  also  a  homeowner 
in  Philadelphia. 

Mr.  Gould.  My  name  is  George  Gould.  I  am  an  attorney  with 
Community  Legal  Services  which  is  at  313  South  Pier  Street  in 
Philadelphia. 

Senator  Hart.  Thank  you. 


STATEMENT  OF  MRS.  GAIL  CINCOTTA,  CHAIRMAN,  NATIONAL 
PEOPLE'S  ACTION  ON  HOUSING 

Mrs.  CiNcoTTA.  We  all  have  prepared  statements  that  we  have 
submitted  copies  to  the  committee  on,  but  I  would  like  to  start  off 
and  explain  the  National  People's  Action  on  Housing. 

The  frustrations  that  brought  it  about,  we  had  a  meeting  in  Chi- 
cago a  month  ago,  a  housing  conference  in  Chicago,  and  we  were 
frustrated  and  talked  to  our  comparable  people  in  other  cities,  and 
found  out  their  frustrations  were  the  same  as  ours. 

We  pulled  together  a  housing  conference  and  wanted  to  see  if  the 
people  were  going  to  come  and  what  their  feelings  were  on  the  sub- 
ject. They  came  from  38  cities  and  the  District  of  Columbia.  We  have 
1,600  delegates.  There  were  over  3,000  people  in  the  3  days  of  the 
conference. 

What  they  brought  to  the  conference  was  the  same  thing  that  is 
happening  in  every  urban  center  in  the  United  States,  the  frustra- 
tions, the  changing  communities,  the  abandonment  problems,  the  pull 
out  of  the  savings  and  loan,  the  conventional  money. 

There  is  no  rehab  money.  The  redlining  of  our  communities  and 
what  you  are  seeing  here  today.  Senator,  is  the  frustration.  We  can 
give  you  a  written  statement.  We  are  saying,  though,  that  the  files 
in  Washington  are  full  of  testimony.  They  are  full  of  documentation. 
We  do  not  know  when  there  is  going  to  be  action  taken  on  them. 

What  we  see  in  our  newspapers  is  that  one  day  it  hits  the  head- 
lines in  Chicago  that  there  is  a  hearing,  that  there  is  redlining,  and 
there  is  nothing  done.  For  one  day  it  hits  in  Philadelphia  that  there 
was  a  hearing,  and  there  is  nothing  done.  And  it  is  on  and  on. 

What  we  did  in  Chicago  was  a  group  of  blacks,  whites,  and  latinos 
got  together  and  we  identified  the  enemy.  We  found  out  that  it 
was  not  us;  that  it  was  the  real  estate  companies,  the  insurance  com- 
panies, the  savings  and  loans  and  banks  and  the  big  powers.  And, 
to  our  amazement,  it  is  the  Federal  Government,  the  FHA,  and 
HUD  that  is  destro;yT.ng  our  communities. 

We  see,  as  I  said,  that  the  testimony  is  being  swept  under  the  rug. 
We  see  administrators  in  FHA  and  HUD  talking  about  basic  human 
needs  for  housing  just  like  the}^  are  talking  about  production  lines  of 
cars  with  built-in  obsolesence.  The  frustration  of  us  is  how  are  we 
going  to  get  something  done? 

Our  opinion  is  we  are  going  to  be  the  watchdog  committee,  the 
people's  committee  to  make  sure  that  action  follows,  to  make,  sure 
it  is  not  swept  under  the  rug  again.  We  will  support  any  committee 
which  will  support  the  testimony.  We  want  to  follow  through.  We 
do  not  want  realtors  deciding  where  we  are  going  to  live,  when  we 
are  going  to  live  there,  when  we  have  to  move. 

We  would  like  to  go  and  tell  you  about  ourselves  from  the  personal 
experiences,  what  a  changing  community  means.  You  know,  it  is  in 
the  headlines,  and  it  is  called  a  natural  phenomena.  We  say  it  is  not 
natural.  It  is  collusion.  It  is  a  conspiracy,  either  in  fact  or  de  facto. 
It  is  happening  in  our  communities. 

I  have  a  statement  here  of  Mr.  Harold  Finger,  the  assistant  secre- 
tary for  Research  and  Technology,  one  of  the  gentlemen  running 
the  HUD  office,  and  he  saj-^s  and  describes  housing  abandonment  as 
a  natural  part  of  the  living  and  dying.  He  says  it  is  a  process  of  the 


neighborhood.  He  says  rather  than  a  problem,  it  should  be  viewed 
as  an  opportunity.  Is  there  any  evidence  that  will  ever  lead  us  to 
believe  there  will  be  a  reversal?  We  are  saying  these  are  the  officials, 
these  are  the  mental  attitudes  they  have  about  our  communities, 
about  FHA  and  HUD  programs. 

Again,  what  does  a  changing  community  mean?  Any  of  you  gentle- 
men ever  live  in  one?  I  live  in  a  community  that  has  changed.  It  is 
predominantly  black  and  you  cannot  get  conventional  money  to  build 
housing  a  certain  way.  You  have  to  come  up  with  a  plan,  and  that  is 
FHA. 

Under  HUD's  203  program,  they  say  they  are  color  blind.  My 
community  school,  where  my  9-year-old  goes,  the  community  changes 
and  in  33^  years  the  enrollment  went  from  975  to  4,000  children  in  an 
elementary  school. 

My  son  is  a  policeman  in  the  ghetto  area.  If  my  son  gets  killed  from 
people,  frustrations,  and  hate  it  could  be  due  to  the  money  people 
pitting  blacks  against  whites  and,  like,  chicanos  against  whites  and 
black,  it  is  going  to  be  due  to  the  money  people. 

My  parents  live  with  me.  They  had  to  move.  They  are  in  with  me. 
They  cannot  afford  the  frustration  of  going  through  another  changing 
community. 

My  grandparents,  even  older,  are  not  allowed  to  live  out  their  lives 
in  peace.  My  grandfather  gradually  went  blind  in  a  home  he  knew 
and  could  get  his  way  around  because  he  knew  the  house,  and  he  was 
moved  into  a  home  that  he  had  no  way  of  learning  or  relearning  at 
80  years  old  how  to  get  around.  He  took  to  his  bed. 

This  is  the  personal  element  in  a  changing  community.  It  is  the  pitting 
of  people  against  each  other,  while  insurance  companies,  the  FHA, 
the  mortgage  houses  go  off  scot  free.  They  never  spend  a  minute  in 
jail.  They  are  never  called  to  account.  They  sit  down  in  the  corporate 
board  rooms  and  make  up  plans  for  our  communities. 

We  have  20  realtors  that  draw  their  own  red  line.  They  decide  which 
section  is  going  to  change  next.  This  is  the  problem  we  are  dealing 
with. 

I  can  read  a  statement  that  says  the  same  thing.  You  all  have  it 
for  the  record.  What  I  would  like  to  do  is,  at  this  point,  turn  it  over 
for  a  few  minutes  to  each  of  the  people  from  the  different  cities  to  let 
them  tell  you  what  is  happening  in  their  cities.  [Applause.] 

Senator  Hart.  May  I  ask  that  we  not  reflect  our  reaction,  either 
favorably  or  unfavorably?  The  hard  truth  is  it  adds  nothing  to  the 
persuasiveness,  to  the  argument,  and  it  takes  up  the  time  of  the  wit- 
nesses. 

Yes,  Mrs.  Cincotta,  we  would  be  glad  to  put  your  full  statement 
in  the  record  at  this  point. 

(The  full  prepared  statement  of  Mrs.  Cincotta  follows.  Testimony 
resumes  on  p.  8). 

Statement  of  the   National  People's  Caucus  Before  the  Senate  Anti- 
trust AND  Monopoly  Subcommittee 

My  name  is  Mrs.  Gale  Cincotta.  I  appear  before  this  Subcommittee  as  a 
spokesman  for  the  National  People's  Caucus,  a  coalition  of  368  grassroots  orga- 
nizations representing  the  white,  black,  and  brown  people  victimized  by  the 
conspiracy  between  real  estate  brokers,  mortgage  lenders,  insurance  companies, 
and  FHA  which  your  Subcommittee  is  investigating.  I  speak  on  the  basis  of  the 
resolutions  and  demands  of  the  National  People's  Caucus  which  represent  our 
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collective  experience  and  knowledge.  I  also  speak  specifically  on  the  basis  of  the 
experience  of  the  Westside  Coalition  of  Chicago  which  has  fought  the  syst'  matic 
exploitation  and  destruction  of  Chicago's  Westside  neighborhoods,  won  many 
battles  through  demonstrations,  pressure,  court  action,  any  means  we  can  find. 
We  have  fought  many  fires  but  we  need  your  help  and  the  backing  of  the  fed  ral 
government  if  we  are  to  stop  the  conspiracy  which  systematically  exploits  and 
destroys  our  neighborhoods. 

I  am  here  today  to  testify  before  the  Subcommittee  on  a  specific  case  of  con- 
spiracy, the  outright  murder  of  our  neighborhoods  in  Chicago,  aided  and  ab  ttei 
by  the  Federal  Housing  Administration,  the  mortgage  industry,  the  insu--  nc3 
industry,  and  the  unscrupulous  real  estate  industry.  These  four  institutions  a-e 
working  together  to  f  ys^^ematically  destroy  what  is  left  of  America's  cities.  Wnat 
for  so  long  have  been  considered  natural  phenomena-changing  neighborhoods, 
deteriorating  cities —  are  not  natural.  It's  an  outright  plan,  and  the  government, 
the  realtors  and  the  big-money  people  are  making  a  lot  of  money  out  of  changing 
neighborhoods,  out  of  the  communities  we  call  "HOME". 

The  blacks,  the  browns,  and  the  whites  in  Chicago  are  sick  and  tired  of  the 
conditions  which  exist  in  our  cities  today,  and  our  anger  is  mounting.  We  have 
experienced  great  decay  in  our  housing  and  an  equally  great  influx  of  abandon- 
ment. Disclosures  of  fraud  and  conspiracy  are  staring  us  in  the  face.  Our  inner 
city  neighborhoods  are  ringed  by  suburbia  where  "indifference"  to  the  city  dweller 
is  an  every  day  wrrd  and  "Keep  the  minorities  out"  is  a  way  of  life.  We  are  all 
being  manipulated  by  every  fast-buck  artist  in  the  business,  starting  with  the 
Federal  Home  Loan  Bank— and  ending  with  the  sadistic  panic  peddler. 

The  government  of  our  country  during  its  War  on  Poverty  has  ignored  the  edge 
of  the  ghetto  and  concentrated  instead  on  feeding  its  dying  center.  Yet,  this 
center  keeps  widening  and  the  edge  becomes  thinner  and  will  soon  disappear  if 
the  conspiracy  is  not  stopped. 

The  conspiracy  works  like  this.  The  first  stage  could  be  called  the  "red-lining" 
process.  For  some  reason  banks  and  savings  and  loan  institutions  refused  to  give 
home  mortgages  or  even  home  improvement  loans  to  home  owners  in  our  neighbor- 
hoods. They  say  the  "risk"  is  too  high.  Even  when  a  conventional  mortgage  was 
available,  our  people  had  to  put  50%-60%  down  (with  few  exceptions).  The 
same  conventional  mortgage  in  the  suburbs  required  only  20%-30%  down.  This 
effectively  eliminated  nearly  all  conventional  money  from  the  inner  city  and  our 
people  were  left  with  no  alternatives  to  purchasing  a  home,  and  no  way  to  improve 
the  one  they  had. 

At  the  same  time  the  money  industry  was  writing  us  off,  the  insurance  industry 
came  up  with  "new  revelations"  for  our  neighborhoods.  Even  though  many  of 
our  home  owners  have  been  insured  by  firms  like  Allstate  and  State  Farm,  not 
only  on  their  cars  but  also  on  their  homes  for  10  and  20  years,  they  suddenly 
found  their  insurance  rates  sky-rocketing,  and  in  many  cases  they  were  dropped 
completelJ^  In  the  same  breath  these  companies  wrote  off  our  neighborhoods  as 
a  spot  for  their  own  investment.  They  call  our  neighborhoods  "high  risk  areas" 
or  "riot  areas"  or  "disaster  areas".  Thej*  refuse  to  issue  insurance  to  people  with 
Spanish  surnames.  Their  agents  refuse  to  fight  cancellations  or  refusals  for  appli- 
cants from  our  neighborhoods.  Insurance  agents  have  testified  before  this  com- 
mittee documenting  that  rates  on  the  "  Gold  Coast"  and  "North  Shore"  of  Chicago 
are  the  lowest,  j^et  the  claim  rates  are  highest,  and  in  our  changing  communities 
the  rates  are  the  highest  in  the  city  yet  the  claims  are  the  lowest.  Insurance  com- 
panies, specifically  State  Farm,  Allstate  and  the  Chicago  Motor  Club,  make  it 
cost  more  to  live  in  a  changing  area. 

What  that  "red-line"  is  reall.y  saj'ing  is  "sell,  move  out;  your  neighborhood  is 
going  down  the  drain ;  blacks  and  Latinos  are  moving  in  and  its  going  to  cost  you 
more  to  stay."  The  red-lining  policies  of  the  banking  and  insurance  ii^dustr}'  cost 
the  minority  groups  more  to  be  what  they  are.  These  industries  are  underwriting 
panic  and  change.  And  when  speaking  of  conspiracj',  isn't  it  strange  to  find  out 
that  this  nation's  leading  insurance  companies  are  the  big  monej'  behind  mortgage 
houses,  like  Advance  Mortgage  of  Detroit  and  Mortgage  Associates  of  Milwaukee 
who  are  making  a  mint  from  changing  neighborhoods. 

So  the  red-line  was  drawn,  and  this  line,  to  the  surprise  of  many  people,  pre- 
ceded color  change.  Yet,  the  big  money  people  had  an  insight  unlike  that  of  our 
people.  They  saw  that  by  working  together  thej'  could  hasten  change,  for  change 
means  panic,  and  panic  means  money. 

So  the  people  began  to  move.  And  the  neighborhood  real  estate  agents  left 
with  them,  leaving  their  once  prosperous  neighborhood  to  the  block-buster  and 
panic  peddler  who  delight  in  raping  communities  for  a  fast  buck  and  who  ply 


on  the  streets  of  the  ghetto  recruiting  blacks  and  browns  for  the  new  slum-fated 
area.  Panic  peddling  is  big  business.  With  the  banking  and  insurance  industries 
laying  the  ground  work,  the  panic  peddler  can  change  a  neighborhood  fast.  These 
parasites  have  different  listings  for  different  people — minority  groups  are  shown 
houses  in  certain  areas  only,  and  whites  are  shown  a  different  area.  They  move 
into  the  new  "red-lined"  area  at  the  edge  of  the  ghetto,  the  so-called  "forgotten 
white  neighborhood",  and  promote  fear  and  racial  prejudice  among  the  owners 
at  far  below  the  true  value  by  playing  on  racial  prejudices.  The  speculator  buys 
it  himself,  then  sells  off  the  homes  quickly  to  real  estate  firms  for  a  small  profit  or 
to  Blacks  or  Spanish  at  double  or  triple  his  cost. 

But  up  until  five  years  ago  when  the  realtor  was  faced  with  selling  a  home  to 
a  Black  or  Brown,  he  ran  into  problems.  Minorities  could  not  afford  to  buy  a 
home.  They  couldn't  come  up  with  the  down  payment.  Even  if  they  could  no 
bank  in  Chicago  would  give  them  a  mortgage  for  their  "red-hne"  was  already 
drawn.  Also,  five  j^ears  ago  the  Federal  Housing  Administration  was  solely  con- 
centrating in  suburbia.  "Build  for  the  new  middle-class"  was  their  motto.  FHA 
also  refused  to  give  minorities  mortgages  anywhere.  The  only  recourse  a  family  in 
Chicago  was  left  with  was  the  contract  sale  where  a  family  could  buy  with  a  low 
down  payment,  but  ended  up  paying  exorbitant  interest  rates  and  high  monthly 
pavments  and  would  never  see  clear  title  to  the  home  for  thirty  years  or  more. 
Then  in  1967,  Chicago  experienced  the  riots.  Better  housing,  the  minorities 
demanded,  and  FHA  came  to  the  rescue.  Although  FHA  opened  up  the  market 
for  low-money-down  government  backed  loans,  it  also  opened  up  the  market  for 
the  wheeler-dealer-fast  buck  artist  using  FHA  as  its  tool  of  trade.  And  quite 
suspiciously,  the  only  areas  w^here  FHA  loans  were  available  were  the  same  areas 
where  no  conventional  money  was  available  and  where  the  insurance  rates  were 
the  highest. 

Either  by  design  or  lack  of  insight,  FHA  is  the  largest  force  in  the  change 
and  destruction  of  the  neighborhoods  of  Chicago.  It  destroys  free  choice  of 
housing  for  minority  groups  and  is  the  tool  of  the  unethical  real  estate  broker. 
When  the  realtor  has  panicked  a  whole  neighborhood  and  is  ready  to  sell  to 
Blacks  or  Browms  he  goes  to  FHA.  FHA  employs  fee-appraisers  who  are  most 
often  real  estate  brokers.  Sometimes  he  is  the  brother  or  the  friend  of  the 
broker  who  is  handling  the  house  and  code  violations  such  as  bad  boilers  and 
faulty  plumbing  are  conveniently  overlooked  in  the  ai  pra'sal.  Collusion  be- 
tween the  FHA  and  the  real  estate  industry  continues  at  the  cost  of  financial 
burdens  to  a  family  that  is  just  trying  to  get  on  its  feet. 

The  end  result  is  that  the  buyers  are  left  with  a  federally  insured  home  con- 
taining thousands  of  dollars  in  needed  repairs  with  which  they  are  unable  to 
contend.  The  home  becomes  abandoned,  the  mortgage  is  bought  up  by  the  mort- 
gage house  and  paid  off  by  the  government. 

On  the  other  side  of  the  FHA  coin  is  the  point  system.  Points  are  a  per- 
centage of  the  cost  of  the  b.iilding  charged  to  the  seller.  In  our  red-lined  areas 
of  Chicago  points  vary  from  5%-15%,  usually  leaning  toward  the  higher  figure. 
The  money  the  seller  pays  goes  directly  to  the  mortgage  house.  The  basic  logic 
of  the  points  was  to  help  make  up  for  the  lower  intsrest  rate  of  an  FHA 
mortgage.  So,  it  costs  more  to  the  seller  to  sell  to  someone  who  is  buying  on  FHA. 
If  one  has  a  choice  as  to  whether  he  is  going  to  sell  FHA  or  conventional,  he 
will  sell  conventionally  because  it  costs  him  less.  A  person  living  in  the 
suburbs  who  wants  to  sell  will  sell  with  conventional  money  (30%  down).  A 
member  of  a  minority  group  or  low  income  person  wants  to  use  FHA  (5%- 
10%  down)  but  the  seller  doesn't  want  to  pay  the  points,  so  he'll  only  sell 
conventionally.  This  effectively  eliminates  the  minority/low  income  people  from 
buying  in  areas  where  conventional  mortgages  are  available.  The  result — no  open 
housing.  The  minority/low  income  group  who  wants  to  buy  a  house  is  trapped. 
The  realtor  will  only  show  him  houses  in  the  "red-lined"  area  where  conventional 
money  is  not  available  and  this  is  where  he  is  forced  to  buy. 

As  this  "red-line"  is  moving  toward  the  iron  ring  around  suburbia,  Chicago  is 
being  systematically  wiped  out. 

The  mortgage,  real  estate  and  insurance  industries,  in  collusion  with  FHA,  are 
making  mounds  of  money  from  the  rapid  change  in  neighborhoods. 

The  same  forces  are  destroying  neighborhoods  in  St.  Louis,  Detroit,  Philadel- 
phia, and  many  other  cities.  With  me  today  are  representatives  of  the  communi- 
ties subject  to  this  conspiracy.  We  of  the  National  People's  Caucus  are  angry 
"and  determined,  angry  about  the  economic  and  social  destruction  and  blatantly 
illegal  activity;  determined  to  organize  local  communities,  regional  caucuses,  and 
a  national  movement  to  put  the  power  and  resources  into  the  hands  of  groups 
which  will  improve  our  neighborhoods,  not  destroy  them. 
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We  need  this  committee's  help  to  uncover  the  conspiracy.  The  testimony  you 
have  heard  on  Boston,  the  evidence  you  are  uncovering  on  New  York  this 
week — all  points  to  the  same  conclusion — it's  not  natural  for  our  cities  to 
flourish,  then  to  decay.  Because  of  outside  forces,  whites  believe  that  they  have 
been  driven  from  their  homes  at  a  great  loss  by  the  blacks  and  browns.  The 
minorities  in  turn  believe  that  all  the  injustices  they  have  gained  are  due  to  the 
fault  of  the  whites,  and  both  of  the  victims  are  reduced  to  blaming  one  another. 
The  cause  is  not  racial,  it  lies  in  the  conspiracy,  and  to  this  we  and  you  must 
continue  to  address  ourselves. 

Senator  Hart.  We  mil  be  pleased  now  to  hear  from  each  of  the 
areas  that  are  represented  here. 

STATEMENT  OF  MRS.  GLORIA  LOPEZ  McKNIGHT,  PRESIDENT,  LATIN 
AMERICAN  COORDINATING  COUNCIL,  INC. 

Mrs.  McKnight.  I  will  be  addressing  my  testimony  to  you  as  the 
body  president  regarding  the  chicano  situation  in  the  United  States 
in  regard  to  housing. 

The  housing  situation  in  the  latino  dwellings  around  the  country 
does  not  square  vnih  the  civil  rights  legislation  and  the  fair  housing 
legislation  which  your  honorable  body  has  made  the  law  of  the  land. 

The  residents  of  the  latino  areas  in  Detroit,  having  been  forced 
three  times  since  1957,  have  decided  to  take  a  stand.  They  refused  to 
be  moved  again.  The  Hubbard  community,  as  this  area  is  kno\vn  in 
Detroit,  has  developed  with  urban  design  groupings,  a  plan  to  retain 
the  residential  character  and  would  confine  the  industrial  uses  to 
those  areas  immediately  adjacent  to  the  one  major  thoroughfare, 
which  runs  across  the  area's  southern  boundary. 

This  plan  would  require  an  amendment  to  the  present  city  of  Detroit's 
master  plan,  which  indicates  that  this  area  is  to  be  redeveloped  along 
light  and  heavy  industrial  uses.  The  city  and  its  departments  have 
been  really  unresponsive  to  the  desire  of  the  body  of  residents  and 
have  taken  no  initiative  to  see  that  the  Hubbard-Shaw  plan  is  amended 
into  the  Detroit  master  plan.  Due  to  the  lack  of  communication  be- 
tween the  city  and  the  latino  residents  and  the  lack  of  sophistication 
of  the  residents,  the  political  power  necessary  to  bring  this  plan  to 
fruition  has  not  developed. 

Another  possible  reason  for  the  city's  attitude  regarding  the  plan 
is  that  the  area  is  immediately  north  of  the  Ambassador  Bridge  and 
is  a  prime  location  for  trucking  companies  and  related  industrial  uses 
due  to  its  proximity  to  this  transportation  link  with  Canada  and  its 
nearness  to  the  Detroit  harbor  terminals,  which  are  located  downriver 
from  this  area.  Development  of  the  land  along  industrial  lines  would 
also  provide  the  city  with  a  higher  tax  base,  and  they  would  rather 
have  this  than  the  residential  use. 

The  residents,  on  the  other  hand,  see  their  area  at  the  foot  of  the 
Ambassador  Bridge  being  developed  as  a  multieffort  with  parks, 
boulevards,  ethnic  shops  and  restaurants  being  built  along  their  main 
thoroughfares,  creating  much  more  favorable  impressions  on  people 
entering  the  United  States  from  the  bridge,  than  would  an  industrial 
area.  This  plan  would  also  provide  the  city  with  additional  revenue. 

They  also  envision  the  construction  of  single-family  homes  and  two- 
and  three-story  townhouses,  whose  architecture  will  reflect  the  ethnic 
backgrounds.  Here  we  have  a  classic  example  of  people  with  a  desire 
and  a  plan  to  provide  for  themselves,  while  the  city  attempts  only  to 
provide  for  itself  as  a  corporate  body. 
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I  have  omitted  any  reference  to  the  FHA  housing  scandal  in  Detroit, 
as  I  understand  from  Don  Ball  of  the  Detroit  News  that  he  has  sent 
documentation  of  the  material  and  the  situation  which  he  discovered 
to  exist  within  the  FHA  framework  in  Detroit  to  the  appropriate 
governmental  bodies.  I  do  not  think  it  is  necessary  to  elaborate  further 
on  this  matter. 

The  chicanos  of  Chicago  held  an  investigation  over  a  period  of  8 
short  months  and  have  exposed  the  injustices,  the  injustices  levied 
against  Latin  homeowners  that  trusted  in  FHA  financing.  They  have  to 
date  documented  22  cases  wherein  unscrupulous  real  estate  brokers  and 
their  agents  have  sold  homes  to  Latinos  under  articles  203  or  221, 
homes  riddled  with  defects  that  violated  HUD  directives,  as  well  as 
city  building  codes. 

These  realtors,  they  smooth-talk  our  people  to  believe  these  homes 
are  in  good  condition.  Our  investigation  reveals  all  methods  of  decep- 
tion. The  tenants  do  not  wish  to  be  disturbed  by  prospective  buyers, 
refusal  to  show  the  house  the  second  and  third  time  before  purchase, 
assurance  that  legal  counsel  is  not  necessary  at  closing  of  the  deal, 
providing  of  lawyer  friends  or  agents  to  do  the  job  cheap;  contracts 
are  written  only  in  English  and  not  explained  fully  to  the  Latino  buyer. 

Such  deceptions  insult  enough.  But  consider  the  defects  and  viola- 
tions found  in  this  newly  purchased  home.  There  documentation  has 
revealed  every  major  type  of  defect  and  city  code  violation. 

There  is  insufficient  means  of  redress,  illegally  added  apartments, 
inadequate  stairway  enclosures,  defective  foundations,  entire  electrical 
systems  in  violation  of  the  city  code,  defective  heating  systems,  warped 
floors  caused  by  leaking  sinks,  illegal  basement  apartments,  porches 
with  rotting  wood.  These  are  but  a  few  examples  of  the  type  of  homes 
our  families  have  without,  in  the  last  few  years  in  Chicago,  having  any 
redress  for. 

Daily  more  cases  are  brought  to  our  attention.  This  investigation  of 
22  Latin  families  reveals  a  sum  of  $33,799  spent  in  repairs  of  major 
defects,  and  a  mild  estimate  of  $33,314  of  repairs  yet  to  be  done,  and 
expenditures  range  from  $100  to  $1,500  per  family. 

We  feel  that  the  Latino  has  very  little  economic  resource  to  incur  or 
spend  such  exhorbitant  amounts  t  f  money  in  rej  air  ng  newly  pur- 
chased homes,  and  has  often  been  forced  to  take  mjney  out  of  his 
family's  food  budget. 

For  the  most  part,  the  Housing  and  Urban  Development  Depart- 
ment relies  on  the  Census  Bureau  for  its  housing  data.  The  classic 
case  of  the  blind  leading  the  blind,  since  the  census  investigators  are 
interested  in  little  more  than  the  plumbing,  not  the  quality,  but  the 
amount  of  it,  whether  or  not  hot  and  cold  water,  toilets  are  available. 

There  is  no  special  place  on  the  census  form  to  acknowledge  the 
toilet  that  overflows  or  the  sink  that  leaks  through  the  ceilings.  They 
count  the  number  of  people  per  room,  but  ignore  the  size  of  the  room. 

Preliminary  census  figures  estimate  a  minority  population  totaling 
over  15  percent  of  our  200  million  Americans.  This  is  likely  to  be  a 
serious  undercount,  because  the  1970  census  has  special  deficiencies 
and  was  insensitive  to  minority  situations. 

One  of  the  short  forms  sent  to  80  percent  of  the  population  asks 
people  to  classify  themselves  as  white,  Negro,  black-American,  Indian, 
Japanese,  Chinese,  Filipino,  Hawaiian,  Korean,  and  other.  There  were 
no  special  categories  for  either  Puerto  Ricans  or  chicanos,  even  though 
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these  minority  groups  are  larger  than  many  other  minorities,  on  the 
short  form  Hst. 

Puerto  Ricans  and  chicanos  who  checked  "other"  had,  in  this 
response,  changed  to  white  at  the  Census  Bureau  for  the  official  fig- 
ures. Only  5  percent  of  the  population  received  the  long  form  which  in- 
cluded country  of  descent — that  is,  for  instance,  Mexico,  Puerto  Rico, 
Cuba,  et  cetera — as  an  item  to  be  filled  out.  And  yet,  these  figures  vnll 
be  utilized  for  all  types  of  housing  planning  and  development  until  the 
1980  census  is  taken. 

The  Coalition  of  Spanish  National  People's  Action  on  Housing  has 
made  the  folloudng  recommendations: 

1.  That  Senate  bill  3439  by  Adlai  Stevenson  now  in  committee 
be  moved  quickly  to  the  fioor;  that  H.R.  9688  be  quickly  moved  to 
the  House  floor. 

These  bills  authorize  FHA  to  reimburse  people  who  have  had  to 
spend  money  to  fix  up  their  house  under  FHA. 

2.  That  the  emergency  funds  be  provided  immediately  to  repair 
houses  so  that  our  community  will  not  become  a  slum. 

3.  That  the  ujisatisfactory  risk  determination,  FHA  regulation  part 
200,  subpart  8,  be  immediately  enforced ;  thus  all  realtors  involved  in 
selling  FHA  guaranteed  homes  having  code  violations  will  pay  for  all 
repairs  needed  to  bring  the  homes  up  to  standards. 

The  unsatisfactory  risk  determination  states  that  the  director  of  a 
field  office  has  the  authority  to  reject  an  application  for  mortgage  in- 
surance from  any  participant  in  the  mortgage  section  on  the  grounds  of 
unsound  credit  or  unsatisfactory  past  experience. 

4.  That  HUD  provide  housing  service  immediately  to  the  Latino 
communities  of  this  Nation.  All  Latino  houses  must  be  bilingual  and 
bicultural. 

5.  That  FHA-HUD  bring  its  total  number  of  Latinos  into  parity 
with  the  total  Latino  population  in  the  United  States  so  that  metro- 
politan areas,  the  Spanish-speaking  community  can  be  represented 
by  someone  who  is  sensitive  to  our  needs.  Such  Latino  employees  must 
be  placed  at  all  levels  of  employment,  to  include  decisionmaking  and 
policymaking  positions. 

6.  That  President  Nixon  and  Secretary  Romney  take  immediate 
and  affirmative  action  to  lift  the  employment  freeze  current  in  FHA 
and  HUD  offices  in  favor  of  points  4  and  5  above. 

7.  That  FHA-HUD  allocate  money  for  rent  supplements  for  any 
Latino  family  who  wants  to  move  back  into  buildings  that  were  built 
or  rehabilitated  with  FHA  and  HUD  monej^  and  that  the  sums  be 
increased  to  40  percent  nationally,  and  this  be  mandatory  to  all 
buildings  built  or  rehabilitated  wdth  HUD  money;  that  in  urban 
renewal  projects  or  i)rojects  where  Federal  moneys  are  used,  the  local 
community  should  have  ultimate  control  of  the  total  project,  redevel- 
opment of  housing;  and  also  the  community  should  have  first  priority 
on  employment  when  construction  of  the  i)roject  is  started. 

The  general  contractor  should  be  committed  to  his  community  in 
his  affirmative  action  plan. 

The  others,  up  to  12,  are  included  in  the  testimony  that  you  have 
before  you.  I  am  not  an  authority  on  housing  or  urban  planning,  but 
I  do  hope  that  you,  as  our  elected  representatives,  will  take  affirmative 
action  on  these  problem  areas  presented  before  you  today. 
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The  Government  has  the  experts  in  these  areas  to  assist  in  the 
resohition  of  the  housing  problem  that  presently  exists. 

I  do  want  to  emphasize  that  the  Latino  communities  of  the  United 
States  will  be  watching  the  course  of  action  you  take  in  response  to 
what  you  have  heard  today. 

Thank  you. 

(Applause.) 

(The  full  prepared  statement  of  Mrs.  McKnight  follows.  Testimony 
resumes  on  p.  17). 

Testimony  by  Gloria  Lopez  McKnight  of  the  Latin  American  Coordinating 
Council,  Inc.,  Detroit,  Mich. 

The  time  is  long  overdue  for  this  nation  to  rearrange  its  priorities  and  address 
itself  to  human  needs.  Specifically,  the  truamtic  situation  presently  existant  in 
the  area  of  housing  and  housing  needs  must  be  resolved.  Billions  of  dollars  are 
being  allocated  and  wasted  on  farm  subsidies,  supersonic  transports,  trips  to  the 
moon,  anti-ballistic  missiles  and  the  Vietnam  War  while  the  majority  of  the  people 
of  this  country  do  not  have  adequate  and  decent  housing  conditions. 

The  United  States  has  become  so  indulgent  in  the  margin  of  profit  and  material- 
ism that  the  human  being  has  lost  his  identity  and  is  utilized  only  for  statistical 
purposes.  The  value  of  the  human  being  has  ceased  and  he  is  now  computerized 
and  the  victim  of  a  technological  society. 

If  it  is  conceivable  for  our  society  to  begin  a  kind  of  a  renewal,  a  rebirth,  seeking 
honesty  and  truth  and  a  new  humanism  which  will  result  in  a  re-recognition  of  the 
worth  of  the  individual,  this  Administration  must  commit  itself  to  the  housing 
needs  of  the  poor,  the  minorities,  and  the  lower  middle  class  in  order  to  demon- 
strate the  relevance  of  our  democratic  form  of  government  to  these  people  who 
feel  so  very  disinfranchised. 

At  the  recent  "Mexican  American  Housing  Patterns"  Conference  sponsored  by 
the  Department  of  Housing  and  Urban  Development  (HUD),  (October  15-17, 
1971,  at  Albuquerque,  New  Mexico)  barrio  participants  voiced  some  of  their 
concerns  regarding  housing.  The  insensitivitj^  of  the  government  and  its  agencies 
to  the  feelings  and  attitudes  of  this  minority,  and  the  government's  (beauracracy's) 
habit  of  looking  at  them  as  mere  objects  of  federal  policies,  has  much  to  do  with 
the  perpetuation  or  alleviation  of  current  problems  in  federally-funded  programs 
directed  at  minority  communities. 

The  research  data  gathered  at  this  conference,  bj'  the  Institute  for  Personal 
Effectiveness  in  Children,  details  some  of  the  housing  concerns  of  the  residents  of 
the  following  respective  cities. 

Albuquerque  at  present  faces  despair  over  the  network  of  expenses,  unfulfilled 
needs  and  misunderstandings  of  regulations,  systems  and  bureaucracies.  People 
want  to  be  homeowners,  but  find  themselves  frustrated  by  their  lack  of  knowledge 
and  power,  or  their  inability  to  qualify.  So,  they  continue  to  rent,  and  know  that 
they  are  paying  too  much,  living  in  inadequate  housing  at  the  mercy  of  slum 
landlords.  High  interest  rates  and  the  frustration  of  long-term  financing  limits  the 
accessibility  to  adequate  low-cost  housing.  Present  homeowners  tend  to  see  them- 
selves as  their  greatest  resource  in  improving  their  living  standards.  But,  in  order 
to  use  their  resources  to  repair  and  improve  their  property,  some  of  the  present 
restrictions,  such  as  the  mandatory  use  of  licensed  contractors,  must  be  lifted  or 
amended. 

Denver  is  concerned  with  the  use  of  low-grade  materials  and  workmanship  in 
construction  of  homes  for  the  poor  under  current  housing  programs  such  as  235. 
Realtors,  working  hand-in-hand  with  government  bureaucrats,  exploit  the  people. 
At  first,  the  realtors  used  the  plan  to  sell  older  homes  that  were  in  disrepair.  Fol- 
lowing a  recent  investigation  of  235,  realtors  have  begun  to  market  newer  homes 
"just  as  poorly  built  or  worse  than  the  older  homes".  The  government  should 
set  higher  building  standards,  so  that  homes  sold  under  235  may  be  guaranteed 
to  last  twenty  to  thirty  years.  High-rise  apartments  constructed  through  urban- 
renewal  projects  charge  exorbitant  rents,  making  them  unavailable  for  the  poor 
people  they  displace.  The  235  plan  does  not  allow  residents  enough  choices  in 
plans  and  decor,  or  advise  the  buyer  as  to  additional  costs;  a  person  can  soon 
become  a  "slave  to  his  house"  as  things  stand. 
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El  Paso's  Chicano  community  sees  itself  as  one  of  real  poverty.  The  poor  of 
El  Paso  are  among  the  most  impoverished  in  the  United  States.  The  residents 
share  the  feeling  that  the  government  will  not  assist  their  city  due  to  the  large 
economically-deprived  and  poverty-stricken  population.  The  people  feel  that  they 
possess  the  attributes,  skills,  and  pride  necessary  to  change  conditions  as  they 
presently  exist.  A  great  interest  in  self-help  type  projects  has  been  expressed. 
The  federal  government  should  initiate  more  programs  to  help  people  and  their 
communities,  witli  emphasis  on  community  control  of  these  programs.  The  people 
are  interested  in  employment,  and  not  welfare. 

Fresno  places  great  emphasis  on  the  fact  that  state  and  local  agencies  do  not 
disseminate  information  on  current  programs  in  the  Mexican-American  com- 
munities. "The  government  never  bothers  with  us,  we  don't  know  what  to  do  or 
where  to  go  to  obtain  a  loan  to  improve  our  houses."  Most  Mexican- Americans 
feel  that  they  should  push  hard  to  get  into  positions  where  they  have  decision- 
making powers.  This  is  seen  as  a  vehicle  for  insuring  that  Mexican- Americans 
become  knowledgeable  of  existing  housing  programs. 

The  City  Planning  and  FHA  offices  are  highly  criticized.  By  far  the  greatest 
criticism  of  planners  is  that  they  do  not  consult  Mexican-Americans  when  design- 
ing their  homes  and  communities.  It  is  further  felt  that  the  poorest  communities 
are  chosen  for  Mexican-Americans  because  their  economic  isolation  does  not 
permit  them  to  get  anything  better. 

Houses  should  not  be  built  near  industry  due  to  greater  incidence  of  air  pollu- 
tion in  the  area.  Big  business  corporations,  contributing  to  the  decay  of  the  envi- 
ronment, should  not  go  unpunished;  industrial  growth  in  residential  areas  should 
be  controlled.  As  one  resident  stated,  "We  don't  want  much  industry  in  our  city, 
just  enough  to  give  us  a  livelihood,  not  to  pollute  our  area." 

Another  concern  is  the  displacement  of  residents  when  their  houses  are  con- 
demned without  providing  them  with  a  better  standard  of  living.  Government 
housing  programs  should  direct  private  contractors  and  local  housing  agencies  to 
hire  Mexican-Americans  in  the  construction  of  their  homes. 

Training  programs  should  provide  Mexican-Americans  with  the  skills  to  hold 
supervisory  positions  in  the  construction  arena.  Spanish-speaking  instructors 
should  be  utilized  in  order  to  make  the  training  more  eflfective. 

High-rise  apartment  living  is  a  new  concept  that  residents  know  nothing  about. 
Houses  should  be  pleasant  to  look  at  and  should  reflect  the  culture,  similar  to 
apartments  that  "white  people  live  in." 

Use  of  low-grade  materials  and  shoddy  workmanship  in  construction  of  homes 
under  current  housing  programs  is  highly  criticized.  Thej^  look  very  pretty  on 
the  outside,  but  inside  they  are  very  poorly  constructed.  Strong  feelings  are 
expressed  for  citizen  participation  in  the  decision-making  process  and  actual 
housing  production.  The  lack  of  space  in  the  home  is  seen  as  affecting  the  educa- 
tional aspirations  of  the  children.  "If  there  is  a  family  with  six  or  eight  children 
living  in  a  two-bedroom  home,  how  can  the  children  do  their  homework  when 
there  is  no  privacy?" 

Los  Angeles'  minority  residents  are  beginning  to  insist  on  participation  both  in 
decision-making  on  housing  programs  and  in  actual  housing  production.  The 
self-help  concept  is  very  strong,  and  has  developed  out  of  the  great  benefit  of 
owning  one's  own  home  rather  than  renting.  Absentee  landlords,  high  rents,  etc. 
are  cited  and  home  ownership  is  touted  as  being  much  more  economically  sound 
as  well  as  contributing  towards  a  person's  self-esteem  in  this  society.  Home 
ownership  increases  individual  and  community  pride,  keeps  residents  from  moving 
out  and  fragmenting  the  communitA^,  and  is  obviously  one  of  the  major  factors  in 
true  economic  ascendance. 

It  is  felt  that  present  low-income  housing  programs  tend  to  concentrate  in 
geographical  areas,  and  that  such  housing  would  better  be  made  available  in  small 
sections  throughout  the  community.  This  would  aid  in  economic  and  racial 
integration.  Low-interest  government  loans  as  well  as  a  government  subsidizing 
plan  using  "home  improvement  certificates"  that  could  be  utilized  in  purchasing 
home-improvement  materials  is  suggested  as  a  means  whereby  low-income 
families  can  improve  their  lot. 

Tax  reform  is  another  issue  cited  as  an  aid  to  the  homeowTier.  Many  people 
see  government  monies  working  effectively  in  the  conununity  through  a  co-op 
plan,  whereby  community  improvement  funds  (for  park  systems,  landscaping, 
street  improvement,  etc.)  be  given  to  a  people's  council.  Jobs  would  thus  be 
created  for  residents,  and  the  sense  of  participation  and  cooperation  would  be 
effected. 
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"The  housing  projects,"  some  say,  "are  really  encouraging  poverty."  If  people 
who  occupy  such  housing  make  a  bit  more  money,  the  rent  goes  up;  consequently, 
there  is  no  possibility  for  real  improvement  on  any  level.  Zoning  laws,  and  changes 
in  zoning,  usuall}^  favor  the  wealthy  or  industry,  it  is  alleged. 

Phoenix  shares  the  characteristic  of  Chicanos  to  want  their  own  houses  and 
therefore  should  not  be  considered  for  multi-family  housing.  Housing  programs, 
such  as  235,  should  "be  built  around  a  complete  counseling  program",  according 
to  residents  who  commented  on  problems  of  existing  government  housing  pro- 
grams. Many  of  the  FHA  directors  do  not  themselves  know  the  real  issues  involved 
in  some  programs.  Data  on  quaUfication  for  235  homes  is  misleading,  some  say, 
and  often  leads  to  l)itterness  and  disillusionment.  Of  all  the  programs,  self-help 
was  given  the  most  praise  as  showing  possibility.  Building  costs  and  the  prices  of 
construction  are  declared  exorbitant.  It's  not  feasible  to  sa}-  we  can  build  a  four- 
bedroom  home  out  of  block  like  we  could  even  three  years  ago"  due  to  the  rising 
costs  of  material  and  labor. 

San  Antonio  feels  the  attitudes  of  public  housing  officials  toward  the  people  are 
less  than  satisfactory.  One  man  stated,  "They  didn't  ask  you  if  you  wanted  to 
move  in  there ;  they  tell  3-ou  you  move  in  there  and  that  is  the  only  place  j^ou  can 
go."  Mexican-Americans  know  little  about  housing  contracts.  Many  feel  that 
Chicanos  are  being  exploited  in  San  Antonio.  They  comprise  a  major  segment  of 
the  city's  population,  but  are  relegated  to  inferior  status.  A  plaza  in  the  city  is 
cited  as  a  place  that  was  prepared  more  as  a  tourist  attraction  to  show  off  Mexicans 
than  something  for  the  Mexican  people  themselves  to  use.  The  Mexican-American 
community  of  San  Antonio  is  described  sadly  as  "deca5ing".  Streets  are  bad, 
sanitation  is  poor,  schools  are  overcrowded.  Taxes  continue  to  rise,  with  no  real 
help  in  sight.  Trash  pickups  are  more  frequent  and  conducted  more  efficientl}"  in 
the  wealthier  sections  of  San  Antonio  than  in  the  barrio.  Hospitals  are  not  readily 
accessible  and  are  constructed  in  areas  that  make  it  easy  for  Anglos,  hard  for 
Chicanos  to  get  there. 

In  planning  the  "ideal  community",  residents  feel  that  open  lots  or  spaces 
should  be  designated  to  remain  open  for  future  use  as  parks  and  play  areas, 
otherwise,  if  privately  owned,  the  temptation  to  the  owner  to  sell  for  building  is 
too  great.  It  is  felt  that  if  people  own  their  own  homes,  the  incentive  to  maintain 
them  is  much  greater. 

San  Diego  places  great  stress  in  the  need  for  Chicanos  to  continue  to  strive  as  a 
group  to  break  the  stereotypes  that  Anglos  have  of  them  and  the  barriers  of 
discrimination  in  achieving  better  living  conditions.  The  people  in  the  community 
should  have  the  alternative  of  moving  into  any  neighborhood  without  fear  of 
discrimination.  The  Chicano  community  should  be  taken  into  consideration 
whenever  decisions  are  made  regarding  neighborhood  improvements. 

Residents  strongly  feel  that  if  the  government  gave  Chicanos  an  opportunity 
to  rebuild  their  communities  there  would  be  more  unity  among  Chicanos  through 
a  self-help  concept.  Programs  such  as  Model  Cities  should  involve  the  persons 
directlj?^  effected  in  the  decision-making  process,  but  presently  do  not.  More 
of  the  money  presently  spent  on  executives,  salaries,  and  red  tape  should  be 
spent  on  actual  rebuilding  of  our  cities. 

Many  residents  feel  that  planners  should  make  projections  on  population 
growth  and  community  services  that  accurately  reflect  the  needs  growing  out  of 
cultural  variances.  One  participant  commented,  "Maybe  our  city  planners  don't 
have  any  children.  They  don't  design  cities  for  kids."  Parents  feel  the  parks 
are  designed  for  the  Anglo  consumer.  Chicanos  are  not  comfortable  in  these 
parks  and  feel  out  of  place.  Activities  within  these  parks  are  not  publicized 
within  the  Chicano  neighborhoods  so  that  by  the  time  word  gets  around  the 
events  have  already  transpired. 

Chicano  participants  expressed  a  strong  need  for  better  relations  between 
the  community  and  the  schools,  the  pohce,  and  those  institutions  impinging  on 
the  improvement  of  Chicano  communities.  "Until  you  drown  out  discrimination 
in  those  institutions  that  govern  our  hves,  nothing  is  going  to  change.  Pohce 
protection,  that  means  harassment.  We  need  education  to  think,  not  to 
be  programed." 

Comments  on  housing  dealt  with  racism  and  the  few  alternatives  available 
to  Chicanos  in  obtaining  better  housing.  Most  participants  expressed  a  strong 
desire  to  live  in  an  integrated  communit3\  By  the  same  token,  the  participants 
recognized  that  this  would  be  an  impossibility  given  the  fact  that  you  cannot 
design  racism  out  when  designing  a  community.  "As  long  as  there  are  racists 
Uving  in  your  block,  you  are  going  to  have  trouble." 
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Most  residents  find  themselves  in  a  bind — they  feel  more  at  ease  in  a  Chicano 
neighborhood  while  at  the  same  time  striving  to  move  out  of  it  because  of  the  very 
poor  housing  conditions.  Others  that  have  moved  out  of  a  Chicano  neighborhood 
speak  of  the  problems  of  dealing  with  racist  neighbors.  Chicanes  cannot  afford 
dream  houses,  but  houses  could  be  designed  which  are  livable  and  esthetically 
appealing.  As  one  person  puts  it:  "Cliicanos  are  not  used  to  ticky-tacky  homes; 
they're  used  to  having  an  individual  home  and  giving  their  homes  an  individualistic 
appearance." 

The  Chicanos  strongly  reject  a  specific  project  in  San  Ysidro  because,  "They 
look  like  a  bunch  of  boxes  shoved  in  .  .  .  they  put  them  up  fast,  they  put  them 
up  cheap.  That  is  the  realistic  choice  we  have."  The  participants  concluded 
that  as  long  as  discrimination  in  education  and  emploj^ment  continues,  their 
chances  of  ever  getting  a  decent  home  are  very  meager. 

Detroit:  Because  Detroit  is  where  I  live,  I  hope  you  will  allow  me  to  discuss 
our  problems  there  at  somewhat  greater  length.  May  I  begin  by  acquainting  you 
with  the  history  and  migrations  of  the  Latino  community  within  Detroit. 

The  Latino  community  began  its  settlement  in  Detroit  during  and  shortl}'' 
after  the  Mexican  Revolution  (between  1910-1920).  Thej^  came  to  avoid  a  chaotic, 
war-time  environment  in  Mexico,  discrimination  in  the  Southwest,  and  also  to 
find  jobs.  Others  came  as  migrant  farmworkers  and  remained.  They  originally 
settled  in  the  oldest  part  of  the  cit.y,  the  area  adjacent  to  the  downtown  business 
district,  on  the  east.  Longtime  residents  tell  me  that  this  was  the  onlj^  housing 
available,  possibly  because  of  economics.  Those  who  worked  in  the  factories 
tended  to  get  menial  and  unskilled  labor  jobs  in  the  auto  plants  and  the  steel 
mills,  primarily  located  in  an  industrial  area  far  to  the  west  of  the  downtown 
business  district. 

When  the  residential  area  immediately  to  the  west  of  the  downtown  business 
district  began  to  deteriorate,  the  Latino  community  moved  there  because  this 
residential  area  was  closer  to  their  jobs,  and  had  adequate  pubhc  transportation 
to  the  auto  plants,  thus  developing  a  new  Latino  community  or  "barrio". 

The  Catholic  church  in  this  newly-formed  westside  community'  began  to 
relate  to  the  Latino  population  primarily  bj^  providing  religious  services  in 
Spanish,  and  by  serving  the  function  of  intermediary  between  the  need,y  in  the 
Latino  community  and  the  public  agencies  whose  function  it  was  to  lend  assist- 
ance. Mexican  grocery  stores,  bakeries,  tortilla  factories  sprang  up,  and  the  local 
movie  house  began  showing  Spanish-language  films.  The  area  was  old  but  stable, 
and  the  residents  of  the  barrio  took  pride  in  their  communitj^  because  they  were 
able  to  identify  it  as  theirs.  The  barrio  existed  for  perhaps  twenty  j-ears  in  this 
condition. 

The  first  disruption  of  the  Detroit  Latino  barrio  occurred  when  the  John 
Lodge  Expressway  was  constructed  in  such  a  way  that  the  communitj^  was  dis- 
sected in  a  north-south  line.  The  area  east  of  the  expresswaj^  deteriorated  rapidly, 
and  has  since  been  demolished  and  turned  from  a  residential  to  a  commercial 
and  industrial  use. 

The  second  disruption  was  brought  about  under  the  guise  of  urban  renewal 
when  the  western  section  of  the  original  barrio  was  classified  as  the  "West  Side 
Industrial  Rehabilitation  Project  #1"  in  1957,  and  propertj^  was  acquired  b}^  the 
city  for  demolition  and  resale  to  private  light  industrial  users. 

These  two  disruptions  resulted  in  the  community's  moving  out  of  the  affected 
areas,  into  the  immediately  adjacent  area  to  the  west.  This  area  was  then  desig- 
nated as  "West  Side  Industrial  Rehabilitation  Project  #2"  in  1966,  and  again 
the  process  of  the  city  acquiring  residential  properties,  demolishing  them,  and 
reselling  the  vacant  parcels  to  light  industrial  users  continued.  There  was  no 
provision  in  either  of  these  plans  to  replace  any  of  the  housing  which  was  being 
destroyed.  The  relocation  effort  for  the  displaced  people  was  extremely  half- 
hearted, and  no  effort  was  made  to  place  them  in  an  area  where  they  would  be 
culturally  comfortable.  In  other  words,  the  Latino  barrio  was  forced  to  experience 
a  "diaspora"  of  sorts.  This  dispersal  was  counteracted  to  a  certain  extent  by  the 
Latino  community's  cultural  habit  of  close  kinship  ties,  and  bj^  their  habit  of 
using  other  community  members  as  sources  of  finding  new  housing.  Again,  a 
movement  to  the  area  adjacent  on  the  west. 

This  area,  unfortunately,  began  to  deteriorate  due  to  the  obvious  encroachment 
of  industrial  uses  in  the  two  industrial  rehabilitation  projects.  Property  values 
began  to  slide,  and  private  developers  have  been  moving  in  and  acquiring  pieces 
of  land,  demolishing  the  houses,  and,  we  assume,  waiting  until  the}'  have  sufficient 
land  parcels  to  redevelop  in  conjunction  with  the  present  Detroit  Master  Plan 
designation  for  the  area — light  and  heav}^  industrial. 
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The  residents  of  the  Latino  barrio,  having  been  forced  to  move  three  times 
since  1957,  has  decided  to  make  a  stand.  They  refuse  to  be  moved  again.  The 
Hubbard-Richard  community,  as  this  area  is  known  in  Detroit,  has  developed, 
together  with  Urban  Design  Development  Group,  Inc.,  a  plan  which  would 
retain  the  residential  character  of  the  barrio,  and  would  confine  the  industrial 
uses  to  those  areas  immediately  adjacent  to  the  one  major  thoroughfare  which 
runs  along  the  area's  southern  boundary.  This  plan  would  require  an  amendment 
to  the  present  City  of  Detroit  Master  Plan  which  indicates  that  this  area  is  to 
be  redeveloped  along  light  and  heavy  industrial  uses. 

The  city  and  its  departments  have  been  really  unresponsive  to  the  desires  of 
the  barrio  residents,  and  have  taken  no  initiative  to  see  that  the  Hubbard-Richard 
plan  is  amended  into  the  Detroit  Master  Plan.  Due  to  the  lack  of  communication 
between  the  city  and  the  barrio  residents,  and  the  lack  of  sophistication  of  the 
residents,  the  political  clout  necessary  to  bring  this  plan  to  fruition  has  not  yet 
developed. 

Another  possible  reason  for  the  city's  attitude  regarding  the  Hubbard-Richard 
plan  is  that  the  area  is  immediately  north  of  the  Ambassador  Bridge,  and  is  a 
prime  location  for  trucking  companies  and  related  industrial  uses  due  to  its 
proximity  to  this  transportation  link  with  Canada,  and  its  nearness  to  the  Detroit 
Harbor  Terminals  (port  facilities)  which  are  located  slightly  downriver  from  the 
Hubbard-Richard  area.  Development  of  the  land  along  industrial  lines  would 
so  provide  the  city  with  a  higher  tax  base  than  would  residential  use. 

The  residents,  on  the  other  hand,  see  their  area  at  the  foot  of  the  Ambassador 
Bridge  being  developed  as  a  multi-ethnic  cultural  area,  with  parks,  boulevards, 
ethnic  shops  and  restaurants,  being  built  along  their  main  thoroughfares,  creating 
much  more  favorable  impressions  on  people  entering  the  United  States  from  the 
bridge,  than  would  an  industrial  area.  This  plan  would  also  provide  the  city 
with  additional  revenue. 

The.y  also  envision  the  construction  of  single  family  homes  and  two-and-three 
story  townhouses  whose  architecture  would  reflect  the  ethnic  background  of  the 
people  living  in  the  community. 

Here  we  have  a  classic  example  of  people  with  a  desire  and  a  plan  to  provide 
for  themselves,  while  the  city  attempts  only  to  provide  for  itself  as  a  corporate 
body. 

It  should  be  obvious  from  the  facts  I  have  presented  and  the  situations  I  have 
described  that  the  housing  situation  in  the  Latino  barrios  across  the  country  does 
not  square  with  the  Civil  Rights  legislation  and  the  fair  housing  legislation  which 
your  honorable  body  has  made  the  law  of  the  land.  I  have  attached  to  the  back 
of  my  written  testimony  an  addenda  which  details  some  of  my  conclusions  as  to 
why  these  discrepancies  exist.  If  you  would  care  to,  I  am  available  to  answer 
any  questions  you  may  have  on  the  addenda. 

I  have  omitted  any  reference  to  the  FHA  housing  scandal  in  Detroit,  as  I 
understand  from  Mr.  Don  Ball  of  the  Detroit  News  that  he  has  sent  documentation 
of  the  material  and  situation  which  he  discovered  to  exist  within  the  FHA  frame- 
work in  Detroit,  to  the  appropriate  governmental  body.  I  don't  think  it  is  neces- 
sary to  elaborate  further  on  this  matter,  at  this  time.  , 

I  am  not  an  authority  on  housing  or  urban  planning,  but  I  do  hope  that  you 
as  our  elected  representatives,  will  take  affirmative  action  on  the  problem  areas 
presented  before  you  today.  The  government  has  the  experts  in  these  areas  to 
assist  in  the  resolution  of  the  housing  problem  that  presently  exists. 

I  do  want  to  emphasize  that  the  Spanish-speaking  community  of  the  United 
States  will  be  watching  the  course  of  action  you  take  in  response  to  what  you 
have  heard  today. 

Addenda 

There  is  no  way  for  any  one  of  us  to  deny  the  existence  of  institutional  racism 
and  discrimination  in  this  country  and  the  perpetuation  of  suppression  of  the  poor, 
and  the  exploitation  of  members  of  the  subordinated  groups  through  lower  wages, 
higher  prices,  higher  rents,  less  desirable  credit  terms,  and  poorer  working  and 
living  conditions.  Racism  may  be  viewed  as  any  attitude,  action,  or  institutional 
structure  which  subordinates  a  person  or  group  because  of  his  or  their  color  .  .  . 
This  is  true  of  Blacks,  Puerto  Ricans,  Chicanos,  Japanese  Americans,  Chinese 
Americans,  and  American  Indians.  Specifically,  white  racism  subordinates  mem- 
bers of  all  these  other  groups  primarily  because  they  are  not  white  in  color,  even 
though  some  are  technically  considered  to  be  members  of  the  'white  race'  and 
even  view  themselves  as  'whites'.  Minority  communities  feel  this  is  one  of  the 
root  causes  of  the  housing  deficiencies  and  other  problems  which  face  them,  at 
this  time. 
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Responding  to  a  survey,  the  presidents  of  twelve  Reserve  Banks  reported  that 
virtually  NO  members  of  minorities  (here  defined  as  Blacks,  Puerto  Ricans, 
Latinos,  Chicanos,  Orientals,  and  American  Indians)  are  serving  on  the  Boards 
of  Directors  or  as  senior  officers  of  the  leading  banks  in  any  of  our  large  cities. 

One  in  every  10  whites  lives  in  poverty,  but  one  in  every  3  Blacks  lives  in  pov- 
erty, and — in  1970  Black  families  were  not  just  more  likely  to  be  poor  ....  They 
were  also  poorer  than  the  poor  whites.  The  families  of  poor  whites  average  $1000 
below  the  "poverty"  line.  The  famihes  of  poor  Blacks  average  $1300  below  the 
"poverty"  line.  The  "poverty"  line  is  set  at  $3968  for  a  family  of  four.  A  total 
of  25.5  million  Americans  live  in  poverty  in  the  United  States. 

In  1969  white  males  held  98%  of  private  jobs  paying  over  $15,000  a  year. 
Women  held  1%  and  non-white  males  held  1%.  In  1969  Blacks  totalled  6.8%  of 
membership  in  the  Building  Trades  Unions.  This  was  a  decline  from  1968  .  .  . 
despite  great  pressure  from  minorities  to  open  up  more  better  paying  jobs  in 
construction  financed  by  government  funds.  The  building  trades  show  total 
minority  memberships  of  13.2%  which  are:  Black,  6.8%,  Spanish  surname,  5.1%, 
Oriental,  0.5%,  American  Indian,  0.7%.  However,  in  the  lowest  paying  general 
construction  trades  group,  minority  membership  was  31.8%.  These  were  Black, 
20.1%,  Spanish  surname,  10%,  Oriental,  0.5%,  and  American  Indian,  1.2%.  In 
1969,  in  the  building  trades  in  New  York  City,  the  construction  trades  showed 
the  following  percentages: 

|ln  percent] 


Black    Spanish  surname 

Plumbers-pipefitters 

1.9                        1.7 

Electrical  workers 

2.4                        1.7 

Ironworkers 

2.4                         1.7 

Bricklayers    .                                            ... 

1.9                         3 

The  United  States  Congress  Civil  Rights  Act  of  April  9,  1866  states,  "All  Citi- 
zens of  the  United  States  shall  have  the  same  right,  in  every  State  and  Territory, 
as  is  enjoyed  by  white  citizens  thereof  to  inherit,  purchase,  lease,  sell,  hold  and 
convey  real  and  personal  property."  And  yet:  Zoning  laws  in  many  areas  prohibit 
the  construction  of  rental  units  and  multiple  family  dwellings,  and  they  often 
demand  a  certain  lot  size  for  each  private  home  constructed.  These  laws  or  codes, 
generally  made  by  white  suburbanites,  result  in  de  facto  discrimination  against 
the  poor.  Since  minorities  are  enormously  over-represented  among  the  poor  and 
lower  middle  class,  these  zoning  laws  in  fact  discriminate  against  minorities. 

A  recent  study  of  newspapers  in  the  Washington,  D.C.  area  showed  racism  com- 
mon to  papers  in  most  communities:  (1)  Advertisements  for  homes  or  homesites 
showed  drawings  or  photos  of  white  families;  (2)  Ads  were  placed  in  papers  with 
large  white  circulation,  but  not  in  papers  which  were  Black-owned,  or  circulated 
mainly  to  Blacks;  (3)  As  late  as  1970  the  following  phrases  appeared  in  the  ads: 
white  only  ...  in  white  home  .  .  .  exclusive  neighborhood  .  .  .  private 
neighborhood.  Most  whites  list  their  houses  for  sale  with  white  realtors.  Most 
white  realtors  do  not  advertise  these  homes  in  minority-owned  or  read  newspapers. 
Very  often  they  have  arrangements  with  other  realtors  where  listings  for  houses 
are  shared.  These  sharing  arrangements  often  exclude  Black  realtors. 

There  are  many  fair  housing  laws  in  existence.  Minority  complaints  center  on 
the  lack  of  enforcement  and  the  lack  of  penalties  for  non-compliance  with  these 
laws.  Also  that  government  could,  but  does  not,  put  economic  pressure  on  com- 
munities with  restrictive  zoning. 

For  the  most  part,  the  Housing  and  Urban  Development  Department  relies 
upon  the  Census  Bureau  for  its  housing  data — a  classic  case  of  the  blind  leading 
the  blind,  since  the  census  investigators  are  also  interested  in  little  more  than  the 
plumbing:  not  the  quality  but  just  the  amount  of  it — whether  or  not  hot  and  cold 
water,  toilet,  bathtub  or  shower  are  available.  There's  no  special  place  on  the 
census  form  to  acknowledge  the  toilet  that  overflows  or  the  sink  that  leaks  through 
the  ceiling.  They  count  the  number  of  people  per  room,  but  they  ignore  the  size  of 
the  room. 

Preliminary  Census  figures  estimate  a  minority  population  totaling  a  little 
over  15%  of  our  200  million  Americans.  This  is  likely  to  be  a  serious  under-count 
because  the  1970  Census  had  structural  deficiencies,  and  was  insensitive  to 
minority  situations.  For  example: 
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(1)  The  short  form,  sent  to  80%  of  the  population,  asked  people  to  classify 
themselves  as  White,  Negro  or  Black,  American-Indian,  Japanese,  Chinese, 
Filipino,  Hawaiian,  Korean,  or  Other.  There  were  no  special  categories  for 
either  Puerto  Ricans  or  Mexican-Americans,  even  though  these  minority 
groups  are  larger  than  many  other  minorities  on  the  short-form  list  (Mexican- 
Americans  form  the  second  largest  minority  group  in  the  country). 

(2)  Puerto  Ricans  and  Mexican-Americans  who  checked  "Other"  had  this 
response  changed  to  "White"  at  the  Census  Bureau  for  the  official  figures. 

(3)  Only  5%  of  the  population  received  the  long  form  which  included 
country  of  "descent",  i.e.,  Mexico,  Puerto  Rico,  etc.,  as  an  item  to  be  filled 
out. 

And  yet,  these  figures  will  be  utilized  for  all  types  of  housing  planning  and 
development  until  the  1980  census  is  taken. 

MAJOR  FINDINGS  OF  RESEARCH  STUDY 

"The  Relationship  of  Mexican- American  Living  Patterns  to  Housing  Design" 
Living  Patterns  ...  as  expressed  in  .  .  .  Housing 

1.  Generosity  toward  extended-family,    1.  Large     living    room,     dining    room, 

immediate  community.  kitchen  (in  conjunction  with  each 

other);  large  number  of  bedrooms; 
proximity  to  relatives. 

2.  Life-focus     on     meal     preparation,    2.  Large  kitchen-eating  area. 

serving. 

3.  Maintenance  of  privacy  in  neighbor-    3.  Single-family  dwelling;  large  lot  and 

hood.  barriers;  low  density. 

4.  Maintenance  of  privacy  within  house.    4.  Separation   of    living   from   sleeping 

areas. 

5.  Focus  on  family  unity.  5.  Single-family  housing;  family  gather- 

ing area  within  design  (family- 
room.) 

6.  Maintenance  of  child-oriented  atmos-    6.  Outdoor    play-space;    separate    bed- 

phere.  rooms;     indoor    study    and    play 

areas. 

7.  Reliance  on  individual  resources.        7.  Home    ownership;    participation   in, 

and  support  of,  self-help  housing 
programs;  resentment  of  welfare- 
oriented  programs. 

8.  Reliance  on  resources  of  immediate    8.   Membership   in   community   organi- 

( Mexican- American)  community.  zations;   participation   in   commu- 

nity  groups   and   indigenous   pro- 
grams;   ownership    of    local    busi- 
nesses. 
Research  Studv  by:  Institute  for  Personal  Effectiveness  in  Children  (IPEC), 
P.O.  Box  20233,  San  Diego,  Calif.  92120,  (714)  283-7141. 

Presented  at:  HUD  Workshop,  "Mexican  American  Housing  Patterns", 
Albuquerque,  N.  Mex.,  October  15-17,  1971. 

Senator  Hart.  Thank  you.  It  is  not  important  enough  to  make  an 
issue  out  of  it,  but  there  are  those  who  would  agree  mth  me  that  we 
need  not  have  applause,  which  may  increase  as  the  day  goes  on  and  our 
time  shortens,  because  there  are  obligations  with  respect  to  time  here. 

Father,  would  you  like  to  proceed? 

STATEMENT  OF  REV.  RICHARD  DODARO,  CHAIRMAN,  OUR  LADY 
OF  THE  ANGELS  REAL  ESTATE  COMMITTEE 

Reverend  Dodaro.  I  would  like  to  introduce  myself.  I  am  Father 
Richard  Dodaro,  associate  pastor  of  Our  Lady  of  the  Angels  parish  in 
Chicago.  Also,  I  am  chairman  of  the  OLA  real  estate  committee  and  a 
member  of  the  Westside  Coalition  of  Chicago. 
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My  information  is  mostly  from  my  own  personal  experience  in  my 
community  and  also  in  the  Westside  Coalition,  but  what  is  true  in  my 
area  is  certainly  true  elsewhere  in  Chicago  and  the  rest  of  the  Nation. 

I  would  like  to  begin  my  testimony  by  expressing  my  appreciation 
for  the  oj)portunity  to  address  this  subcommittee  this  morning.  We  feel 
that  this  is  an  excellent  opportunity  for  us  to  present  our  understanding 
of  the  problems  facing  Chicago  and  the  cities  throughout  the  Nation, 
particularly  the  problems  of  housing  and  abuses  therein.  I  would  also 
like  to  clarify  the  fact  that  I  do  not  claim  to  have  all  the  answers  to  the 
problems  that  I  will  present,  nor  will  I  have  all  the  statistics  that  you 
might  deem  necessary. 

My  presentation  mil,  for  the  most  part,  be  from  the  practical  angle; 
that  is,  the  people's  view.  What  is  true  in  my  area  is  mirrored  elsewhere 
in  Chicago  and  across  the  Nation,  but  most  particularly  in  the  West- 
side  Coalition  area. 

About  3  yeu:  s  ago,  the  area  known  as  Our  Lady  of  the  Angels  parish 
was  a  neighboriiOod  made  up  of  predominantly  Italian  and  Polish 
people  flanked  on  the  south  by  the  blacks  and  on  the  northeast  by  the 
Latino  community.  This  area  contained  many  senior  citizens  and  blue- 
collar  workers,  people  who  have  lived  here  all  their  lives.  These  people 
have  either  lived  in  the  family  home  since  birth,  taking  over  the  respon- 
sibility of  the  home  after  marriage,  or  else  have  bought  homes  in  the 
area  because  of  the  ethnic  ties  to  the  church  and  surrounding  com- 
munity. This  community  was  like  manv  other  communities  in  the 
Nation. 

Suddenly  something  began  to  happen  and  it  happened  over  night. 
Bombardment  of  these  peoples  by  phone,  fliers,  mailings,  visits, 
threats.  The  real  estate  industry  had  shown  its  first  signs  of  being 
present.  They  would  call  the  people  and  have  conversations  such  as 
these:  "You  better  sell  your  home,  the  blacks  and  Latinos  are  coming." 
Fliers  were  being  put  in  the  mailboxes  at  the  rate  of  two  or  three  a 
day,  these  carrying  the  message  in  a  most  special  way.  "Meet  your 
new  neighbor  at  such  an  address,"  "Don't  get  caught  over  a  barrel," 
"We  have  FHA  money  for  a  quick  sale."  Mailings  were  the  same  as 
the  fliers,  they  also  carried  the  message  of  doom. 

As  for  visits  from  real  estate  men,  the  doorbell  rang  and  in  would 
walk  Johnny  Real  Estate  with  the  message  that  the  neighborhood  was 
changing  and  the  property  value  was  going  down,  the  message  to  sell 
now  before  it  is  too  late.  Many  times,  they  did  not  use  these  particular 
words,  but  the  meaning  would  be  gleaned  from  their  remarks.  When 
these  failed  to  panic  the  people,  threats  of  violence  were  used  by 
anonymous  callers.  Young  men  and  children  were  employed  to  break 
windows  and  do  other  damage. 

At  this  time  the  community  began  to  see  a  rise  in  the  number  of 
realtors  who  would  hang  their  shingles  in  our  area.  Fifteen  years  pre- 
vious to  this  time  there  were  about  15  neighborhood  realtors  who  had 
been  in  the  same  place  for  many  years  before  this.  About  7  years  ago 
the  number  began  to  rise  until  it  hit  a  high  of  about  250  realtors. 

The  scene  was  set  and  it  was  time  for  the  kill.  The  people  knew  this 
was  a  clearly  unnatural  thing  that  was  happening,  and  they  were 
frightened,  panicked,  and  mistrustful  of  one  another. 

The  real  estate  industry  had  successfully  identified  the  blacks  and 
latinos  as  the  enemies  and  in  turn  the  black  and  Latino  communities, 
identified  the  whites  as  the  enemy.  This  area,  as  so  many  other  areas, 
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was  now  ripe  for  the  industry  to  come  in  and  sell  block  by  block  and 
turn  over  this  neighborhood.  Under  the  guise  of  giving  the  blacks 
and  browns  a  place  to  live,  they  were,  in  fact,  denying  these  groups 
fiee  access  to  housing  in  the  Metropolitan  Chicago  area. 

Senator  Hart.  Would  you  hold  those  pictures  up? 

Reverend  Dodaro.  These  show  the  homes  riddled  with  code  vio- 
lations, and  these  pictm*es  will  substantiate  some  of  those  code  violations. 

Senator  Hart.  If  we  may,  we  will  receive  those  for  the  file. 

Reverend  Dodaro.  Thank  you. 

It  costs  a  lot  of  money  to  correct  these  violations.  Many  people 
could  not  pay.  They  wished  to  be  homeowners  and  tried  to  use  the 
Government  program  to  do  this.  In  trying,  they  end  up  hating  the 
whites. 

Well,  to  go  on  with  my  statement,  they  were  shown  homes  in  the 
specially  prepared  hot  area.  This  type  of  discrimination  was  handled 
in  three  waj^^s:  Double  listings,  several  sets  of  books  were  kept,  one  for 
black,  one  for  white,  and  one  for  browns;  color  coding,  the  listings 
were  coded  by  letter  or  color;  speculation,  the  realtor  himself  bought 
homes  in  the  area,  and  sold  only  to  blacks,  whites,  or  browns. 

Whenever  these  men  were  attacked  for  this  block-by-block  change, 
they  yelled  racism.  ''We  are  putting  these  people  into  your  neighbor- 
hood and  you  do  not  want  them."  Yet  they  employed  the  three 
above-mentioned  methods  of  listings.  They  also  prepared  the  neighbor- 
hood in  the  manner  that  I  described.  I  am  sure  that  they  were  not  at 
all  aware  of  the  wording  of  the  Civil  Rights  Act  of  1968,  which 
prohibited  discrimination  in  housing.  A  man  may  live  wherever  he 
can  afford  to.  The  real  estate  industry  said,  "Yes,  we  agree,  but  we 
deem  this  area  is  the  only  possible  area  for  blacks  and  browns  at  this 
time." 

This  pressure  zone  caused  much  tension  between  the  three  groups. 
The  whites  left  in  desperation.  They  sold  their  homes  at  lower  prices 
and  paid  points  because  now  the  banking  industrj^  had  pulled  out  of 
the  area  and  refused  to  make  mortgages  in  the  area.  We  were  desig- 
nated an  FHA  area  and  that  because  it's  the  only  financing  available 
in  the  area.  Besides  selling  their  homes  at  lower  prices,  people  also 
had  to  pay  points,  sometimes  as  high  as  18.  They  were  completely  at 
the  mercy  of  the  industry.  This  caused  the  white  community  to  hate 
the  blacks  and  Latinos. 

On  the  other  hand,  the  blacks  and  Latinos  bought  homes  at  some- 
times twice  and  three  times  the  worth  from  speculators.  The  homes, 
in  many  instances,  were  riddled  with  code  violations.  It  cost  a  lot  of 
money  to  correct  these  violations,  money  people  could  not  pay. 
They  wished  to  be  homeowners  and  tried  to  use  a  Government  program 
to  help  do  this,  and  in  turn  they  end  up  hating  the  whites. 

Another  sad  comment  about  this  situation  is  the  fact  that  these 
people  did  not  have  free  access  to  the  city,  but  rather  were  placed 
by  the  industry  in  a  certain  geographical  area.  Throughout  the  whole 
process  the  catalyst,  the  real  estate  men,  went  free,  still  yelling  that 
they  were  only  doing  what  the  law  asked  of  them.  Just  as  every 
group  has  its  shyster  used  car  salemen,  the  industry  has  its  share. 

Among  the  men  who  were  licensed  to  sell  real  estate  in  Chicago 
we  find  Robert  Baldi,  a  convicted  murderer;  Peter  Costello,  a  con- 
victed safecracker;  Elaine  Baumgartner,  convicted  of  grand  theft  by 
deception.  These  are  many. 
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Elaine  Baumgartner  ran  a  company  known  as  Carmae  Real  Estate. 
She  was  convicted  of  panic  peddling,  which  is  a  violation  of  the  city's 
Fair  Housing  Act.  She  lost  her  license  to  operate  in  the  city  of  Chicago. 

She  was  also  convicted  by  the  State's  attorney's  office  on  25  counts 
of  grand  theft  by  deception.  She  took  $147,000  from  poor  families. 
Of  course,  she  had  to  close  down  her  business.  A  few  days  prior  to 
her  conviction,  her  husband,  John  Dice,  opened  Belltone  Realty, 
but  Elaine  was  the  boss.  The  same  personnel  were  being  used  and 
the  same  tactics. 

Belltone  employed  over  20  salesmen  and  turned  over  about  70 
buildings  a  month.  Belltone  was  convicted  for  panic  peddling,  and 
Dice's  license  was  revoked.  The  same  day  as  the  revocation,  Robert 
Jane,  son  of  Elaine,  opened  Realty  U.S.A.  The  same  people  were 
still  involved.  He  used  the  same  tactics  as  his  mother  and  stepfather. 
Finally,  he   was   convicted   of  subterfuge  by  the   city  of  Chicago. 

Presently,  both  Baumgartner  and  her  son  are  licensed  by  the  State 
of  Illinois  to  do  business.  There  are  four  companies  that  are  in  some 
way  or  another  tied  to  this  whole  chain — Craigin  Realty,  Elaine's 
brother;  Apollo  Realty,  former  employees  of  Carmae  and  Belltone; 
Jane  Realty,  Robert  Jane,  son  of  Elaine;  and  Firm  Mortgage  Co., 
renegotiating  contract  sales.  We  find  the  same  personnel  throughout 
these  businesses  and  we  wonder  about  it. 

Sky  Realty  had  five  offices  and  60  salesmen.  In  one  case  they  had 
purchased  a  home  from  a  Mrs.  Mildred  James  for  $2,200  and  sold  it 
later  for  $19,000.  The  case  was  appealed  by  the  two  Sky  salesmen  and 
the  end  result  was  that  they  both  still  have  their  license. 

The  U.S.  attorney  had  them  indicted  for  fraud.  They  received  a 
minimal  sentence  of  4  j^ears  probation  and  a  fine.  The  newspapers 
call  this  a  white-collar  crime. 

It  is  no  coincidence  that  these  realtors  moved  in  on  our  neighbor- 
hood. They  had  an  assist  from  the  insurance  companies  whose  rates 
skyrocketed,  and  mortgage  houses  who  refused  to  make  conventional 
loans. 

When  we  went  to  Washington  to  find  answers  to  our  problems 
with  HUD,  George  Romney,  Secretary  of  the  Department  of  Housing 
and  Urban  Development,  and  his  staff  repeated  phrases  which  he 
has  constantly  tossed  at  the  committees.  Romney  stated  before  the 
Committee  on  Housing  and  Urban  Affairs  that  there  is  no  problem 
with  the  FHA  in  the  Chicago  area.  We  say  George  Romney  and  the 
total  HUD  and  FHA  staff  are  incompetent  for  these  reasons: 

1.  Homes  are  being  sold  in  Chicago  under  the  existing  203  program 
with  multiple  code  violations. 

2.  NeAV  homes  are  being  built  under  FHA  that  are  substandard. 

3.  Communities  are  being  resegregated  through  the  blindness  of 
FHA  programs. 

4.  In  Chicago,  mortgage  defaults  skyrocketed,  5,000  homes  are  in 
default  of  payment  and  FHA  has  acquired  500  through  foreclosures, 
1,200  others  are  in  various  stages  of  foreclosure. 

5.  In  Detroit,  5,000  homes  were  repossessed  by  FHA  with  the  pros- 
pect of  a  ghost  town  in  the  near  future,  since  speculation  for  1972 
puts  the  number  of  repossessed  homes  by  FHA  uj)  to  23,000. 
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Black,  brown,  and  white  are  being  manipulated  by  people  who  are 
making  a  fortune  from  fear  and  despair  and,  what  is  worse,  our  own 
Government  seems  to  be  assisting  the  speculator  in  the  community. 
The  abuse  of  FHA  has  become  the  syphillis  infecting  our  society. 

Mortgage  houses  aline  themselves  with  the  program  by  withdraw- 
ing conventional  loans  from  areas  which  are  changing,  and  insurance 
companies  follow  suit  by  redlining  these  areas,  determining  them  as 
high  risk,  thereby  withdramng  their  policies  and  jacking  up  the  rates. 

FHA  falls  right  in  line  by  mothering  these  policies  through  grant- 
ing loans  in  the  areas  determined  by  realtors.  This  is  going  to  stop. 
We  don't  want  our  cities  planned  by  people  who  are  out  to  make  a 
fast  buck. 

People  are  tired  of  being  talked  to  and  are  demanding  to  be  heard. 
We  are  coming  together  to  talk  about  national  problems  and  national 
solutions.  Wise  public  officials  had  better  be  prepared  to  listen.  We 
are  the  survivors  who  are  tired  of  seeing  the  cities  collapse  around 
them  and  who  feel  that  there  is  hope  for  the  cities  and  that  this 
hope  lies  in  the  hands  of  the  people. 

Senator  Hart.  Thank  you.  Father. 

Mrs.  CiNCOTTA.  Next,  I  would  like  to  call  on  Mr.  Walter  S. 
Brooks,  president,  Northeast  Community  Organization  of  Baltimore, 
Md. 

STATEMENT  OE  WALTER  S.  BROOKS,  PRESIDENT,  NORTHEAST 
COMMUNITY  ORGANIZATION 

Mr.  Brooks.  I  would  like  to  describe  the  process  by  which  the  dual 
housing  market  has  victimized  both  the  white  and  the  black  resi- 
dents of  northeast  Baltimore.  The  dual  housing  market  is  just  that, 
two  housing  markets,  one  for  whites,  and  one  for  blacks,  separate 
and  unequal. 

The  dual  housing  market  begins  with  racial  steering.  Whites  are 
steered  to  homes  in  safe  neighborhoods,  as  far  from  blacks  as  their 
dollar  will  carry  them.  Blacks  are  steered  only  to  already  black  or 
changing  neighborhoods.  In  virtually  all-white  communities  in  the 
NECO  area,  and  in  Baltimore  county,  close  to  100  percent  of  the 
homes  that  are  listed  by  realtors  who  are  members  of  the  Multiple 
Listing  Service  are  shown  white  clients.  The  real  estate  transactions 
are  from  white  seller  to  white  buyer.  This  is  steering  by  the  real 
estate  industry.  See  exhibit  A — Baltimore  County  Profile 

In  the  racially-mixed  communities  in  the  NECO  area,  better  than 
90  percent  of  the  homes  that  are  listed  by  realtors  who  are  members 
of  the  Multiple  Listing  Service  are  shown  only  to  black  clients.  These 
real  estate  transactions  are  from  white  seller  to  black  buyer.  This  is 
steering  by  the  real  estate  industry.  See  exhibit  B — Steering  in 
Chinquapin  Park  and  Glen  Oaks-New  Ramble  wood. 

As  a  result  of  this  steering  which  creates  a  restricted  housing  market 
for  blacks,  investors  and  speculators  are  then  able  to  invade  a  com- 
munity and  completely  control  its  racial  composition. 

The  real  estate  industry  defends  this  practice  by  saying  that  this 
is  where  their  clients  really  want  to  live,  and  there  is  nothing  they  can 
do  about  it.  This  is  a  false  assertion.  Granted,  there  are  many  preju- 
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diced  people  who  will  not  buy  a  home  near  a  person  of  another  race, 
still  there  are  many  people  who  have  overcome  or  are  overcoming 
-their  prejudices  to  the  point  where  they  are  walling  to  live  in  an  inte- 
grated neighborhood,  particularly,  if  they  can  find  good  property  at 
a  reasonable  price. 

FAH  also  contributes  to  steering  and  the  dual  housing  market, 
FHA  permits  the  seller  of  a  home  to  refuse  acceptance  of  FHA-insured 
mortgage  loans  for  the  buyer.  The  seller  is  encouraged  to  accept 
conventional  mortgage  financing  only  from  the  buyer. 

This  is  the  new  code  word  for  "whites  only"  in  all-white  communi- 
ties. For  example,  in  the  1st  quarter  of  1972,  out  of  280  property 
transfers  in  the  all-white  suburban  area  of  the  9th  Election  District 
in  Baltimore  County,  only  two  had  FHA-insured  financing.  The  other 
278  homes  were  sold  conventional;  yet,  in  the  racially  changing 
neighborhood  of  northeast  Baltimore,  at  least  75  percent  of  the 
property  transfers  had  FHA-insured  mortgage  financing  during  the 
1st  quarter  of  this  year. 

If  the  real  estate  industry  could  be  forced  to  abandon  the  practice 
of  steering  their  clients  into  racially  segregated  neighborhoods,  there 
would  be  a  much  better  chance  of  real  integration  in  our  metropolitan 
housing  areas.  Under  present  practices,  however,  the  evils  of  segre- 
gation are  encouraged  and  perpetuated  by  members  of  the  real  estate 
industry.  All  people,  white  and  black  are  hurt.  This  leads  me  to  my 
second  point — the  exploitation  of  whites  by  speculators. 

Because  there  is  such  a  strong  system  of  segregation  in  housing  in 
Baltimore,  because  racial  steering  in  the  sale  of  homes  has  so  far 
made  integrated  neighborhoods  an  all  but  impossible  dream,  the 
stage  is  set  for  the  exploitation  of  white  families  from  the  day  the 
first  black  family  moves  into  an  area. 

The  natural  fears  that  the  whites  have,  that  their  neighborhoods 
will  soon  become  an  all-black  area,  makes  them  ideal  prey  for  real 
estate  men  who  are  concerned  only  with  high  profit  and  quick  turn- 
over. All  kinds  of  panic-peddling  tactics  and  hard-sell  solicitation  are 
used  to  convince  the  white  homeowner  that  he  had  better  sell  now, 
or  he  will  soon  lose  his  entire  investment.  When  he  tries  to  sell,  he 
finds  that  his  real  estate  agent  is  unable  or  unwilling  to  find  him  a 
buyer.  It  appears  that  the  agent  has  no  access  to  the  black  housing 
market,  and  furthermore  wants  none;  he  is  too  busy  selling  homes  in 
all-white  areas. 

At  the  same  time  he  is  unwilling  to  show  any  of  his  white  clients  a 
home  in  a  changing  neighborhood.  So,  the  family  waits  and  waits  for 
a  buyer,  and  finds  none.  The  potential  seller  is  now  ripe  for  the  specu- 
lator. The  speculator  is  their  true  friend  in  distress,  who  is  willing  to 
take  the  house  off  their  hands  for  only  a  few  thousand  dollars  less  than 
it  is  worth;  $2,000,  $3,000,  even  $5,000  of  the  homeowner's  hard- 
earned  savings  are  wrested  from  him  by  the  speculator  because  no 
one  is  able  or  willing  to  bring  him  a  family  willing  to  buy  his  house. 

We  submit,  this  is  exploitation  of  the  white  seller.  The  injustice  of 
this  exploitation  is  compounded  by  the  fact  that  the  victims  are  often 
well  along  in  years,  and  ill  prepared  economically  to  sustain  such  a 
financial  loss  and  still  face  the  challenge  of  finding  and  affording 
housing  elsewhere.  This  is  an  injustice  that  should  be  stopped.  But 
this  is  not  the  only  form  of  exploitation. 
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My  third  point  is  concerned  with  the  exploitation  of  black  people. 
The  speculator  here  is  not  content  to  have  victimized  the  white  seller. 
His  next  victim  is  the  black  renter  who  moves  into  a  changing  neigh- 
borhood. On  three  streets  in  one  northeast  Baltimore  neighborhood, 
41  different  investors  own  property.  This  community  went  from  37.7 
percent  renter-occupied  in  1960  to  61  percent  renter-occupied  in  1970. 
Overcrowding  rose  from  7.3  percent  to  17.8  percent  over  the  same 
period.  City  services  declined.  Public  institutions  pulled  out  of  the 
neighborhood.  Because  of  the  dual  housing  market  this  neighborhood 
is  now  88-percent  black.  This  is  the  kind  of  community  the  speculator 
offers  his  black  clients. 

The  speculator  also  exploits  the  black  homebuyer.  Blacks  pay  more 
for  comparable  housing  than  do  whites.  This  is  how  it  works: 

(1)  A  speculator  buys  a  house  in  a  changing  neighborhood  for 
$6,500. 

(2)  The  speculator  then  sells  the  house  to  a  black  family  for 
$13,000. 

(3)  The  speculator,  interested  in  cashing  out  on  the  sale  with 
a  $2,000  profit,  takes  the  black  family  to  a  savings  and  loan 
company  which  gives  the  family  a  mortgage  for  $8,500.  The 
speculator  gets  his  money  plus  $2,000. 

(4)  But  there  is  still  $4,500  remaining  to  be  paid.  The  speculator 
has  the  family  sign  a  second  mortgage  to  him  for  that  amount. 
This  is  referred  to  by  critics  as  the  "black  tax." 

(5)  After  several  years,  when  the  family  already  has  paid 
back  some  money  on  the  first  mortgage,  the  speculator  takes 
the  family  to  another  friendly  savings  and  loan  company  that 
refinances  the  house.  The  new  loan  pays  off  the  first  mortgage  to 
the  original  savings  and  loan,  as  well  as  the  second  mortgage  to 
the  speculator. 

(6)  The  family  starts  all  over  again  paying  the  refinancing, 
including  new  settlement  costs.  See  Exhibit  C — Real  Estate 
Transactions  on  East  31st  Street. 

Both  the  white  family,  who  has  lost  their  home  and  most  of  their 
savings,  and  the  black  family,  who  find  themselves  heavily  in  debt 
for  a  house  worth  far  less  than  the  price  they  were  f creed  to  pay,  are 
understandably  bitter.  Unfortunately,  they  do  not  reaUze  that  they 
both  have  been  victims  of  the  same  set  of  real  estate  practices.  Rather, 
each  sees  the  other  as  the  culprit  in  the  transaction.  Whites  believe 
that  they  have  been  driven  from  their  homes  at  a  substantial  loss 
because  of  the  blacks.  Blacks,  in  turn,  believe  that  the  injustice  they 
have  suffered  is  just  another  sign  of  the  oppression  of  the  black  man 
by  the  white  community.  And  so  victims  wind  up  blaming  each  other. 

The  whites  are  confirmed  in  their  prejudices  instead  of  liberated 
from  them;  the  blacks  are  taught  once  more  to  expect  no  justice  from 
white  men.  Racial  tensions  rise  higher  and  higher  as  the  whites  and 
the  blacks  are  left  hanging  on  pegs  on  opposite  walls  by  the  real  estate 
industry. 

With  the  creation  of  the  National  People's  Caucus,  we  will  no  longer 
allow  ourselves  to  be  divided,  frightened,  and  pitted  against  one 
another.  We  have  joined  together  to  attack  the  real  enemies  of  our 
neighborhoods :  The  unscrupulous  realtor,  the  exploitative  speculator, 
the  discriminatory  lending  and  insurance  institutions,  the  unjust 
FHA,  and  the  hidden,  but  all-powerful,  Federal  banking  institutions. 
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So  we  would  recommend,  in  addition  to  all  the  recommendations 
that  are  put  forward  here  this  morning,  that  this  committee  must 
deal  with  these  real  estate  practices,  and,  in  addition,  also  with 
Mr,  Romney's  Project  Selection  Criteria,  which  is  detrimental  to 
the  community.  [Applause.] 

Senator  Hart.  That  is  a  rather  dramatic  set  of  exhibits  that  you 
have  on  your  statement.  Your  exhibit  C  which  identifies  a  score  of 
transactions  occurring  sometimes  within  the  same  month,  where  the 
increase  in  selling  price  is  substantial. 

Mrs.  CiNcoTTA.  Next,  we  would  like  to  hear  from  Mrs.  Carmel 
McCrudden,  chairman.  Concerned  221(d)(2)  Homeowners  of 
Philadelphia.  (Testimony  resumes  on  p.  27.) 

The    Discriminatory    and    Exploitative    Affects    of   the    Dual   Housing 

Market 

(Northeast  Community  Organization,  Baltimore,  Md.,  Walter  S.  Brooks, 

President) 

I  would  like  to  describe  the  process  by  which  the  dual  housing  market  has 
victimized  both  the  White  and  the  Black  residents  of  Northeast  Baltimore. 
The  dual  housing  market  is  just  that — two  housing  markets,  one  for  Whites, 
and  one  for  Blacks — separate  and  unequal! 

The  dual  housing  market  begins  with  racial  steering.  Whites  are  "steered"  to 
homes  in  "safe"  neighborhoods  as  far  from  Blacks  as  their  dollar  will  carry 
them.  Blacks  are  "steered"  only  to  already  Black  or  changing  neighborhoods. 

In  virtually  all-White  communities  in  the  NECO  area,  and  in  Baltimore 
County,  close  to  100%  of  the  homes  that  are  listed  by  realtors  who  are  members 
of  the  Multiple  Listing  Service  are  shown  White  clients.  The  real  estate  trans- 
actions are  from  White  seller  to  White  buyer.— THIS  IS  STEERING  BY  THE 
REAL    ESTATE    INDUSTRY!    (See    Exhibit    A— Baltimore    County    Profile) 

In  the  racially  mixed  communities  in  the  NECO  area,  better  than  90%  of 
the  homes  that  are  listed  by  realtors  who  are  members  of  the  Multiple  Listing 
Service  are  shown  only  to  Black  clients.  These  real  estate  transactions  are  from 
White  seller  to  Black  buyer.  THIS  IS  STEERING  BY  THE  REAL  ESTATE 
INDUSTRY!  (See  Exhibit  B— Steering  in  Chinquapin  Park  and  Glen  Oaks- 
New  Ramblewood) 

As  a  result  of  this  steering  which  creates  a  restricted  housing  market  for  Blacks, 
investors  and  speculators  are  then  able  to  invade  a  community  and  completely 
control  its  racial  composition. 

The  real  estate  industry  defends  this  practice  by  saying  that  this  is  where 
their  clients  really  want  to  live,  and  there  is  nothing  they  can  do  about  it.  This 
is  a  false  assertion.  Granted,  there  are  many  prejudiced  people  who  will  not  buy 
a  home  near  a  person  of  another  race,  still  there  are  many  people  who  have  over- 
come or  are  overcoming  their  prejudices  to  the  point  where  they  are  willing  to 
live  in  an  integrated  neighborhood,  particularly,  if  they  can  find  good  property 
at  a  reasonable  price. 

FHA  also  contributes  to  steering  and  the  dual  housing  market.  FHA  permits 
the  seller  of  a  home  to  refuse  acceptance  of  FHA-insured  mortgage  loans  for  the 
buyer.  The  seller  is  encouraged  to  accept  conventional  mortgage  financing  only 
from  the  buyer.  This  is  the  new  code  word  for  "Whites  only"  in  all- White  com- 
munities. For  example,  in  the  1st  quarter  of  1972  out  of  280  property  transfers 
in  the  all- White  suburban  area  of  the  9th  Election  District  in  Baltimore  County, 
only  2  had  FHA-insured  financing.  The  other  278  homes  were  sold  conventional 
yet,  in  the  racially  changing  neighborhood  of  Northeast  Baltimore  at  least  75% 
of  the  property  transfers  had  FHA  insured  mortgage  financing  during  the  1st 
quarter  of  this  year. 

If  the  real  estate  industry  could  be  forced  to  abandon  the  practice  of  steering 
their  clients  into  racially  segregated  neighborhoods,  there  would  be  a  much  better 
chance  of  real  integration  in  our  metropolitan  housing  areas.  Under  present 
practices,  however,  the  evils  of  segregation  are  encouraged  and  perpetuated  by 
members  of  the  real  estate  industry.  All  people,  White,  and  Black  are  hurt.  This 
ieads  me  to  my  second  point — the  exploitation  of  Whites  by  speculators. 
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SPECULATION 

Because  there  is  such  a  strong  system  of  segregation  in  housing  in  Baltimore, 
because  racial  steering  in  the  sale  of  homes  has  so  far  made  integrated  neighbor- 
hoods an  all  but  impossible  dream,  the  stage  is  set  for  the  exploitation  of  White 
families  from  the  day  the  first  Black  family  moves  into  an  area.  The  natural 
fears  that  the  Whites  have,  that  their  neighborhoods  will  soon  become  an  all 
Black  area,  makes  them  ideal  prey  for  real  estate  men  who  are  concerned  only 
with  high  profit  and  quick  turnover.  All  kinds  of  paiaic  peddling  tactics  and  hard 
sell  solicitation  are  used  to  convince  the  White  homeowner  that  he  had  better 
sell  now,  or  he  will  soon  lose  his  entire  investment. 

When  he  tries  to  sell,  he  finds  that  his  real  estate  agent  is  unable  or  unwilling 
to  find  him  a  buyer.  It  appears  that  the  agent  has  no  access  to  the  Black  housing 
market,  and  furthermore  wants  none:  He  is  too  busy  selling  homes  in  all- White 
areas.  At  the  same  time,  he  is  unwilling  to  show  any  of  his  White  chents  a  home 
in  a  clianging  neighborhood.  So,  the  familj^  waits  and  waits  for  a  buyer,  and 
finds  none.  The  potential  seller  is  now  ripe  for  the  speculator.  The  speculator  is 
their  true  friend  in  distress,  who  is  willing  to  take  the  house  off  their  hands  for 
only  a  few  thousand  dollars  less  than  it  is  worth.  Two,  three,  even  five  thousand 
dollars  of  the  homeowners  hard  earned  savings  are  wrested  from  liim  by  the 
speculator  because  no  one  is  able  or  willing  to  bring  him  a  family  willing  to  bu}^ 
his  house. 

We  submit  this  is  exploitation  of  the  White  seller.  The  injustice  of  this  exploita- 
tion is  compounded  bj-  the  fact  that  the  victims  are  often  well  along  in  j-ears,  and 
ill-jjrepared  economically  to  sustain  such  a  financial  loss  and  still  face  the  challenge 
of  finding  and  affording  housing  elsewhere.  This  is  an  injustice  that  should  be 
stopped.  But  this  is  not  the  only  form  of  exploitation.  My  third  point  is  con- 
cerned with  the  exploitation  of  black  people. 

HOUSING    EXPLOITATION 

The  speculator  here  is  not  content  to  have  victimized  the  White  seller.  His  next 
victim  is  the  Black  renter  who  moves  into  a  changing  neighborhood.  On  three 
streets  in  one  Northeast  Baltimore  neighborhood  fortj—one  (41)  different  in- 
vestors owTi  property.  This  community  went  from  37.7%  renter-occupied  in  1960 
to  61%  renter-occupied  in  1970.  Overcrowding  rose  from  7.3%  to  17.8%  ov^er 
the  same  period.  City  services  declined  and  public  institutions  pulled  out  of  the 
neighborhood.  Because  of  the  dual  housing  market  this  neighborhood  is  now  88% 
Black.  This  is  the  kind  of  community  the  speculator  offers  his  Black  Clients! 

The  speculator  also  exploits  the  Black  homebuyer.  Blacks  pa}'  more  for  com- 
parable housing  than  do  Whites — this  is  now  it  works: 

1.  A  "speculator"  buys  a  house  in  a  "changing  neighborhood"  for  $6500. 

2.  The  "speculator",  then  sells  the  house  to  a  Black  famil.y  for  $13,000. 

3.  The  "speculator",  interested  in  "cashing  out"  on  the  sale  with  a  $2,000 
profit,  takes  the  Black  family  to  a  savings  and  loan  company  which  gives  the 
family  a  mortgage  for  $8,500.  The  speculator  gets  his  money  plus  $2,000. 

4.  But  there  is  still  $4,500  remaining  to  be  paid.  The  "speculator"  has  the 
family  sign  a  second  mortgage — to  him — for  that  amount.  This  is  referred  to 
by  critics  as  the  "Black  Tax." 

5.  After  several  years,  when  the  family  alreadj'^  has  paid  back  some  money 
on  the  first  mortgage,  the  speculator  takes  the  famil.y  to  another  friendly 
savings  and  loan  compan.v  that  "re-finances"  the  house.  The  new  loan  pays 
off  the  first  mortgage  to  the  original  savings  and  loan  as  well  an  the  second 
mortgage  to  the  "speculator". 

6.  The  family  starts  all  over  again  paying  the  "re-financing",  including 
new  settlement  costs.  (See  Exhibit  C — Real  Estate  Transactions  on  E. 
31st  St.). 

Both  the  White  family  who  has  lost  their  home  and  most  of  their  savings,  and 
the  Black  family,  who  find  themselves  heavily  in  debt  for  a  house  worth  far  less 
than  the  price  they  were  forced  to  pay  are  understandably  bitter. 

Unfortunately,  they  do  not  realize  that  they  both  have  been  victims  of  the  same 
set  of  real  estate  practices.  Rather,  each  sees  the  other  as  the  culprit  in  the  trans- 
action. Whites  believe  that  they  have  been  driven  from  their  homes  at  a  substan- 
tial loss  because  of  the  Blacks.  Blacks,  in  turn,  believe  that  the  injustice  they  have 
suffered  is  just  another  sign  of  the  oppression  of  the  Black  man  by  the  White  com- 
munity. And  so  victims  wind  up  blaming  each  other.  The  Whites  are  confirmed  in 
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their  prejvidices  instead  of  liberated  from  them;  the  Blacks  are  taught  once  more 
to  expect  no  justice  from  White  man.  Racial  tensions  rise  higher  and  higher  as  the 
Whites  and  the  Blacks,  left  hanging  on  pegs  on  opposite  walls  by  the  real  estate 
industry. 

With  the  creation  of  the  National  People's  Caucus  we  will  no  longer  allow  our- 
selves to  be  divided,  frightened,  and  pitted  against  one  another.  We  have  joined 
together  to  attack  the  real  enemies  of  our  neighborhoods:  the  unscrupulous  realtor, 
the  exploitative  speculator,  the  discriminatory  lending  and  insurance  institutions, 
the  unjust  FHA,  and  the  hidden,  but  all-powerful  federal  banking  institutions. 

Exhibit  A 

BALTIMORE  COUNTY  PROFILE 

Area  bounded  by  Joppa  Road,  Loch  Raven  Blvd.,  Goucher  Blvd.  and  Prince 
Rd. 

1970  census  figures 

White  Black 

2,184  0 

1,426 
1,678 


5,288 

ESTIMATED    AVERAGE    COST    OF    HOMES 

Loch  Raven  Village 

Low  Range:  19,950— G.  R.:  12^;  Medium  Range:  23,500— G.  R.:  150;  High 
Range:  25,250— G.  R.:  150. 

Estimated  Average:  22,900. 

Rogers  Forge 

Low  Range:  23,000— G.  R.  90;  Medium  Range:  24,950— G.  R.  150;  High  Range: 

25,750— G.  R.  150. 

Estimated  Average:  24,540. 

Glen  Oaks 

Low  Range:  10,950— G.  R.:  96;  Medium  Range:  12,900— G.  R.:  96;  High 
Range:  15,900— G.  R.  96. 

Estimated  Average:  13,250. 

Chinquapin  {Baltimore  City,  Tour  Stop  I) 

Low  Range:  10,000— G.  R.  96;  Medium  Range:  12,950— G.  R.  96;  High 
Range:  14,200— G.  R.  96. 

Estimated  Average:  12,380 

Exhibit  B 

issue:  STEERING  IN  CHINQUAPIN  PARK 

139  Homes  Sold  Between  1968-1971.  Total  number  of  homes — 342  (Between 
1968-1971—41%  of  homes  were  sold). 

31  White  (14  of  these  sold  by  neighbors)— 23%;  106  Black— 76%;  1  Bi-racial; 
1  Oriental. 

Reverdy  Road — 129  Homes  Sold 

44  Homes  Sold  Between  1968-1971;  35  Homes  Sold  Black  (3  of  these  by 
neighbors);  9  Sold  Wliite;  5  of  9  Sold  by  Neighbors;  4  Sold  by  Realtors. 

Lenton  Avenue — 88  Hom,e» 

33  Homes  Sold  Between  1968-1971;  28  Sold  Black  by  Realtor;  4  White  (3  of  4 
sold  by  neighbors) ;  1  Bi-raoial. 

Marlau  Drive — 66  Homes 

30  Homos  Sold  Between  1968-1971;  19  Sold  Black;  10  Sold  White  (2  of  10 
were  sold  by  ntughbors;  4  of  10  were  rented  by  neighbors)  (The  remaining  4  houses 
were  sold  or  bought  by  realtors) ;  1  Oriental. 
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Norlhwood  Drive — 59  Homes  {Belvedere  to  Northern  Pkwy.) 

32  Homes  Sold  Between  1968-1971;  8  Sold  White;  24  Sold  Black. 

Estimated  average  price  per  home $11,  000.  00 

Estimated  average  commission  per  home 770.  00 

Estimated  amount  of  commission  paid  for  139  homes 87,  000.  00 

Estimated  amount  of  commission  paid  for   139  homes  purchased 

elsewhere 87,  000.  00 

Total 174,  000.  00 

issue:  steering  in  glen  o.\ks — nkw  ramblewood 

Total  Number  of  Homes — 151  (Between  1968-1971  32%  of  homes  were  sold). 
48  Homes  Sold.  46  Sold  White  —  %  Sold  White  96%;  2  Sold  Black  —  %  Sold 
Black  4%. 

Exhibit  C 

real  estate  transactions  on  east  31st  street 

Purchase 
Company  price    Date  Selling  price 

1600  Lee ._. $8,200    September  1966 September  1966 $12  984 

1605  Eagle.. ._ 7,800    April  1966..-     April  1966. 11,950 

1507  Lee 6,000    September  1957 August  1968 11950 

1609  Eagle... 7,300     February  1966 June  1968.. 11,950 

1611  Lee _ , 6,500    December  1955 June  1965 11,982 

1618  Lee 7,300    August  1957 iVIay  1958 13  550 

1620  Lee. 7,000    Junel967._       November  1968 13,550 

1631  Eagle 6,200    January  1955 Aprill955.. 12  500 

1700  Lee 5.700    June  1966 ....July  1966 12,950 

1701  Lee 8,200    May  1965 do 12  950 

1702  Eagle... 7.800    August  1966 August  1966. 11,950 

1705  Lee 7,300    Juno  1957 July  1967.... 13,550 

1710  Rainbow 4,800    September  19G7 October  196/ lu  990 

1714  RainbOA 5,500    September  19G5 September  1965 1<250 

1716  Lee 7,700    August  1966 April  1967 13  550 

1722  Lee 7,000    September  1967 December  1967 12,550 

1724  Rainbow 5,500    September  1965 September  1965 11950 

1726  Lee 5,700    July  1967 June  1968 11,950 

1801  Lee 6,000    June  1957 November  1967 11,950 

1805  Lee 7,200 do May  1968 13,550 

1807  Lee 5,500    August  1957... July  1968 11,950 

1808  Eagle _.  7,800    August  1956 February  1958 11950 

1809  Rainbow 5,700    December  1967 April  1968.... 10  990 

1811  Lee ._  5,700    September  1967 June  1958 11,950 

1812  Eagle 7,500    July  1965 May  1968 11,950 

1816     Eagle.... 7,800    December  1965 March  1958... 11,950 

1818  Lee.. 5,150    September  1955 September  1967 11,950 

1819  Lee 6,000    March  1967 November  1958 11,950 

1821  Lee 6,150    September  1355 October  1968 11,950 

1822  Lee 7,500    August  1965 July  1967 12,950 

1824     Lee _. 7,500 do March  1968 13,550 

1829    Lee 6,100    July  1966 August  1966 12,950 

1909    Rair.bow 5,000    June  1957 August  1957 10,990 

1920     Lee... 7,900  August  1956 do.. 13,550 

1924     Eagle 7,400     March  1966 December  1967 11,950 

1930     Lee 5,000    April  1968 October  1968 11,950 

2031     Rainbow 4,860    July  1957 December  1967 19,990 

STATEMENT    OP    MRS.    CARMEL    McCRUDDEN,    CHAIRMAN,    CON- 
CERNED 221(d)(2)   HOMEOWNERS  OF  PHILADELPHIA 

Mrs.  McCrudde.v.  My  name  is  Carmel  McCrudden,  and  I  am  a 
resident  of  Philadelpliia  who  has  been  affected  very  personally  by 
abuses  and  injustices  in  FHA's  low  and  moderate  income  housing 
programs.  I  have  been  affected  because  these  abuses  are  contributing 
to  the  decay  of  my  whole  city  and,  in  particular,  the  immediate 
neighborhood  I  live  in,  in  West  Philadelphia. 

These  abuses  have  been  occurring  continuously  since  196S.  There  are 
realtors  who  are  deliberately  panic  peddling  and  discriminating  in 
sections  as  scattered  and  far  apart  as  German  town,  Kensington, 
North  Philadelphia,  South  and  "VYest  Philadelphia. 
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You  can  see  in  almost  every  neighborhood  of  the  city  how  the 
opportunity  for  quick  money  and  real  estate  speculation  has  con- 
tributed to  the  decay  of  the  inner  city. 

To  start,  let  me  concentrate  on  my  OAvn  immediate  neighborhood 
of  West  Philadelphia.  I  approached  a  real  estate  agency  by  the  name 
of  Cella  Realty,  located  at  65th  and  Lansdo^^^le  Avenues.  My  purpose 
was  to  buy  a  house.  He  told  me  he  had  a  house  available  at  6617 
Haddington  Street,  selling  price,  $9,000.  He  took  my  husband  and  me 
to  see  the  house  on  one  occasion.  There  were  people  living  in  it  at  the 
time. 

Since  the  furniture  was  in  place  and  carpeting  on  the  floor,  we  did 
not  notice  an}^  defects,  nor  are  we  licensed  plumbers,  carpenters,  or 
electricians  who  woidd  know  what  to  look  for.  The  only  thing  we 
noticed  was  Ave  had  sand  walls  and  a  dirt  floor  in  the  basement. 

The  real  estate  agent  told  us  not  to  worry  because  the  owners 
would  be  made  to  make  repairs  in  the  basement  in  order  to  receive 
FHA  approval.  I  believed  him.  He  called  us  up  and  told  us  the  base- 
ment had  been  taken  care  of  and  that  certifications  had  been  issued 
on  the  plumbing,  roofing,  electricity,  and  woodwork.  We  bought  the 
house.  We  made  settlement  and  came  directl}^  to  the  house.  Imme- 
diately, we  noticed  the  basement  had  not  been  cemented  and  plastered. 
The  real  estate  man  was  notified,  but  he  said  there  was  nothing  he 
could  do. 

I  approached  FHA  and  the  mortgage  company.  Each  said  it  was 
now  my  responsibility,  even  though  FHA  had  approved  the  house. 
No  sooner  had  we  moved  in  than  the  De])artment  of  Licenses  and 
Inspections  came  to  our  house  and  listed  the  existing  building  code 
\aolations.  To  comply  with  the  building  code,  to  date,  I  have  paid 
$1,000  for  a  basement  floor  and  $270  for  electrical  work.  I  still  have 
a  $1,500  plumbing  job  yet  to  be  done. 

Through  contacts  with  newspaper  men  and  community  legal  serv- 
ices, I  found  out  about  hundreds  of  others  who  had  the  same  problems. 
We  banded  together  into  a  group  called  the  Concerned  221(d)(2)  and 
235  HomeoAvners  of  Philadelphia. 

We  found  out  that  this  situation  prevailed  throughout  the  city. 
There  are  approximatel}^  650  families  who  are  part  of  our  group,  all 
of  whom  have  experienced  the  same  problems.  We  are  sure  we  have 
only  scratched  the  surface. 

The  daily  problems  that  face  all  of  us  homeowners  are  numerous. 
As  an  example,  let  me  tell  you  about  a  couple  221(d)(2)  homeowners 
in  West  Philadelphia.  They  moved  into  their  house  with  two  children 
in  November  1970.  They  moved  out  of  an  apartment  because  their 
oldest  child,  age  2,  was  poisoned  by  lead  paint.  Their  natural  response 
was  to  find  another  place  to  live.  They  moved  into  their  current 
dwelling  only  to  find  a  house  filled  with  lead  paint.  What  does  FHA 
and  the  city  do? 

They  proceed  to  prosecute  the  homeowners  who  have  no  money  to 
fix  up  their  house  for  housing  code  violations.  Obviously,  the  lead 
paint  was  there  before  they  moved  in,  and  obviously,  the  home- 
owners were  trying  desperately  to  get  away  from  a  place  that  had  lead 
paint  in  it.  Not  only  do  they  get  punished  with  a  sick  child,  now  they 
are  called  criminal  by  a  system  that  works  against  them.  Our  group 
continues  to  fight  for  our  inner  city  despite  the  odds  against  us. 
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For  example,  a  woman,  a  235  homeowner  currently  living  in  North 
Philadelphia,  has  struggled  for  2  years  to  hold  onto  a  dilapidated 
property.  Having  lived  in  a  public  housing  project  for  years  with  nine 
children,  she  moved  under  the  235  plan  to  better  herself  and  improve 
the  environment  of  her  children.  Now,  2  years  later,  she  has  moved 
out  of  her  house  because  it  is  totally  uninhabitable  by  the  city's 
standards.  She's  struggling  to  hold  onto  her  house,  maintain  an 
apartment,  and  feed  nine  children  on  a  DPA  check,  while  FHA  takes 
its  time  for  repairs  on  the  house.  The  work  is  shoddy  and  slow,  and 
the  home,  if  not  fixed  soon,  will  become  one  more  abandoned  house  in 
the  inner  city. 

Abandonment,  city  code  violations  are  only  part  of  the  story.  Many 
homeowners  stayed  in  their  houses  despite  unlivable  conditions.  One 
woman  who  at  one  time  thought  she  was  a  235  homeowner  and  was 
in  fact  a  221(d)(2)  homeowner,  has  lived  through  an  entire  winter 
without  heat.  If  she  had  been  under  235,  as  she  thought  she  was, 
maybe  she  could  have  gotten  some  relief  from  the  winter  cold.  As  a 
235  homeowner,  she  would  have  been  eUgible  for  518(b).  As  a  221(b)  (2) 
homeowner,  she  had  no  repair  program  to  turn  to.  Being  on  the 
opposite  side  of  the  street  from  an  urban  renewal  area,  she  was 
ineligible  for  a  grant  and  loan. 

Once  again,  her  house  was  her  problem.  Her  75-year-old  heater 
was  her  problem.  Her  hospitalized  children,  who  got  pneumonia, 
were  also  her  problem.  It  is  a  miracle  she  still  lives  in  the  house,  but 
where  else  could  she  go  with  six  children? 

I  talk  about  this  woman's  hardships  not  only  to  brmg  you  evidence 
of  what  we  live  with  but  also  to  show  you  the  crucial  distinction  be- 
tween a  235  house  and  a  221  house;  235  homeowners  at  least  get 
repairs  under  section  518(b),  passed  in  Congress  in  December  1970. 
They  got  repairs  in  respones  to  all  the  fraud  surrounding  the  selling  of 
these  homes.  Where  do  these  518(b)  repairs  lead  to?  A  235  homeowner 
in  South  Philadelphia  finally  found  herself  eligible  for  repairs  under 
section  518(b). 

Contractors  came  in  after  6  months  of  redtape  only  to  rip  out  a 
ceiling  and  disappear  for  an  entire  month.  In  the  meantime,  the 
homeowner  heard  new  leaks  and  found  herself  living  with  more  prob- 
lems than  she  started  with. 

Six  months  later,  the  work  was  still  unfinished  and  the  contractor 
was  demanding  payment.  FHA  inspection  revealed  shoddy,  incomplete 
work,  and  so  the  process  must  begin  all  over  again  with  the  old  work 
having  to  be  redone. 

A  year  later,  the  homeowner  wonders  if  it  is  all  worth  it.  She's 
tu'ed  of  living  in  a  half-built,  torn-apart  house.  Sometimes  she  feels 
she  would  have  been  better  off  with  what  she  started  with. 

As  the  concerned  221(d)(2)  and  235  homeowners  of  Philadelphia, 
we  don't  want  to  go  backward,  back  to  projects,  back  to  slum  apart- 
ments. We  want  to  make  homeownership  work  for  low-and  moderate- 
income  families. 

We  suggest  that  for  221(d)(2)  houses,  FHA  accept  liability  for  the 
properties  they  sell.  They  should  go  after  the  mortgage  companies  and 
real  estate  industry  that  deceives  a  homebuj'er. 

They  should  go  after  the  previous  owner  to  fix  up  the  property 
before  it  is  FHA  approved.  An  FHA  approved  home,  b}-  law,  should 
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be  up  to  city  code  standards.  Funds  must  be  made  available  for  repairs 
that  are  needed  on  the  221(d)(2)  homes. 

We  suggest  that  for  235  homes,  FHA  makes  good  their  commit- 
ment to  pay  back  homeowners  for  work  that  has  been  done.  Also, 
they  should  oversee  repair  work  to  make  sure  work  is  done  quickly, 
completely,  and  competently. 

We  are  tired  of  ]^romises  that  are  never  kept.  We  look  to  you,  as  our 
•elected  representatives,  to  work  with  us,  not  passively  against  us  in 
our  struggle  to  save  our  decaying  inner  city. 

Senator  Hart.  Thank  you. 

Mrs.  McCrudden.  I  would  like  Mr.  George  Gould,  Community 
Legal  Services  of  Philadelphia,  to  respond  to  that. 

STATEMENT  OF  GEORGE  D.  GOULD,  COMMUNITY  LEGAL  SERVICES, 
INC.,  PHILADELPHIA 

Mr.  Gould.  My  name  is  George  Gould. 

Senator  Hart.  Let  me  interrupt  for  a  moment.  All  of  these  state- 
ments have  been  prepared  and  some  of  them  summarized  and  will 
be  printed  in  the  record  in  full. 

]Mr.  Gould.  I  am  an  attorney  witli  Community  Legal  Services.  I 
am  not  going  to  read  from  my  statement  that  will  be  presented  for 
the  record.  I  would  like  to  make  my  presentation  verj^  short  to  give 
some  of  the  otlier  people  in  the  People's  Caucus  a  chance  to  speak. 

What  I  would  like  to  say  is,  our  office  in  Philadelphia,  for  the  last  2 
years,  has  represented  over  1,000  lor^al  homeowners.  Almost  all  of 
these  problems  singularly  relate  to  the  failure  of  the  FHA  to  prop- 
erly inspect  these  homes.  FHA,  under  Federal  law,  is  requu-ed  to  make 
sure  that  before  any  house  is  subsidized  or  insured,  it  must  compl}" 
with  the  local  city  housing  codes.  Not  only  does  FHA  not  do  this  in 
Philadelphia,  they  refuse  to  do  it  and  we  have  taken  them  to  court 
for  that,  and  the  case  is  pending.  More  importantly,  in  Philadel- 
phia, is  the  massive  rate  of  foreclosures  that  are  occurring. 

Secretary  Romney  has  attempted  to  evade  the  issue  by  sajdng 
this  is  caused  by  the  center  city  environment;  that  it  is  caused  by 
lack  of  responsibility  of  low-income  homeowners;  that  this  is  caused 
by  the  laws  themselves. 

We  clearly  feel,  in  fact,  that  Secretary  Romney  is  totally  wrong. 
The  programs  have  failed  because  of  just  one  reason  and  that  is 
incompetency  and  calloused  administration  by  FHA  under  the  leader- 
ship of  George  Romne3^  He  has  totally  failed  to  take  responsibility. 

Two  years  ago,  in  1970,  we  went  do^^^l  to  Washington.  We  were 
in  the  Philadelphia  office.  And  he  said  there  is  no  problem.  Last 
year,  he  said  there  was  no  problem.  Now,  he  saj^s  there  is  a  prob- 
lem and  he  said  the  problem  is  caused  by  poor  people  failing  to 
understand  the  responsibilities  of  homeownership.  This,  wo  feel,  is 
the  most  incredible  indictment  of  the  whole  system  in  insuring  and 
subsidizing  the  inner  city  and  Secretar}^  Romney  must  and  has  to 
take  the  responsibility  for  these  programs. 

I  cannot  blame  foreclosures  on  other  issues.  The  issues  are  that  he 
has  failed  and  his  staff  has  failed  to  properly  inspect  these  homes,  and 
homes  are  being  foreclosed  because  people  cannot  afford  to  pay  for 
homes  that  are  literally  falling  apart. 

Thank  you,  Mr.  Chairman. 


31 

Senator  Hart.  Thank  you. 

Your  prepared  statement  will  appear  in  the  record  at  this  pouit. 
(The  full  prepared  statement  of  George  D.  Gould  follows.  Testi- 
mony resumes  on  p.  33.) 

Statement  of  George  D.   Gould,  Esq.,   Community  Legal  Services,  Inc., 

Philadelphia,  Pa. 

I  welcome  this  opportunity  to  present  a  statement  as  to  the  housing  crisis 
which  presently  exists  in  Pliiladelphia.  Over  twenty-thi'ee  j^ears  ago  in  the  op- 
timistic rhetoric  of  the  Housing  Act  of  1949,  Congress  committed  the  nation  "to 
the  realization  as  soon  as  feasible  of  the  goal  of  a  decent  home  and  a  suitable 
Uving  environment  for  every  American  family".  Now,  twenty-three  years  later, 
not  only  have  we  failed  in  reaching  this  goal,  but  many  of  these  programs  have 
been  used  against  the  very  people  whom  Congress  intended  to  benefit.  Today,  in 
Philadelphia,  we  have  thousands  of  families  hving  in  housing  purchased  through 
the  FHA  which  is  badly  deteriorating,  grossly  unhealthy,  and  dangerous  to  the 
family's  safety  and  well  being. 

In  particular,  I  would  like  to  discuss  the  role  of  the  Federal  Housing  Adminis- 
tration in  the  administration  of  the  two  major  homeownership  programs  for  low 
income  famihes,  the  221(d)(2)  and  235  programs.  I  would  Mke  to  draw  your  at- 
tention to  two  major  aspects  of  these  programs  which  in  the  recent  year  has  been 
the  focus  of  massive  pubUcity  not  only  in  Philadelphia  but  across  the  country. 
These  aspects  are: 

a.  The   total  failure   bj'   FHA   to   properly    inspect   and   appraise   these 
properties;  and 

b.  The  mounting  rate  of  foreclosures  and  subsequent  acquisition  of  these 
homes  by  FHA. 

The  point  I  would  like  to  fully  discuss  with  this  committee  is  that  these  prob- 
lems are  directly  connected  and  one  cannot  logically  discuss  one  without  the  other. 

THE     quality     of     HOMES     BEING     PURCHASED WHY     HAVE     THEY     BEEN     A     TOTAL 

FAILURE? 

Recently  in  a  press  conference.  Secretary  Romney  commenting  on  the  mounting 
criticism  of  FHA  programs  stated  that  "this  situtaion  was  the  result  of  poUcies 
pursued  l^eginning  in  1967  under  Congressional  pressure  by  the  Johnson  Adminis- 
tration''. Furthermore,  he  stated  that  "the  relaxation  of  FHA  procedures  went 
too  far  and  that  the  Nixon  Administration  began  to  tighten  up  in  the  Spring  of 
1969".  In  effect,  the  Secretaxy  seeks  to  indict  the  laws  and  the  concepts  of  insuring 
and  subsidizing  inner  city  housing  and  simpl.y  pass  it  off  as  something  which  is 
unworkable.  Let's  however,  examine  the  situation  and  see  what  reality  happened. 
Until  1967,  FHA  had  almost  totallj^  red-Uned  the  inner  city  of  eveiy  major 
urban  area  in  this  country.  There  can  be  no  question  that  at  that  time  and  with 
the  passage  of  the  1968  Housing  Act,  Congress  gave  clear  mandate  to  HUD  as 
the  1968  Housing  Act  stated: 

"The  highest  priority  and  emphasis  should  be  given  to  meeting  the  housing 
needs  of  those  families  for  which  the  national  housing  goal  has  not  become  a 
reality." 

Yet,  contrast  tliis  language  with  that  of  the  House  Banking  and  Currency 
Report  on  what  they  saw  in  Philadelphia  in  the  summer  of  1970: 

"The  worst  aspect  of  these  sales  are  that  poor  people  have  been  saddled  with 
30  yr.  mortgages  on  homes  in  dire  need  of  complete  rehabilitation  or  which  should 
have  been  razed.  In  many  cases,  the  staff  found  families  who  v.ill  be  without  heat 
this  winter  and  literally  have  no  place  to  turn  for  assistance." 

At  this  point,  I  would  like  to  make  one  thing  clear:  the  failure  of  these  programs 
are  not  as  Secretary  Romney  indicates — to  any  fault  of  the  law  or  in  the  concept 
of  ■■jvitahzlng  inner  city  housing.  It  is,  in  cur  estimation,  due  almost  entirely  to 
what  Secretary  Romney  will  not  admit,  an  incompetent,  callous  and  unlawful 
administration  of  these  programs  by  FHA. 

Our  office  in  the  last  two  years  has  been  substantially  involved  in  the  problems 
relating  to  the  quahty  of  homes  sold  under  these  FHA  programs.  We  have  handled 
thousands  of  cases  where  famiUes  had  purchased  homes  through  the  FHA  and 
discovered  that  within  weeks  of  purchasing  the  houses  were  hterally  falling  apart. 
People  thought  that  by  buying  a  home  through  the  Federal  Government  they 
would  be  able  to  move  out  of  their  former  ghetto  and  into  better  living  conditions 


32 

for  themselves.  Instead,  today,   May   1,    1972,  there  are  thousands  of  families 
living  in  houses  recently  insured  and  subsidized  by  FHA  which  the  Philadelphia 
Department  of   Licenses  and   Inspections  aptly   describe  as  unfit  for  human 
habitation. 

In  response  to  this  situation.  Community  Legal  Services  on  January  27,  1971 
filed  a  class  action  lawsuit  in  Federal  Court,  Davis  et  al.  v.  Romneij  et  al.,  on  behalf 
of  all  purchasers  of  221(d)(2)  and  235  purchasers.  We  sought  not  only  corrective 
measures  for  the  future  but  compensation  for  those  who  liave  been  injured  by 
FHA's  total  abdication  of  their  statutory  responsibilities.  This  case  is  still  pending 
before  the  Court. 

How  can  this  happen?  A  close  look  to  the  administration  of  these  programs  by 
the  Philadelphia  Office  of  FHA  reveals  the  following: 

1.  That  the  Philadelphia  Office  totally  failed  to  comply  with  the  statutory 
requirement  that  all  homes  insured  and  subsidized  under  these  programs  meet 
the  requirements  of  the  Philadelphia  Housing  Code. 

2.  That  instead  of  using  competent  and  trained  housing  inspectors,  the  Phila- 
delphia Office  used  what  is  called  a  "fee  appraiser"  to  inspect  these  homes.  These 
people  were  real  estate  brokers  and  salesmen  who  were  paid  $40  a  house  on  a 
part-time  basis  to  inspect  these  homes.  They  were  not  trained  in  any  aspects  of 
housing  quality  and  the  conflicts  of  interest  among  them  were  clear  and  abundant. 

3.  That  FHA  created  a  system  whereby  plumbers,  electricians,  roofers,  etc. 
would  be  required  to  submit  certifications  to  FHA  as  to  the  condition  of  certain 
operating  systems.  Homeowners  received  these  and  of  course  took  it  for  granted 
that  they  meant  an  operating  system  was  in  good  working  order.  However,  when 
the  systems  failed  and  the  homeowner  complained  to  FHA,  FHA  took  a  position 
in  effect  which  said  the  certificates  were  meaningless. 

Next,  we  must  ask  what  has  HUD  done  in  Philadelphia  to  meet  these  problems. 
We  feel  very  little.  In  a  futile  attempt  to  create  some  protection  for  the  home- 
owner, HUD  has  only  created  more  paperwork,  more  "so-called  certifications" 
which  can  only  lead  to  more  corruption  and  abuse.  At  present,  they  still  continue 
to  refuse  to  take  responsibility  for  the  proper  administration  of  these  programs. 

FORECLOSURES WHY? 

At  this  point,  I  would  like  to  briefly  touch  on  the  problem  of  the  massive 
foreclosure  rates  occurring  not  only  in  Philadelphia  but  across  the  count^J^ 
Secretary  Romney  in  answering  a  letter  from  Senator  Sparkman  which  appears 
in  the  February  8,  1972  Congressional  Record,  listed  in  the  following  order  his 
reasons  for  this  mounting  problem: 

1.  Center  City  Environment. 

2.  Homeownership  Laws. 

3.  Inadequate  Income. 

4.  Inadequate  Understanding  of  the  Responsibilities  of  Homeownership. 

5.  Physical  Condition  of  the  Home. 

Under  the  last  category,  in  one  sentence,  the  Secretary  mentions  that  the 
"failure  of  HUD  personnel  to  properly  inspect  the  properties  in  some  instances 
compounds  the  prf)blem". 

We  submit  the  above  is  only  a  futile  attempt  by  HL"D  to  refuse  to  face  up  to 
a  responsibility  which  is  clearly  theirs.  The  massive  foreclosure  problem  occurring 
in  Philadelphia  and  around  the  country  is  directly  and  almost  singularly  related 
to  one  factor — the  total  failure  by  HUD  to  properly  inspect  these  houses.  The 
foreclosure  rate  is  occurring  because  homeowners  cannot  afford  to  make  payments 
on  homes  that  are  literally  falling  apart. 

Yet,  what  has  HUD  done  in  Philadelphia  to  meet  this  proljlem.  The  Secretary 
states  "that  in  cases  where  abuses  have  taken  place  forbearance  procedures  will 
be  adopted  to  ease  the  burden  for  the  homeowner".  Somehow,  however,  this  mes- 
sage has  not  gotten  to  Philadelphia. The  Philadelphia  Office  and  various  mortgage 
companies  servicing  FHA  insured  mortgages  have  made  it  quite  clear  that  the 
condition  of  the  home  is  not  taken  into  consideration  as  a  hardship  for  relief  to 
avoid  foreclosure.  Wiiat  has  happened  and  will  hapjjen  is  inevitable.  Homes  are 
being  al)andoned  and  foreclosed  and  the  rate  is  skyrocketing. 

In  addition  to  the  servicing  practices  mentioned  above,  mortgage  companies 
have  used  and  continue  to  use  outrageous  practices  to  harass  and  intimidate  low 
income  hom(!Owners.  Most  disturbing,  however,  is  the  large  profits  being  made  b,y 
mortgage  companies  on  the  broken  dreams  of  hundreds  of  low  income  home- 
owners. These  profits  are  made  through  th(>  discount  point  system  coiipled  with 
"forced"  early  foreclosures  on  FHA  insured  mortgages. 
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The  .system  works  iis  follows  on  ;i  hypothetical  FIIA  house  with  a  sale  price  of 
$10, 000."  The  auiovint  of  the  FIIA  insvired  loan  which  the  homeowner  must  pay 
is  $10,000;  VMit  in  making  the  loan,  the  mortgage  Vjanker  charges  S  jjoints  or  $800 
to  the  seller  so  that  he  only  loans  $9, 200.  If  the  mortgage  goes  into  foreclosure 
within  one  year,  the  mortgage  company  is  paid  the  insured  \alue  of  the  mortgage 
of  $10,000,  phn  interest,  delinquent  payments  and  most  of  its  foreclosure  costs. 
The  resulting  profit  runs  as  high  as  '■>()%  "i^  ^  one  year  investment. 

The  prol)lems  before  us  are  immense  but  our  goal  must  be  not  to  retreat  from 
the  iinier  city  but  instead  to  work  toward  and  demand  a  competent  and  lawful 
administration  of  these  programs.  Let's  give  an  honest  look  to  why  these  programs 
have  failed.  In  doing  so,  I  submit  you  will  find  that  the  laws  in  the  main  are 
adequate  and  that  the  concept  of  revitalizing  the  inner  city  is  sound  and  funda- 
mental to  saving  our  cities.  You  will  also  find,  however,  an  administration  of 
these  programs  which  has  cast  a  notoriety  on  them  which  they  do  not  deserve. 

Mrs.  CiNCOTTA.  Next,  wo  will  hear  from  Mr.  wSporleder,  S-p-o-r- 
l-e-(l-e-r,  from  St.  Louis. 

STATEMENT  OF  JAMES  H.  SPORLEDER,  CONSULTANT  TO  GREATER 
ST.  LOUIS  COMMITTEE  FOR  FREEDOM  OF  RESIDENCE 

Mr.  Sporleder.  Thank  yoti. 

The  poor  peoi)le  of  St.  Louis  appreciate  the  op])ortunity  to  be  heard 
here.  I  will  not  read  from  my  testimony,  but  I  would  like  to  note  one 
correction  on  page  3  where  it  is  mentioned  that  the  area  of  Jeff-Vander- 
Lou  Inc.,  it  says  "three"  in  the  statement,  "three  real  estate  comi)an- 
ies",  but  it  is"^"L3  real  estate  dealers." 

To  read  my  testimony  would  be  to  rei)eat  many  of  these  things  you 
have  heard  here.  I'll  emi)hasize  that  the  biggest  difficulty  we  have  is 
convincing  the  hotising  officials  and  i)oliticians  and  the  President  that, 
in  fact,  there  is  a  consj^iracy,  that  these  are  not  isolated,  unrelated, 
lutconnected  incidents.  That  this  is  an  organized,  exploitive  process 
that  destroys  the  city  and,  in  destroying  it,  feeds  the  economy  and 
the  development  of  the  county  blight,  or  whatever  you  wish  to  call  it, 
Avhich  is  spread  from  our  arch  to  the  county  limits  and  across.  As 
blacks  have  been  moved  into  white  neighborhoods,  whites  have  fled 
otit  to  the  count}^,  to  aid  in  the  develoi)ment  of  those  county  conditions. 

The  process  begins  with  the  block-busting  tactics  or  a  blanket  can- 
cellation of  insurance  in  areas,  anything  that  will  cause  large  nimibers 
of  sales.  We  lose,  through  the  same  exploitive  lending  i)olicy,  loans 
being  available  to  speculators  to  ])urchase  houses,  the  same  houses. 
And  when  an  individual  a})i)lies  for  mortgage  to  repair  or  to  purchase, 
they  are  denied. 

From  that  point,  the  area  begins  collapsing  as  use  is  made  of  the 
exhorbitant  advantages  of  depreciation  by  real  estate  dealers  and  the 
mortgage  companies.  Finally,  we  end  up,  generally,  with  urban 
renewal  i)rojects,  and  from  there,  one  example,  I  think,  would  serve 
to  show  the  incredible  advantages  offered.  And  one  of  our  largest  real 
estate  dealers,  the  Bruner  Co.,  sold  a  parcel  to  an  outfit  named  Land 
Clearance,  Inc.  Six  months  later,  the  same  party  bought  back  this 
pro})erty  for  $4,300,  and  during  the  6  months  that  Land  Clearance 
owned  it,  it  spent  6  months  clearing  oiT  junk. 

They  then  arranged  for  a  $25,000,  3-percent  HUD  loan  so  that  it 
ooidd  get  either  blacktop  or  repair  an  adjacent  apartment  building. 
The  221(d)(2)  ])rogram  Mr.  Midletter,  who  spent  2  years  in  the 
federal  pen  for  falsifying  VA  forms,  was  granted  $180,000  worth  of 
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FHA  insurance  mortgages  on  property  he  sold.  This  same  man  had 
been  blacklisted  by  HUD  and  still  owes  money  from  his  first  indict- 
ment. 

At  the  same  time  that  went  on,  the  organization  I  work  for  spent 
6  months,  unsuccessfully  to  date,  trying  to  get  the  $43,000  grant  to 
rehabilitate  seven  units  in  its  area. 

This  organization,  by  the  way,  has  rehabilitated  over  125  units  suc- 
cessfully mth  no  foreclosures.  These  are  just  two  examples,  but  I 
think  the  main  point  I  want  to  stress  is  that  as  we  compare  the  real 
estate  dealers-brokers  list  mth  the  insurance  brokers  list,  with  the 
officers  of  lending  firms,  we  find  at  least  a  third  of  the  names  appear  on 
each  of  these  lists. 

A  closer  check  of  corporation  officers  and  staff,  et  cetera,  increases 
these  interlockings  to  at  least  half  on  each  list.  In  other  words,  the 
processes  described  here  to  you  in  St.  Louis'  case,  and  I  am  sure  in  the 
others,  are  a  monopoly  and  certamly  should  be  considered  as  antitrust. 
A  monopoly  controls  all  aspects  of  this  problem  for  their  profit. 

Let  me  make  a  couple  of  other  comments.  In  your  opening  remarks, 
Senator  Hart,  as  much  as  we  pray  for  your  assistance,  I  must  say  that 
I  hope  that  we  can  do  something  besides  determine  if  there  is  a  way  to 
correct  the  anticompetitive  practices.  We  must. 

It  is  not  just  an  if.  Wlien  Lockheed  was  in  trouble,  this  Government 
figured  out  a  way  to  help  it.  When  the  oil  industry  was  in  trouble,  we 
helped  it  then.  When  ITT  got  into  trouble,  somebody  figured  out  a  way 
to  help  it.  And  now  the  people  are  in  trouble.  The  people  are  hvirting 
and  they  are  asking  for  help. 

Wliile  industry  and  business  may  give  money,  the  people  give  life, 
and  they  can  take  it  away  as  well,  just  the  same  as  this  Government 
has  taken  it  away  from  them.  We  must  point  fingers  of  guilt  because 
when  our  people  steal  bread  to  eat,  fingers  are  pointed  at  them.  When 
our  children  steal  cars  because  they  do  not  have  recreational  facilities, 
the  fingers  are  pointed  at  them. 

We  cannot  sweep  these  practices  and  these  exploitive  operations  of 
the  combination  of  lenders,  real  estate  dealers,  insurance  people,  and 
politicians  under  the  table.  It  must  stop. 

Thank  you. 

[Applause.] 

Incidentally,  I  have,  in  my  testimony,  included  a  list  of  news  clip- 
pings which  I  have  here,  and  I  could  not  make  200  copies  to  send  along 
but  I  have  one  set  that  I  will  submit. 

(The  full  prepared  statement  of  Mr.  James  H.  Sporleder  follows — ■ 
testimony  resumes  on  p.  38). 

Statement  of  Jamks  H.  Spokleder,  Consultant  to  Freedom  of  Residence, 
Former  Executive  Director  of  Freedom  of  Residence 

I  would  liko  to  offer  for  your  consideration  a  fairly  detailed,  stop-by-step 
process,  which  depends  on  discrimination,  through  which  (1)  real  estate  dealers 
get  rich  (er),  (2)  blacks  get  poorer,  and  (3)  communities  are  destroyed. 

In  1969  Freedom  of  Residence  printed  a  study  entitled,  Patterns  of  Discrimina- 
tion, by  Hedy  Epstein,  Coordinator.  This  study  dcjaling  with  tlie  15  largest  (de- 
termined by  size  of  sales  staff)  real  estate  dealers  iii  St.  Louis-St.  Louis  County 
Indicates  tlie  kind  of  manipulation  which  is  the  begimiing  step  in  a  very  lucrative 
series  of  events.  With  only  blacks  being  shown  and  buying  in  a  neighborhood, 
whites  panic,  and  a  gi-cat  many  sales  are  generated  many  of  these  "double  sales" 
ie.  the  dealer  sells  the  white  man  his  new  house  out  in  "safe"  countiy  as  well  as  ar- 


35 

ranges  the  sale  of  his  old  home — two  commissions  instead  of  the  nsual  one.  With 
many  units  for  sale  in  one  neighborhood  the  price  drops  below  value.  This  gives  the 
opportunity  for  further  profit.  Tlie  dealer  sells  such  a  unit  not  to  a  black  family  but 
to  himself  or  a  strawpart.\',  or  one  of  this  "straw"  business  (corporations  in  which 
he  has  controlling  interest).  He  then  resells  at  an  inflated  value  to  a  black  family. 

Other  potential  pi'ofits  are  available  in  the  area  of  financing  at  this  point.  The 
same  kind  of  limiting  is  done  by  the  money  lending  agencies.  Some  companies  will 
not  lend  to  whites  in  these  areas  and  likewise  will  turn  down  blacks.  Without  full 
access  to  the  money  lending  market  blacks  are  prey  for  a  range  of  high  interest, 
short  term  loans.  In  man,y  cases  the  real  estate  dealer  will  have  access  to  his  own 
money  through  small  "investment  companies"  or  savings  companies  in  whicli  he 
holds  controlling  interest.  He  offers  to  "help"  the  black  man  seeking  financing 
and  the  end  result  is  1,  2  and  sometimes  3  deeds  of  trust,  at  high  interest  and  short 
term  wliich  have  to  be  renewed  every  2  or  3  years  for  a  fee.  The  customer  puts 
down  $500.  The  first  deed  of  trust  will  be  for  a  significant  amount  let's  say  $10,000 
of  the  $15,500  full  price.  The  remaining  $5,000  is  covered  by  1  or  2  deeds  of  trust 
given  by  the  dealer  from  his  own  resources.  These  loans  are,  as  stated,  at  exorbitant 
rates,  short  term,  and  renewable  at  ridiculous  fees. 

Lending  agencies  will  financt;  the  slum  dealers  because  experience  shows  tliey 
can  turn  a  profit.  ^Motivation  may  also  depend  on  partial  ownership  and/or  large 
deposits  by  dealers.  The  individual,  community  group,  church,  etc.  will  find  a  deaf 
ear  when  seeking  financing  to  purchase  and  improve  in  areas  controlled  b.v  dealers, 
since  to  do  so  would  disrupt  a  profitable  process.  In  manj^  cases  the  same  company 
refusing  financing  to  such  an  individual,  group;  etc.  will  be  found  financing  the 
same  piece  of  property  for  a  dealer.  The  key  is  that  the  dealer  may  well  own,  or 
control  the  lending  agency.  In  either  case  he  can  assure  the  lender  a  profit  through 
these  exploitive  methods. 

It  is  common  practice  for  a  savings  and  loan  or  other  lending  agency  to,  in  effect, 
turn  over  its  holdings  to  a  dealer  who  will  perform  management  functions.  Tliese 
would  include  putting  the  property  in  straw  name--,  collecting  rent,  making  mini- 
mal repairs,  arranging  insurance,  arson,  etc. 

Thus,  real  estate  dealers  and  lending  agencies  (often  the  same  people),  are  al^le 
to  turn  a  quick  ])rofit  and  at  the  same  time  gain  economic  control  o\or  an  entire 
neigiiborhood  or  community  by  bu3dng  cheap  and  controlling  financing. 

Multipile  family  propertj^  is  likewise  bought  up  by  the  same  dealers.  Through 
political  influence  minimum  housing  code  enforceuient  is  lax,  and  overcrowding, 
illegal  occupancy  and  code  violations  go  unchecked.  The  individual  home  owner 
that  files  a  complaint  against  one  of  the  dealers  finds  his  own  home  inspected  and, 
lacking  the  nccessarj'  legal  assistance,  is  often  fined  for  violations  while  the  dealer 
gets  continuances,  small  fines  (if  an}^  at  all),  and  probation. 

In  St.  Louis  the  Building  Inspector's  office  is  a  politically  appointed  position. 
All  jobs  in  this  division  are  patronage.  The  Alderman  in  the  8th  Ward  is  chairman 
of  tiie  Public  Safety  Committee,  an  Aldermanic  Committee,  charged  with  review- 
ing the  operations  of  this  division.  No  such  review  has  been  made  under  his 
administration — 2  years.  (Tiie  Public  Safety  Committee  works  closely  with  the 
Building  Inspector's  office)  This  Alderman  owns  a  loan  company  with  signitieaiit 
inve.-tments  in  slum  property.  The  8th  Ward  committeeman  likewise  runs  a 
Sa\  ings  and  Loan  firm  with  similar  investments. 

In  the  last  year,  after  considerable  pressure  and  several  scandals,  the  INIayor 
replaced  the  housing  court  judge  with  two  new  judges.  Within  months  the  Savings 
and  Loan  League  threatened  to  stop  making  loans  in  the  City  if  the  Mayor  didn't 
make  the  housing  cotirt  let  up  on  savings  and  loan  j^roperty  violations.  Since  the 
cases  reaching  court  depend  on  building  inspector's  citations,  this  was  easily 
accomplished. 

Other  incentives  are  available  to  the  slum  dealer.  Depreciation  is  a  well  used 
exploitive  opportunity.  Dealer  A  buys  a  4  family  flat  for  $30,000.  Ke  claims,  for 
tax  purposes,  the  building  has  a  30  year  economic  life.  For  30  years  he  can  write 
off  $1,000  of  profit  against  this  depreciation.  Using  the  "double  declining  balance" 
method  most  of  the  $30,000  can  be  written  off  in  the  first  15  or  so  years.  Dealer  A 
then  sells  this  building  to  Dealer  B  who  sells  Dealer  A  a  similar  building  back. 
Boi'i  dealers  again  claim  25  or  30  years  economic  life  and  begin  writing  cflf  another 
$30,000  investment  each.  As  you  can  see  this  may  be  accomplished  without  any 
exchange  of  cash. 

Other  data  supporting  the  contention  of  a  restricted  housing  market  or  limited 
housing  options  includes  figures  showing  relative  costs.  Some  slum  "apartments" 
rent  for  as  much  or  more  per  square  foot  as  moderate  or  middle  income  apartments 
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in  the  "white"  county  areas.  In  addition,  some  apartments  in  black  slum  areas  are 
10%  or  more  above  the  price  of  physically  similar  units  in  white  slum  areas.  This 
demonstrates  the  greater  success  in  containing  and  limiting  blacks  than  low- 
income  whites. 

Ownership  and  control  of  entire  areas  by  a  few  dealers  is  commonplace.  Data 
gathered  in  the  Jeff-Vander-Lou,  Inc.  area  just  west  of  Pruitt-Igoe  showed  80% 
of  the  land,  about  500  square  blocks,  was  owned  and  controlled  by  3  real  estate 
companies. 

Needless  to  say  the  al)Ove  described  process  is  physically  debilitating.  It  is 
olnious  that  the  cash  flow  is  out  of  the  community.  Little  if  any  is  put  back  in  the 
form  of  required  repairs  or  renovations.  Home  owners,  restricted  Ijy  exorbitant 
mortgage  demands,  have  little  money  available  for  maintenance  and  repairs  and 
the  entire  area  suffers  physically.  Kventiially  the  area  becomes  a  slum.  The  city 
"discovers"  this  "prol^lem  area"  and  proposes  l)iighting  and  urban  renewal. 

The  disparity  in  treatment  of  dealers  and  home  owners  in  urban  renewal  areas  is 
demonstrated  by  several  deals  uncovered  in  the  West  End  I'rban  Renewal  Project 
currently  being  challenged  by  local  citizens  and  investigated  by  the  FBI,  IRS,  and 
Housing  and  Urban  L)evelopment  (HUD).  (Research  leading  to  litigation  con- 
ducted by  F.O.R. 

One  dealer  sold  a  parcel  to  Land  Clearance  for  Redevelopment  .\uthority,  using 
a  straw  party,  for  $42,.'>00.  Six  months  later  the  same  dealer  bought  back  this 
l):\reel  for  $3,100  ($30,400  profit).  During  the  six  months  Land  Clearance  for 
Redevelopment  Autliority  held  title  it  spent  $4,000  cleaning  of  tlie  junk  property 
left  after  years  of  exploitive  nuinagenient.  As  if  that  were  not  enough,  Land 
Clearance  for  RedeveloiMuent  .\uthoritv  arranged  a  $2o,000  HUD  loa'n  at  3% 
interest  so  the  dealer  could  black  top  the  lot  and  make  repairs  to  an  adjacent 
apartment  building. 

At  the  same  time  Land  Clearance  for  Redevel)pment  Auth'iritv  staff  was 
notifving  a  mimey  lender  holding  a  note  on  one  family's  home,  of  Land  Clearance 
for  Redevelopment  Authority's  intention  to  buy  the  unit.  The  money  lender 
forecl  ised  on  a  technicality.  Tlie  home  owner  lost  his  equity  when  the  money 
lender  repossessed  the  property.  The  inoney  lender  then  sold  it  to  Land  Clearance 
for  Redevelopment  Authority  for  full  price. 

These  and  )nany  other  examples  were  used  in  a  lawsuit  filed  by  residents  of  the 
West  End  Urban  Renewal  .\rei.  This  suit  has  been  tied  up  for  over  2  years  while 
the  process  continues.  HUD,  FBI,  the  U.S.  Attorney's  office  and  a  grand  jury 
hav'^  been  "investigating"  this  situation  but  other  than  threats  of  indicting  a 
small  black  moving  firm  nothing  has  happened.  The  suit  also  contended  that  the 
Workable  Program  was  fraudulent.  By  rights  HUD  sliould  have  suspended  Urban 
Renewal  and  other  programs  dependent  on  the  existence  of  a  Worka'ole  Program 
until  an  accurate,  honest  Program  was  presented.  To  date  HUD  h  is  ignored  the 
charge. 

Further  economic  advantage  is  offered  this  combine  thnmgh  the  urban  renewal 
l)rocess  when  the  rapid  appreciation  of  land  is  considered.  One  plot  of  ground  in 
the  Mill  Creek  Urban  Renewal  Project  was  appraised  at  (land  value  only-not 
iTupi'ovements)  $100,000.  After  urban  renewal  the  a|)praised  value  increased  9 
fold  to  $900,000.  Wiiile  tlie  use  of  the  land  is  restricted  for  25  years,  the  increased 
land  value  makes  additional  monies  available  to  the  owner  througli  loans. 

Whether  in  collusion  witli  or  precipitated  bv  the  destructive  practices  of  dealers, 
the  sudden  cancellation  of  insurance  coverage  throughout  large  sections  of  middle 
income  black  or  integrated  areas  results  in  the  same  increase  in  sales  as  blockbust- 
ing tactics.  This  represents  another  way  of  initiating  the  exploitive,  lucrative 
])rocess  which  destroys  urban  areas. 

This  type  of  activity  has  lessened  with  the  advent  of  the  "Fair  Pltui",  Missouri's 
law  repiiring  the  industry  to  cover  housing  regardless  of  the  area-slum  or  eco- 
nomically stable.  Witii  their  usual  creative  verve,  however,  the  dealers  quickly 
tinned  this  situation  to  their  advantage.  St.  Louis  has  been  suffering  from  an 
incredii)le  increase  in  ai'son  since  the  iriception  of  the  Fair  Plan.  Detders  experience 
little  if  any  difficulty  in  getting  policies  covering  property  far  in  excess  of  its 
value.  Often  within  2  or  ;!  months  the  property  bvuais  and  the  dealer  collects. 
Estimates  of  millions  of  dollai's  in  "arson  for  profit"  are  bound  to  be  accurate. 

Another  fact  worth  noting  is  that  many  real  estate  dealers  are  also  insurance 
Ijrokers.  It  is  a  well  documented  fact  that  prior  to  Fair  Plan,  homeowner's  in- 
siu'ance  jxilicies  never  lasted  any  longi-r  than  their  financing  at  tlie  time  mortgages 
were  paid  off,  insurance  was  cancelled.  More  and  more  evidence  thai  dealers  are 
writing  insurance  on  their  own  property,  held  in  straw  names  and  then  burning  it 
for  pmfit  is  being  uncovered. 
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Tax  tidvmititiA'i's  sxrv  also  appreciable  and  (lie  City  lias  shown  itself  willing  to 
circunuent  and  ext-end  llie  lil)eral  advantajics  ottei'ed  under  The  law.  An  example 
is  the  Civic  Ceiili-r  Kedevelopnienl  area,  renewed  under  liie  state  law.  This  law 
allows  a  10  year  tax  assessment  at  the  tax  le\-el  in  force  1  year  prior  to  desijitiation 
as  a  ront'wal  project.  For  the  next  1")  years,  the  land  is  taxed  at  'L>  the  assessed 
valuation  of  land  and  improvements,  arid  at  the  end  of  2.")  years,  the  property  goes 
back  on  the  tax  roles  at  full  assessed  value.  The  land  involved  in  the  Civic  Center 
Redevelopment  area  is  getting  an  additional  ill  years  total  tax  relief.  L:in(' 
Cloaranc<'  for  Redevelopment  Authority  has  retained  title  and  is  leasing  the  land  to 
the  private  redexclopers  for  ;>1  years.  The  property  will  then  be  sold  to  the  pi  ivate 
redevrlopers  and  the  2.")  year  tax  abatement  will  Ix'gin. 

Perhaps  the  most  destructive  aid  to  this  whole  procos  i<  the  Department  of 
Housing  Urban  development.  Every  program,  (Concentrated  Code  Enforcement, 
23.">,  I'rban  Renewal,  2211)-2,  etc.),  that  has  come  into  St.  Louis  has  been  abu>ed 
and  exploited  throiigh  the  combined  efforts  of  real  estate  dealers,  lenders,  and 
politicians.  Programs  designed  to  improve  the  conditions  of  poor  people  have  lift 
them  in  worse  straits  and  fattened  the  purse.'^  of  the  jjolitical — real  estate — h-nding 
combine.  Attaclied  to  this  testimony  is  a  list  of  news  clippings  Freedom  of  Resi- 
dence (FOR)  heljjed  research  and  develo])  as  examples.  (2l)."i,  221-l)-2,  Con- 
centrated Cod(^  I']nforcenu'nt,  Arson,  etc.) 

HUD's  actions  are  a  combination  of  destructive  collusion  with  the  worst 
lenders,  real  estate  dealers,  insurance  companies  and  politicians  together  with  a 
total  lack  of  sense  in  dealing  with  those  who  have  honestly  tried  to  save  the  city. 

Of  equal  or  greater  imp'ortance  is  the  fate  of  residents,  tenants  and  [property 
owners  alike — in  the  wake  of  url^an  renewal.  The  city  eliminates  its  responsil)ility 
for  relocating  by  allowing  buildings  and  services  to  deteriorate  past  the  |)oint 
where  the  area  is  livable.  This  occurs  before  the  formal  renewal  process  to  )>egin 
thus  most  residents  are  gone — "funneled"'  into  another  area  where  the  process 
begins  ail  over  again. 

In  short  what  is  and  iias  lieen  hai)i)ening  and  will  continue  to  hajipen  to  the  City 
of  St.  Louis  is  ;i  very  s])ecific  process  of  exjjloitation.  This  process,  as  well  as 
destroying  th.e  city,  while  making  a  profit,  feeds  the  burgc^oning  economic  well- 
being  of  the  real  estate  dealers,  lenders,  iMiilders  and  jjoliticians  in  the  county.  By 
scaring  whites  in  the  city  the  real  estate  combine  develops  the  market  for  pur- 
chasing housing,  develo|)ing  industry,  commerce  etc.  in  the  county.  This  process 
was  not  quite  as  evident  when  there  was  a  large  influx  of  poor  l)lacks  and  whites 
from  rural  areas.  Since  the  decline  of  in-niigration,  the  core  areas  are  abandoned 
with  no  one  to  till  in  behind.  Black  citizens,  in  pursuit  of  th.e  elusive  goal  of  decent 
communities,  are  being  manipulated  for  profit  l)y  the  process  described  in  this 
testimony  and  funneied  into  sjjecified  areas.  Fleeing  whites  fill  up  the  new  develop- 
ments in  the  county — and  the  city  dies. 

This  testimony  is  based  on  and  is  an  expansion  of  an  article  which  appeared  in 
the  April  1971  issue  of  "Proud"  magazine. 

List  of  Ni;wspapi;r  Clippixgs 

23.5 

St.  Louis  Post  Dispatch— 9-1-70;  "Home  Subsidy  Halt." 

St.  Louis  Post  Dispatch — 12-17-70;  "Black's  Year  Old  Home  in  Suburb  Falling 

Apart." 
St.  Louis  Globe  Democrat — 12-17-70;  "Buyers  F.xploited  Under  HUD  Program, 

Report  Says." 
St.  Louis  Post  Dispatch — 12-27-70;  "Some  Home  Buyers  Praise  Federal  Subsidy 

Program." 
St.  Louis  Globe  Democrat — 1-6-71;  "Lax  HLU)  Agents  to  b(>  Fired:  Romnev." 
St.  Louis  Post  Dispatch— 2-7-71;  "The  Rain  Fell  Inside  Subsidy-Plan  House." 
St.    Louis    Globe    Democrat — 2-8-71  ;    "Ceilings    Fall   in    House    Bought    Under 

23.-)  Plan." 

221-D-2 

St.  Louis  Globe  Democrat — 3-4  &  .5-72;  "House  Buying  Poor  Being  Bilked." 
St.  Louis  Globe  Democrat — 3-6-72;  "84  Former  Homes;  84  Vacant  Lots." 
St.  L«mis  Globe  Democrat — 3-7-72;  "Eagleton  Savs  FIIA  Hasn't  Done  Its  Job." 
St.    Louis    Globe   Democrat— 3-8-72;   "HUD    Refuses  to   Tell   Who   Did  FHA 
Appraisals." 
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St.  Louis  Globe  Democrat — 3-9-72;  "HUD  is  Frustrating  Right  to  Know, 
Eagle  ton  Charges." 

St.  Louis  Globe  Democrat — 3-9-72;  "Dream  Home  is  a  Nightmare  to  Family 
That  Fled  Ghetto." 

St.  Louis  Globe  Democrat — 3-11  &  12-72;  "St.  Louis  Housing  Debacle." 

St.  Louis  Globe  Democrat — 3-13-72;  "5  Reatly  Firms  Top  FHA  Foreclosure 
List." 

St.  Louis  Globe  Democrat — 3-14-72;  "Mortgage  Companies  Force  Defaults, 
Legal  Aid  Says." 

St.  Louis  Post-Dispatch — 3-14-72;  "Charges  Poor  are  Gouged  on  Home  In- 
surance." 

St.  Louis  Globe  Democrat— 3-17-72;  "Bernard  Mitleider— FHA  $180,000  Risk." 

St.  Louis  Post-Dispatch — 3-17-72;  "FHA  Insured  Buildings  Bought  by  Ex- 
Convict." 

St.  Louis  Globe  Democrat— 3-18  &  19-72;  "Homeowner  Bilked  of  $8,000,  Suit 
Says." 

St.  Louis  Globe  Democrat — 3-20-72;  "Romney  Hits  Speculators." 

St.  Louis  Globe  Democrat — 3-21-72;  "Gross  FHA  Negligence." 

St.  Louis  Globe  Democrat— 3-23-72 ;  "FHA  Loans  Get  an  Unfair  Deal,  Official 
Says." 

St.  Louis   Globe  Democrat — 3-27-72;  "Inquiry  on  Mortgage  Banker  Sought." 

ARSON    FOR    PROFIT 

St.   Louis   Globe   Democrat — 10-21-71;    "Gi-and  Jurj'   Inquiry   Into   Arson-for- 

Profit." 
St.  Louis  Post-Dispatch— 10-24-71;  $50,000  Paid  in  5  Fires." 
St.  Louis  Globe  Democrat — 10-27-71;  "Fire  Claims  Are  Paid  While  Taxes  Are 

Not." 
St.  Louis  Post-Dispatch — 10-28-71;  "More  Fire  Payments  Are  Traced  to  Green." 
St.  Louis  Post-Dispatch — 11-3-71;  "Suspicious  Fires  Up  Sharply  in  Wellston." 

HOMK    LOANS 

St.  Louis  Post-Dispatch — 12-16-70;  "Abuses  in  Sale  of  Homes  to  Poor." 

St.  Louis  Globe  Democrat — 4-20-71;  "St.  Louis  Called  Leader  in  Flight  From 

Cities." 
St.  Louis  Post-Dispatch — 10-31-71;  "Crisis  in  Home  Loans  Confronts  ]\Iost  of 

City." 
St.  Louis  Post  Dispatch — 11-14-71;  "New  City  Program  May  Help  Declining 

Neighborhoods ." 
St.  Louis  Post-Dispatch — 11-21-71;  "City  May  Apply  Pressure  to  Ease  Home 

Loan  Crisis." 

CODE    ENFORCEMENT    OR    LACK    THEREOF 

St.  Louis  Post-Dispatch — 11-7-71 ;  "Condemned  Building  Is  Home  For  8." 

St.  Louis  Post-Dispatch— 11-18-71;  "Going  to  the  Well." 

St.  Louis  Post-Dispatch — 1-23-72;  "Plight  of  Frozen  Woman." 

St.  Louis  Post-Dispatch — 3-10-72;  "Lucky  to  Have  Roof,  Even  if  it's  Caving  In." 

BLIGHTING INSURANCE 

St.  Louis  Post-Dispatch — 2-14-71;  "Blighting  Plan  Causes  Fears  Over  In- 
surance." 

Senator  Hart.  The  really  difficult  problem,  and  I  buy  your  idea, 
I  said  that  there  is  a  solution  and  I'll  hang;  onto  that  because  one  of 
the  limitations  is  that  of  human  nature.  Perhaps  the  Father  could 
help  me  on  this,  but  that  is  the  basic  problem.  Vou  must  realize  that 
human  nature  is  what  you  are  doaling-  with.  This  is  my  only 
reservation. 

Mr.  Sporleder.  It  is  totally  frustratnig  to  hear  ]\Ir.  Ronmey  and 
others  say  there  may  be  no  solution.  We  cannot  help,  we  do  not  know 
the  answers. 

Mr.  Chairman,  we  are  giving  answers  to  it.  Part  of  the  answer  is  to 
stop  the  destruction,  stop  the  rates.  You  cannot  begin  to  repair  with 
these  rates. 
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Mrs.  CiNCOTTA.  We  have  come  up  with  recommenchitions  from 
the  National  Peoples  Action  on  Housing.  We  have  worked  through 
workshops  and  come  up  with  many  recommendations  we  are  sub- 
mittmg.  What  we  are  sa3^ing  to  you,  somebody  has  to  identify  who 
the  mean  people  are  that  are  causing  the  destruction,  and  if  the 
politicians  go  along,  that  is  a  natural  phenomena,  and  we  are  saying 
it  is  a  conspirac}'.  It  is  collusion.  You  have  to  break  up  the 
monopoly.  You  have  to  have  rules  where  the  realtors  obey  the  open 
housing  directives,  where  the  savings  and  loans,  and  banks,  who  take 
our  money  out  of  our  communities  are  forced  to  put  money  back  in, 
where  the  insurance  companies  who  tell  me  if  I  live  six  blocks  farther 
away,  I  will  pay  40-percent  less  on  my  insurance. 

Everybody  in  this  room  can  tell  3^ou  these  stories.  Everybody  has 
horror  stories.  Everybod}^  has  documentation  like  Walter  Brooks  has 
given  you.  We  have  given  it  to  the  Justice  Department  and  every 
other  agency. 

As  I  said,  there  are  files  filled  with  this  and  it  cannot  be  just 
human  nature.  The  only  human  nature  I  see  in  this  are  the  people 
who  are  out  to  make  the  fast  buck.  The  majority  of  the  people  have 
to  be  protected,  and  this  committee  has  to  subpena  Romney  and 
deal  with  him,  bring  HUD  to  task.  If  we  cannot  have  faith  in  the 
U.S.  Government,  FHA  and,  HUD,  who  are  we  going  to  have  faith  in? 

Senator  Hart.  We  cannot  shut  off  the  war  that  the  overwhelming 
nuijority  of  tlie  country  wants  us  to  shut  off. 

Mrs.  CiNCOTTA.  1  agree.  My  son  fought  in  Vietnam.  What  kind  of 
a  city  is  he  coming  back  to,  you  know? 

Senator  Hart.  I  do  know.  I  do  know  and  redlining  is  the  product 
of  the  collective  action,  collusive  action  by  banks  and  insurance 
companies  which  is,  I  believe,  a  violation  of  the  antitrust  laws. 

If  the  high  appraisals  of  properties  by  FHA  is  a  result  of  an 
agreement,  even  if  it  is  just  an  implied  one  by  the  appraiser  and 
the  lending  institution  and  the  real  estate  salesmen,  that  is  in  violation 
of  the  antitrust  laws. 

You  help  us  document  these.  Others  will.  And  we  will  do  our  best 
to  establish  a  record  to  make  it  difficult  not  to  escape  the  conclusion 
that  there  are  some  incidences  of  violation  of  law  now,  that  there  are 
chimges  in  the  law  which  might  reduce  the  opportunity,  prevent 
temptation,  a  record  that  will  be  available  to  the  communitj^  lawyer 
groups  which  we  have  representative  people  here  subject  to  abusive 
practices  that  you  described. 

Perhaps  one  of  the  most  disturbing  things  that  you  remind  us  of 
is  the  black  and  white  Americans  believe  that  the  opposite  color  is 
really  the  principal  contributor  to  the  problems,  as  though  we  did 
not  have  enough  disaster  threatening  us  for  our  failure  to  understand 
this  problem.  This  practice  in  these  communities  simply  heightens 
it,  I  know  that. 

Senator  Fong,  any  comment? 

Senator  Fong.  I've  listened,  Mr.  Chairman,  to  all  of  the  testimony 
here  this  morning,  and  it  seems  to  me  that  there  are  laws  now  to 
protect  the  people  against  many  of  these  deprivations  which  they  are 
now  having  forced  upon  them. 

There  are  laws  against  fraud  and  there  are  laws  against  block- 
busting. There  are  laws  against  scaring  people,  and  maybe  much  of  this 
could  be  done  locally. 
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Mrs.  CiNCOTTA.  That  is  why  Father  Dodaro  gave  you  an  example 
of  a  couple  of  years  of  work  by  a  well-organized  community  on  the 
west  side  of  Chicago.  Three  real  estate  companies  have  a  change  of 
hands,  the  people,  the  resom-ces,  the  funds  to  get  la\\yers  that  go 
through  the  court  system  to  even  ha\'e  this  done  on  one  or  two  realtors, 
one  in  our  community.  In  the  State  of  Illinois,  there  are  20,000  licensed 
realtors,  and  in  a  community  that  is  undergoing  change,  you  niight 
have  35  realtors.  You  might  have  300  realty  companies  emi)loying 
two  to  60  people  each.  The  people  cannot  keep  up  with  it.  It  has  to 
be  handled  by  your  committee.  To  give  it  to  the  persons  suffering, 
to  say  you  fight  it  through  the  court  system,  that  is  im])ossible.  We 
are  going  to  lose. 

Senator  Fong.  What  I'm  trying  to  say  is  this.  We  liave  a  federal 
system.  There  are  many  laws,  violation  of  which  is  taken  care  of  by 
the  city,  or  b}^  the  county,  or  by  the  State.  The  other  laws  are  Federal 
laws  which  the  Federal  Government  has  cognizance  of. 

Mr.  Brooks  pinpointed  one  phase  of  the  law  in  which  we  would 
help,  and  that  is  the  careful  inspection  by  FHA  people.  Now.  I 
understand  much  of  these  insi)ections  have  not  taken  place  and  T 
also  understand  they  have  been  very  negligible  in  the  matter  of 
seeing  that  they  live  up  to  the  specifications  of  their  contract  w  hen 
they  build  a  home. 

And  that  when  FHA  gi\es  the  mortgage,  that  there  is  a  certain 
implied  understanding  by  the  buyer  that  FHA  has  taken  a  look  at 
these  i)remises  and  that  these  i)remises  are  livable,  and  that  the  house 
has  been  built  according  to  sj)ecifications.  I  can  see  where  the  Federal 
Government  can  move  in  that  area  and  have  stricter  enforcement 
of  these  specifications  and  see  that  these  provisions  are  being  carried 
out. 

Now,  when  it  comes  to  fraud  by  the  realtor,  that  is  a  State  function 
or  a  county  function.  If  the  State  feels  that  this  realtor  is  not  a  man 
that  is  to  be  trusted,  that  he  has  been  guilty  of  fraud  elsewhere,  they 
should  not  grant  him  a  license  to  practice  fraud  on  other  people. 

Now,  this  is  what  I  am  saying.  There  are  many  factors  to  this 
problem.  Let  me  say  that  there  is  the  factor  of  the  Federal  Goxern- 
ment  coming  in  and  hel[)ing  him  out. 

The  gentlennin  from  St.  Louis,  who  said  we  have  helped  Lockheed 
and  others — let  me  say  that  I  sit  on  the  Appropriations  Connnittee  on 
HUD,  and  the  reciuest  which  has  come  in  for  this  year's  appropriation 
to  help  people  in  housing  I  think  went  from  $3  billion  to  $4  billion, 
and  this  is  going  to  proliferate.  Whatever  we  have  already  contracted 
for  people  who  are  in  housing  that  the  Federal  Government  will  pick 
up  the  tab  on,  ru'.is  close  to  almost  $100  billion. 

You  seem  to  iinply  that  the  Federal  Government  is  not  doing  its 
part  in  seeing  that  people  are  housed,  and  that  is  iu)t  correct  because 
the  Federal  Gox'crnment  is  doing  cNcrvlhing  possible  to  r^ee  that  we 
have  tlecent  housing. 

Mr.  Brooks.  If  I  may,  I  tlunk  all  of  us  are  aware  and  we  testifieil 
to  some  of  the  discreparu-ies  on  the  part  of  the  Federal  Government 
in  applying  its  force  in  correcting  some  of  these  problems.  Mr.  Ronmey 
has  stated,  across  the  face  of  this  country,  that  his  whole  Department 
is  contributing  to  this  problem. 
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This  coniniittoe,  if  it  does  nolhino;,  it  has  to  got  Mr.  Roinnov  in 
here.  Vou  have  to  subpeua  him  iii  liere.  It  has  to  deal  with  HUD 
reh^asino-  funds  to  the  city,  all  because  of  a  policy  tlial  comes  out  of 
the  Department  which  everyone  is  objectino:  to  from  Maine  to 
California.  This  committee  must  take  some  action.  We  cannot  do  it 
by  ourselves.  We  have  o;one  across  the  country,  every  city  that  Mr. 
Romney  appears  in,  antl  we  bring;  the  problerii  to  him.  This  committee 
should  have  the  power,  Mr.  Cliairman. 

S.Miator  FoN'G.  This  committee  is  an  antitrust  committee.  It  is 
only  interested  in  the  anticompetitive  features  of  the  matter.  The 
Banking  Committee  is  the  connnittee  which  has  almost  complete" 
jui-isdiction  on  housing  and  how  these  should  be  iuii)l(Mn('nted,  wliat 
pi'ovisions  should  go  into  the  housing  bill. 

The  Banking  CV)mmittee  has  that  function  and  we  are  here  before 
the  Antitrust  Committee  looking  into  the  anticompetitive  features  of 
housing,  financing,  antl  building. 

Mrs.  CixcoTTA.  We  are  talking  about  mortgage  l)rokerage  houses 
and  realtors  using  FHA  in  a  c(mspira<'y,  total  FHA  in  one  area,  toral 
conventional  in  another  area  across  the  street.  We  are  saying  how  it 
is  being  used.  It  is  a  monopoly  you  have  to  break  up.  You  have  to 
have  the  power  to  stop  this  kind  of  action  of  bow  HUD  is  being  used 
by  savings  and  loans,  mortgage  brokers  and  realtors,  and  it  is  not  a 
problem  we  can  say  we  have  one  realtor  at  a  time  under  the  existing 
system.  It  has  to  be  handled  by  the  committee.  We  say  it  is  not  one 
realtor  at  a  time;  all  of  them  are  knowingly  a  part  and  doing  this  to 
the  cities,  all  of  them  to  get  together  and  redline  us. 

Senator  Fong.  We  would  be  very  happy  if  you  can  give  us  the 
evidence  to  show  this. 

Mrs.  CiNCOTTA.  The  evidence  is  the  city,  the  deterioration  of  one 
community  after  another.  There  are  whole  files  full  of  it.  If  anybody 
can  deny  that  there  is  no  evidence  and  it  is  not  happening,  let  me  hear 
from  him.  It  is  happening. 

Call  the  head  of  IIUD  here.  Call  in  the  realtors.  Call  in  mortgage 
bankers,  the  Metropolitan  Insurance  Co.  They  write  all  the  mortgage 
])ai>ers  on  FHA  insured  money  and  never  take  a  risk.  We  pay  every 
time  there  is  foreclosure.  They  get  off  scot  free,  but  they  write  all  the 
paper.  It  is  a  monopoly.  We  cannot  deal  with  everyl)o(ly  here,  one 
by  one. 

The  proof  is,  we  are  losing  our  cities.  We  are  losing  our  comnuuiities. 
The  blacks  are  saj'ing  it,  the  whites,  the  latinos.  I  don't  know  how 
much  more  proof  the  peo])le  can  bring  to  \'ou,  ])lus  their  own  misery, 
to  get  you  to  understand  that  it  is  haiJ])ening. 

Senator  Fong.  Well,  if  you  can  give  us  concrete  evidence,  you  are 
here  for  a  hearing.  We  sit  here  in  the  committee,  as  committee  mem- 
bers, to  listen  to  your  complauits  and  just  by  yelling  out  is  not  going 
to  help  you. 

This  committee  is  not  a  biased  committee.  This  committee  listens 
to  the  evidence.  We  want  concrete  evidence  and  we  want  concrete 
evidence  before  we  move,  and  we  cannot  get  the  concrete  evidence. 
Just  by  making  statements  is  not  going  to  prove  your  case,  ^'ou  have 
to  give  us  concrete  evidence  that  there  is  collusion,  there  is  a  monopoly, 
that  they  are  in  collusion  together  to  deprive  certain  ))cople  from 
having  certain  mortgages  and  certain  financing.  And  then,  this 
cornnuttee  will  act. 
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Senator  Hart.  I  think  before  these  hearings  are  conchided,  there 
will  be  various  specific  evidence  in  this  record. 

Mrs.  CiNCOTTA.  We  will  see. 

Mr.  Sporleder.  You  talk  about  the  money  appropriated  by  the 
Federal  Government.  Well,  that  money  never  gets  to  the  pockets  or 
to  the  advantage  of  poor  people.  It  ends  up  in  the  pockets  of  real 
estate  dealers,  politicians,  mortgage  brokers  and  insurance  companies. 

And  when  you  speak  of  the  courts,  Senator,  we  filed  a  case  23^ 
years  ago  against  the  kind  of  practice  I  described  in  the  Westend 
Urban  Renewal  Project,  and  we  claimed  then  the  workable  program 
was  a  fraud,  a  phony.  And  by  rights,  every  HUD  program  that 
depends  on  the  workable  program  should  have  been  stopped.  That 
has  never  happened.  The  suit  is  still  pendmg. 

The  Freedom  of  Residence,  itself,  investigated  the  15  largest  real 
estate  firms  in  the  city  and  developed  a  practice  or  a  pattern  suit. 
The}'  filed  against  only  four  real  estate  dealers,  giving  the  realtors 
60  days  to  get  in  order.  On  the  61st  day,  we  had  checkers  in  the  real 
estate  office,  and  on  the  65th  day,  we  had  another  suit.  Tliat  is  the 
kind  of  justice  we  are  getting  out  of  the  courts. 

Mrs.  CiNCOTTA.  We  did  the  same  thing  in  Chicago.  We  went  through 
the  courts  for  a  couple  of  years.  We  had  a  real  estate  company  plead 
guilty  to  mail  fraud  and  FHA.  You  go  through  a  couple  of  years,  and 
they  are  out  on  probation.  They  can  sell  real  estate. 

When  you  tell  the  little  people,  go  through  the  courts,  we  have 
went  this  route.  We  are  coming  to  you,  our  elected  officials  to  do 
something  to  salvage  the  cities  of  the  United  States. 

Senator  Fong.  I  want  to  say,  only  recently  here  in  Washington, 
D.C.,  the  courts  have  gone  out  for  a  few  realtors  who  have  defrauded 
people  in  questionable  mortgages. 

In  New  York  the  district  attorney  brought  up  indictments  against 
lenders,  the  same  type  you're  talking  about,  so  you  just  cannot  say 
the  Government  is  not  doing  anything. 

I  want  to  say  that  these  things  are  happening  in  the  various  cities. 
These  violations  should  be  brought  to  the  attention  of  the  U.S.  Dis- 
trict Attorney  in  the  various  cities. 

Mrs.  CiNCOTTA.  We  have  brought  them,  and  we  have  asked  at 
least  Federal  money  be  cut  off  to  these  realtors,  to  these  mortgage 
houses.  And  it  is  not  being  done.  They  are  given  carte  blanche.  They 
are  given  our  money  to  go  do  again,  and  they  have  never  even  gotten 
their  funds  cut  off. 

Senator  Fong.  As  I  understand  it,  FHA  goes  to  the  man  who  buys 
the  house,  and  he  takes  out  a  mortgage  and  the  FHA  guarantees  it. 

Mrs.  CiNCOTTA.  The  FHA? 

Senator  Hart.  Just  a  moment.  It  would  help  all  of  us  if  one  person 
spoke  at  a  time. 

Senator  Fong.  The  FHA  does  not  guarantee  the  mortgage.  The 
FHA  looks  into  the  viability  of  the  buyer  and  if  the  FHA  says  a  buyer 
cannot  repay  the  mortgage,  FHA  will  not  grant  a  mortgage.  FHA 
looks  into  the  capacity  of  the  buyer  to  meet  the  requirement,  the 
monthly  requirement.  So  when  you  say  FHA  takes  care  of  the  cost, 
this  is  not  true.  FHA  insures  the  mortgage  as  far  as  the  buyer  of  the 
house  is  concerned.  He  buys  the  home  and  says  that,  I  want  a  $15,000 
mortgage.  FHA  looks  into  the  viability  of  the  buyer  to  see  whether 
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ho  can  meet  the  requii-oDients  of  repaying-,  and  then  gives  a  guarantee 
to  the  lending  company  that  he  is  going  to  be  guaranteed. 

Mrs.  CiNCOTTA.  What  I  am  saying  about  FHA  guaranteeing  is 
what  you  just  said,  the  mortgage  house  cannot  lose.  If  it  is  foreclosed, 
if  there  are  building  violations,  the  people  cannot  fix  them,  then  the 
money  is  paid  to  the  mortgage  company  and  the  people  are  penalized, 
and  they  cannot  buy  another  FHA  home  for  2  years. 

You  are,  indeed,  subsidizing  the  money  people  again  by  just  what 
you  said.  You  guarantee  to  the  mortgage  brokers  that  they  will  not 
lose  their  money.  Everybody  is  guaranteed  something  but  the  people. 

Mr.  Brooks.  This  group  this  morning  has  given  this  committee 
enough  evidence  since  this  committee  does  have  investigative  powers, 
it  seems  to  me  that  an  investigation  has  to  start  across  the  board  in 
special,  specific  areas  we  are  concerned  aVjout. 

It  does  not  take  very  much  to  understand  that.  I  think  it  has  been 
very  honestly  put  forward,  and  it  seeras  to  me  that  has  to  happen. 
We  have  to  take  back  word  to  the  people  out  there.  That  is  very  good 
for  us  this  morning,  but  the  people  out  there  need  some  hope.  They 
have  to  have  the  word  that  somebody  is  going  to  investigate  and  do 
something  about  this. 

Senator  Hart.  If  the  Senator  will  yield,  we  hope  to  prove  the  exist- 
ence of  some  of  these  practices  from  those  involved  themselves  before 
this  hearing  is  over. 

For  this  hearing  alone  we  have  gotten  information  from  about  650 
banks  in  New  York.  We  have  issued  approximately  25  subpenas. 

Senator  Fong.  I  would  like  to  insert  in  the  record  here  what  Senator 
Taft  said  on  the  floor  of  the  Senate  in  citing  the  ]Vall  Street  Journal, 
which  recently  published  an  excellent  editorial  along  these  lines.  And 
the  editorial  goes  forward  and  says: 

Nationally,  it  has  been  estimated  that  the  FHA  losses  througli  housing  frauds 
could  cost  the  Government  over  $500  million,  and  the  FHA  standard  is  only  a 
part  of  HUD's  trouble. 

The  trouble  can  mainly  be  attributed  to  the  Housing  and  Urban  Development 
Act  of  1968,  which  President  Johnson  proposed  in  Congress,  somewhat  naively 
and  typical  of  Johnsonian  style,  et  cetera. 

The  President  held  a  national  need  of  26  million  new  homes  in  a  decade  to 
replace  substandard  misery  where  20  million  now  live. 

The  new  bill  lacks  FHA  assurance,  but  also  provides  direct  mortgage  subsidies 
so  that  families  above  and  below  the  poverty  line  could  buy  their  own  homes. 

I  ask  that  this  be  included  in  the  record. 

Senator  Hart.  It  will  be  made  part  of  the  record  at  this  point. 

Mr.  Gould.  Senator  Fong,  I  would  like  to  respond  to  that  editorial. 

The  1968  Housing  and  Urban  Development  Act  did  not  liberalize 
in  any  way  the  condition  of  the  homes  which  were  sold  to  the  FHA. 
In  fact,  if  anything,  it  strengthened  it.  It  reiterated  what  was  said 
in  1961,  that  all  homes  insured  under  sections  221  and  235  must 
comply  Avith  local  housing  codes. 

In  fact,  with  all  the  rhetoric  by  Secretary  Romney  blaming  Presi- 
dent Johnson,  Commissioner  Brownstein  in  1968  and  1967  said  the 
let-up  came  about  by  the  local  office  of  FHA,  they  were  putting 
pressure  on  to  sell  these  shoddy  homes. 

The  law  did  not  in  any  respect  liberalize  the  condition  of  these 
homes.  It  only  allowed  for  low-income  people  to  become  homebuyers. 
If  anything,  it  set  up  tighter  regulations,  tighter  controls  on  what 
homes  should  be  insured  and  subsidized. 
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This  is  a  lot  of  rhetoric  on  what  is  happening.  In  fact,  the  1968- 
Housing  Act  did  not,  in  am^  way,  say  that  shoddy  homes  should  be 
sold.  And  to  blame  the  law  for  a  total  failure  by  FHA  to  administer 
it  is  an  incredible  mistake  by  Secretary  Romne}'  to  destroy  the  very 
purpose. 

Senator  Fong.  Do  I  understand  you  are  saying  our  problem  here 
lies  with  HUD  in  not  enforcing  its  inspection? 

Mr.  Gould.  That  is  correct. 

Senator  Fong.  Do  I  understand  you  to  say  that  the  inspectors 
somewhat  are  under  the  pressure  of  the  real  estate  people  anil  the 
real  est{\te  people  who  have  colluded  with  the  inspectors? 

Mr.  CrOULD.  It  is  not  only  the  inspectors,  but  the  top  administration 
in  FHA. 

Senator  Fong.  Have  the  lenders  and  the  FHA  people,  which  would 
be  Romney's  people,  have  they  colluded  so  that  inspections  have 
been  negligent,  so  that  sometimes  there  is  no  inspection,  faulty  things 
have  been  let  go  so  that  the  people  who  bought  them  bought  really 
substandard  homes  that  did  not  come  up  to  specifications? 

Mr.  Gould.  That  is  correct. 

Senator  Fong.  Then  we  have  something  to  go  after  now.  We  have 
something  to  put  oiu"  finger  on  and  to  see  where  the  problem  is. 

Mrs.  Cincotta.  This  is  what  we  are  saying.  There  is  collusion, 
that  FHA  and  HUD  are  being  used  by  all  these  people.  That  is  where 
we  feel  the  collusion  comes  in. 

We  do  not  want  to  kill  housing  for  poor  people  or  middle-income 
or  low-income  people.  We  want  good  programs. 

We  also  want  an  administrator,  a  person  who  can  handle  and  be 
in  charge  of  it.  We  want  it  to  be  standardized  throughout  the  United 
States.  We  want  the  practice  of  shoddy  homes  being  sokl  to  be  stopped. 
And  George  Romney  has  got  to  be  accountable,  and  you  cannot 
blame  Democrats  or  Republicans  or  play  them  against  each  other,, 
because  in  the  end  the  people  leave  all  the  time  and  this  name  calling 
is  not  good. 

This  is  a  conspiracy  of  money  people  and  realtors  who  are  doing  it, 
and  the  people  are  suffering.  By  what  you  just  reail,  if  that  isn't 
enough  proof  that  many  homes  had  to  be  repossessed,  causing  the 
taxpayers  that  much  money,  I  do  not  know  what  any  one  of  us  can 
bring  to  you. 

NIr.  Sporledek.  HUD's  own  review  of  235  indicates  and  states 
that  there  is  probable  fraud  in  the  operation  of  FHA  in  this  particular 
program,  so  it  is  in  the  record  as  well. 

Senator  Fong.  We  had  a  meeting  last  week,  and  I  asked  Mr. 
Romney,  when  he  appeared  before  our  committee  last  week 

Mrs.  Cincotta.  Call  him  in  again. 

Senator  Fong.   I  will  ask  the  chainnan  if  he  intends  to  do  that. 

Mrs.  Fox  (a  mend)er  of  the  audience).  It  sounds  to  me  like  this 
Senator — and  I  do  not  know  if  he  is  a  Senator  or  not — ^but  he  is  trying 
to  cover  up  for  what  is  going  on. 

Senator  Fong.   1  am  not  trying  to  cover  up  anything. 

Mrs.  Fox.  Are  you  a  Republican? 

vSenator  Fong.  Yes,  I  am.  I  come  from  a  State  that  voted  94  per- 
cent for  President  Johnson. 

Mr.  Chairman,  may  I  ask  whether  you  hitend  to  call  Mr.  Romne\" 
here? 
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Senator  Hart.  It  lias  not  been  tlie  intention  of  this  subeornniittee 
to  call  Secretary  Roinney,  and  let  me  describe  why.  The  jurisdiction 
of  this  committee  relates  to  conspiracy  and  restrahit  of  trade. 

Mahulministration  of  HUD  is  not  within  our  jurisdiction.  What 
I  intend  to  try  and  get,  hopefully,  out  of  the  mouths  of  some  wlio 
may  have  participated  is  explicit  examples  that  suggest  conspiracy 
jmd  restraint  of  trade. 

My  liunch  is  that  if  all  of  us  were  possibly — and  when  I  say  all  of 
ns,  I  mean  all  within  this  room — no  matter  how  many  people  we  put 
in  jail  for  fraud,  until  we  change  the  structure  and  negate  the  profit, 
we  will  still  be  running  around.  That  is  the  purpo.se  of  this  committee 
nieetnig. 

Mrs.  CiNCOTTA.  Take  the  profit  out  of  changing  neighborhoods. 
If  you  are  looking  again,  Senator  Fong,  just  on  the  insurance  issue. 
The  insurance  companies  by  their  owti  admission  issue  out  areas, 
talk  about  antitrust,  with  rates  set  for  certain  areas.  And  that  is  how 
it  is,  and  if  you  live  here,  that  is  what  you  pay.  And  if  you  live  a 
<-ertain  place,  \'our  car  insurance  is  higher.  And  if  you  live  a  certain 
other  place,  you  cannot  get  homeowner's  insiu'ance. 

This  is  b}"  their  own  words,  b}^  their  own  charge,  that  the}^  are  a 
monopoly.  There  is  antitrust  to  be  brought  up  and  there  is  collusion 
between  the  insurance  companies  to  do  this.  They  will  give  you  all 
itlie  proof.  They  do  not  think  there  is  anything  wrong  with  redlining 
areas. 

Mr.  vSporleder.  If  you  look  into  the  staffing  and  HUD's  office,  you 
will  find  real  estate  people.  The  man  who  directed  urban  renewal  for 
St.  Louis  was  one  of  the  largest  slum  dealers,  Charles  Leiber.  We 
<-hased  him  out  of  his  office. 

Senator  Fong.  Yoii  say  there  is  collusion  among  the  insurance 
<-ompanies.  Sometimes  it  is  a  little  difficult  with  over  2,000  insurance 
companies  in  the  United  States  to  prove  that. 

Mrs.  CiNCOTTA.  There  are  very  large  ones  that  control  a  great 
deal,  and  one  is  Chicago  State  Farm,  another  All  State  who  writes 
a  lot. 

Senator  Fong.  Mr.  Chairman,  charges  have  been  made  against 
\lr.  Romney  here.  I  think  it  nothing  btit  fair  that  we  ask  Mr.  Romnev 
or  give  him  the  record  and  ask  if  he  would  like  to  come  before  the 
committee.  I  think  it  is  fair  to  give  the  man  a  chance  to  answer  these 
charges. 

Senator  Hart.  Woidd  you  permit  the  committee  to  do  that?  I 
ai)preciate  Senator  Fong's  suggestion. 

Yes;  we  will  welcome  Secretary  Romney. 

Senator  Fong.  I  think  it  is  fair  that  we  ask  him,  and  ask  him  w*hat 
his  statement  is. 

Mr.  Chu.mbris.  Mr.  Chairman,  I  hate  to  see  the  question  of  politi- 
cal party  get  into  this  issue  because  yoti  have  a  ver}',  ver}*  serious 
jiroblem.  Ghettos  have  been  here  long  before  Nixon  took  office  in 
January  of  1969. 

Ghettos  were  here  long  before  President  Kennedy  took  office  in 
January  of  1961,  or  when  Eisenhower  took  office  in  1952.  So  let  us 
get  this  Democratic  and  Republican  out  of  it  because  when  we  held 
our  hearings  in  Boston  last  September  13,  14,  and  15,  dealing  with 
the  same  problem  that  you  people  are  brmging  from  Detroit,  St. 
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Louis,  Philadelphia,  New  York,  et  cetera,  the  problem  in  Boston  that 
we  went  and  held  our  hearings,  was  created  by  a  pool  that  was  created 
in  1962,  which  was  during  the  Democratic  administration. 

And  when  we  held  our  hearmgs,  those  problems  came  out.  ^Viiat 
we  are  trying  to  resolve,  if  we  are  going  to  resolve  the  problem,  is  to 
look  at  the  problem  itself,  and  see  what  can  be  done. 

As  I  read  earlier  from  this  insertion  in  the  Congressional  Record, 
and  I  will  read  it  once  again  because  specificall}^  Secretary  Romney 
himself  indicated,  and  I  will  read  it  again.  It  reads: 

Secretarj-  Romney  has  demanded  that  the  administration  of  FHA  programs  be 
tightened  up.  Speculators  and  other  fast-buck  artists  can  no  longer  be  allowed  to 
take  advantage  of  these  programs  and  the  low-income  Americans  they  serve  to 
get  rid  of  speculators,  and  the  FHA  will  have  to  upgrade  its  inspection  procedures 
and  existing  housing. 

Now,  we  are  talking  about  FHA,  the  people  who  run  m  tlie  held. 
Some  of  those  people  could  have  been  in  that  office  for  15  years.  They 
ma}^  have  come  in  under  a  Democratic  administration.  They  are 
civil  service,  and  they  continue  because  the  Republican  administra- 
tion camiot  kick  them  out  of  office  unless  they  do  wrong.  And  if  ihey 
do  wrong,  they  can  be  prosecuted  like  I  believe  will  come  out  in  our 
hearings  the  rest  of  this  week  when  some  witnesses  will  testif;r  as  to 
what  went  on  in  New  York  City. 

Now,  another  witness  is  going  to  testify  this  afternoon  regarding 
Bedford-Stuyvesant  Corp.  where,  as  I  understand  from  staff,  they 
have  a  fund  of  $100  million  to  loan  to  the  poor  people  to  get  better 
housing,  but  the  peo])le,  the  real  estate  people,  mvolved  instead  of 
going  to  this  group  that  has  this  $100  million  to  give  to  the  poor 
people,  are  instead  being  by]:)assed  and  going  to  the  real  estate  broker, 
who  goes  to  his  friend,  who  is  a  second  mortgagee  and  who  goes  to 
his  other  friend  and  this  and  that.  Aiul  that  is  why  you  ]:)eople  are 
having  a  problem. 

We  can  better  solve  this  problem  if  you  forget  about  the  Republicans 
and  Democrats,  and  let  us  look  at  whether  the  law  is  adequate,  and 
if  it  is  not,  then  this  committee  can  help  improve  it.  And  whether  the 
administration  of  that  law  is  adequate,  again.  Congress  can  saj'  to 
HUD,  look,  we  don't  believe  tliat  this  law  is  being  administered 
according  to  the  dictates  of  Congress.  And  if  we  go  about  it  that  wa}'", 
if  we  take  a  finer  approach  to  the  problem,  I  think  we  maj'  come  to 
some  kmd  of  solution. 

Mrs.  CiNCOTTA.  Wliat  we  would  like  to  clarify  is,  we  did  not  bring 
up  the  political  aspect.  It  was  read  into  the  record  by  Mr.  Fong,  by 
somebody  calling  something  Johnsonian. 

We  don't  know  who  the  bad  guys  are,  what  politics,  or  what  part}'. 
We  just  want  it  cleaned  uj).  We  want  something  done.  We  are  not 
laying  blame  on  one  or  the  other.  It  dichi't  come  from  the  people.  We 
are  presenting  problems.  We  are  snj^mg  our  cities  are  being  destroyed; 
our  commimities  and  fjimilies  are  being  destroyed. 

As  far  as  politics,  I  don't  know  who  is  better  than  the  other.  We 
won't  start  to  mention  that. 

Mr.  Sporleder.  The  way  it  looks.  Senator,  on  either  hand,  Demo- 
crat or  Republican,  you  end  up  with  wings  of  the  same  binl  of  i)rey 
feasting  on  the  problems  and  the  misery  of  people  in  this  country, 
and  tluit  is  tlie  sad  sight  that  we  look  at. 
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Senator  Hart.  I,  as  a  Democrat,  shall  tiy  to  calm  the  waters. 
Neither  party  has  a  monoi)oly  on  wisdom  or  freedom  from  venom,  and 
that  is  another  part  of  the  problem  in  dealing  with  human  beings. 

Senator  Fong.  Mr.  Chairman,  I  think  Mr.  Rornxney  fully  recognizes 
the  problem  because  on  April  25,  1972,  before  the  Subcommittee  on 
HUD,  Space  Science,  and  the  Senate  Committee  on  Appropriations, 
Mr.  Romney  said  as  follows: 

The  shady,  get-rich-quick  scheme  has  involved  some  real  estate  dealers,  some 
builders  and  developers,  and  even  some  housing  authorities,  who  lined  their 
pockets  with  money  from  unsophisticated  homebuyers  and  renters,  et  cetera. 

Mr.  Ronmey  goes  on  and  says: 

Regrettably,  some  FHA  personnel  were  involved  in  graft,  conflict  of  interest, 
and  corruption,  and  has  resulted  in  my  asking  the  FBI  to  investigate  a  total  of 
over  750  cases  including  those  that  we  have  referred  to  it,  some  involving  FHA 
personnel.  We  are  cooperating  fully  with  grand  juries  in  four  cities  and  we  asked 
the  Department  of  Justice  to  give  our  investigatory  requests  priority  action. 

This  shows  that  Mr.  Romney  is  fully  cognizant  that  there  are  a  lot 
of  real  estate  salesmen,  builders,  and  developers,  who  are  not  toeing 
the  Une. 

Reverend  Dodaro.  Mr.  Romney  says,  ''I  am  doing  it,"  all  the  time. 
He  told  us  there  is  no  problem  in  Chicago.  That  is  why  we  presented 
him  with  70  cases,  documented.  We  gave  them  to  Mr.  Weiner.  He  had 
no  money  to  reimburse  the  people  who  were  cheated,  but  he  sure  had 
enough  money  to  i3ut  in  $2,000  worth  of  steel  gates  to  keep  us  out  of  his 
office.  On  thi'ee  occasions  we  asked  to  meet  with  him.  He  would  not 
even  meet  with  us.  On  several  other  occasions,  we  inAdtcd  him  to 
meetings,  small  meetings,  and  every  time  he  comes  out  with  the  same 
thing,  we  are  animals.  He  is  a  gentleman.  He  says  to  us  that  Romney 
had  told  him  that. 

Now,  they  have  to  stop  j^assing  the  buck  somewhere.  It  has  to  be  an 
accountability  to  someone.  They  are  not  accountal^le  to  us. 

Senator  Fong.  These  70  cases  you  referred  to  may  be  included  in 
these  750  cases,  which  have  been  given  to  the  FBI. 

Reverend  Dodaro.  I  would  doubt  it.  I  think  they  went  into  the 
rotary  file  because  we  have  had  no  response  to  these. 

Senator  Fong.  They  are  investigating  750  cases. 

Mrs.  CiNCOTTA.  Probably  in'/estigating  most  of  us  in  the  audience, 
too. 

Reverend  Dodaro.  How  many  homes  were  repossessed  last  year? 
It  was  30,000.  How  many  of  those  did  he  investigate  that  were  riddled 
with  "violations  and  that  is  why  the  i)eople  had  to  lose  the  homes.  How 
many  of  those  were  investigated?  They  didn't  investigate  them.  They 
give  us  a  131  number.  We  don't  know  what  a  131  number  is.  I  can  tell 
you  Joe  Blow  from  itokomo  loses  his  house,  but  I  camiot  tell  you  what 
his  131  number  is.  They  tell  us  once  a  case  is  closed,  it  is  dead.  It  is  in 
your  basement  here  somewhere,  and  I  vvould  like  to  see  these  cases 
dug  up. 

Tell  me  why  those  30,000  homes  were  that  way.  Ask  Mr.  Romney 
to  do  that.  He  has  the  staff.  He  has  the  staff  to  investigate  me  and 
several  other  people.  He  ought  to  have  enough  to  investigate  these 
problems,  but  they  come  up  with  the  same  tiling.  It  is  a  disgrace.  It  is 
in  the  files.  It  is  no  good.  We  cannot  do  anytliing  about  it.  And  we 
came  to  you  because  we  cannot  go  to  him.  He  will  not  talk  to  us. 
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Senator  Fong.  Are  you  saying  that  the  30,000  homes,  which  were 
foreclosed,  are  all  Mr.  Romney's  fault? 

Mrs.  CiNCOTTA.  It  is  not  ours. 

Reverend  Dodaro.  We  ask  you  to  investigate. 

Senator  Foxg.  What  percent  of  these  30,000  homes  were  foreclosed 
due  to  Mr.  Romney's  fault? 

Reverend  Dodaro.  That  is  not  my  job  to  know.  I  am  asking  you. 

Senator  Hart.  One  of  the  things  we  hoi)e  to  develop  by  these  hear- 
ings is  to  get  a  record,  and  to  permit  the  composition  of  the  record,  the 
stenographer  would  be  helped  if  we  limited  speakers  to  one  at  a  time. 

Senator  Fong.  I  agree  with  you.  I  agree  with  the  gentleman  over 
there  that  there  have  been  lax  insj)ections  and  that  may  have  hap- 
l)enetl,  and  Mr.  Romney  admits  there  has  been  fraud,  and  some  of 
these  i)ersonnel  have  not  done  the  right  thing. 

Now,  you  give  the  imi)ression  that  much  of  this  is  his  fault,  and  that 
is  not  fan'.  We  want  the  record  to  be  seen  by  all  of  our  colleagues  in 
the  Senate  so  we  can  arrive  at  a  resolution  in  this  problem. 

Reverend  Dodaro.  Have  you  looked  at  the  homes  api)roved  by 
FHA  in  our  area? 

We  have  Mr.  Collins  from  Illinois  over  in  the  House  lookmg  at  the 
thing.  He  was  ai)palled  to  find  this,  and  Senator  Stevenson,  too,  also 
took  a  walk  through,  and  several  others  took  a  walk  through  in  our 
neighborhood,  and  we  only  showed  them  a  few.  They  just  looked  at 
them  and  said,  FHA  a[)proved  this? 

Let  us  be  reasonable.  I  am  not  saying  30,000  were  lost  because  of 
Mr.  Ronmey,  but  I  bet  you  there  is  a  good  percentage  there,  and  we 
don't  want  to  dig  up  skeletons,  do  we? 

We  ])ut  them  in  the  basement  of  the  Capitol  Building  so  nobody  can 
see  them  and  they  can  never  be  dug  up.  We  are  asking  you  to  dig  them 
u])  and  find  out. 

Now,  3'ou  feel  Mr.  Romney  is  bemg  unjustly  accused.  Fine.  Maybe 
you  ought  to  be  the  one  to  si)earhead  this  and  say,  I  want  to  prove 
those  i)eople  wrong.  And  1  guarantee  you  will  not  jn-ove  us  wrong. 

Senator  Fong.  We  are  going  to  ask  him  to  look  at  the  reconl  and  to 
submit  his  remarks. 

Reverend  Dodaro.  Don't  have  him  look  at  the  record.  Let  him  give 
3^ou  a  record. 

Senator  Fong.  You  will  have  to  answer  it. 

Reverend  Dodaro.  Let  your  investigative  staff  look  at  the  record. 
If  he  looks  at  the  record,  it  is  going  to  look  beautiful.  You  look  in  our 
record.  I  will  tell  you  my  record  as  a  priest  is  tremendous.  I  have 
never  done  anything  wTong. 

Senator  Fong.  He  will  look  at  the  record  and  see  what  charges  have 
been  made  against  him,  and  he  will  answer  those  charges. 

Mrs.  CiNCOTTA.  Ai'e  3'ou  sajdng  you  are  having  your  investigators 
look  into  what  the  charges  are  and  bring  the  charges  forward  for 
Secretary  Romney  to  answer  to? 

Senator  Fong.  I  do  not  think  our  investigators  are  e([ui|)i)ed  to  do 
that. 

Mrs.  CiNCOTTA.  Somebody  has  to  be  accountable. 

Senator  Fong.  If  we  do  investigate,  we  will  be  investigating  the 
financial  monopolistic  side  of  the  problem  and  many  accusations  have 
bcH'U  made  agahist  Mr.  Romney  for  faulty  inspections,  for  various 
other  derelictions  of  duty,  and  he  should  have  a  chance  to  answer  so  we 
can  get  the  true  story. 
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We  want  to  hear  your  side  and  we  want  to  hear  his  side. 

Mrs.  CiNcoTTA.  I  would  personally  invite  you  to  come  into  some  of 
our  cormnunities  and  look  at  these  homes,  yourselves,  so  when  Mr. 
Romney  comes  you  can  say,  I,  Mr.  Fong,  saw  these  homes.  What 
are  you  going  to  say  to  George  Romney  about  them? 

Senator  Fong.  I  think  Mr.  Romney  has  admitted  that  there  have 
been  quite  a  lot  of  faults  in  the  FHA.  Let  him  see  what  he  can  pin- 
point, his  answers  to  these  c^uestions  and  to  the  problem. 

Reverend  Dodaro.  All  he  has  to  do  is  look  in  the  mirror  and  he 
sees  the  problem.  He  is  incompetent  to  do  his  job.  If  the  man  on  top 
cannot  police  the  men  underneath  him,  then  he  has  a  problem.  If  I 
could  become  a  pastor,  and  I  have  six  men  under  me,  I  will  police 
them.  That  is  what  we  are  asking  him  to  do.  He  is  incompetent  to  do' 
that,  and  we  come  to  you  and  say  that  you  should  look  into  it. 

Mrs.  CiNCOTTA.  We  have  a  problem,  as  you  have.  What  we  would 
like  to  do  is  thank  Senator  Hart  for  having  us  here.  We  are  urging 
you  to  investigate  these  cases,  investigate  our  charges,  subpena 
Secretary  Romney  in.  I  know  there  are  more  members  on  the  commit- 
tee than  are  here  right  now. 

Senator  Fong.  We  do  not  subpena  members  of  the  Cabinet. 

Mrs.  CiNCOTTA.  All  right,  whatever  you  have  to  do  to  him,  get 
him  in  here,  and  all  the  testimony  that  we  have  given  today  should  be 
given  to  the  members,  and  I  hope  that  there  are  not  many  George 
Romney  supporters  on  the  committee. 

Our  intention  is  to  go  to  every  committee  that  will  listen  to  us, 
to  keej)  presenting  our  cases,  and  build  our  national  organization, 
the  watchdog,  and  make  sure  something  happens  that  is  good  for  the 
people  in  the  cities  and  the  urban  centers.  That  is  what  we  are  going 
to  do,  and  we  are  going  to  be  watching  what  you  i)eople  do.  Some- 
body up  there  better  do  something  for  the  people  pretty  fast  or  we  are 
going  to  end  up  with  more  riots  like  we  had  before.  We  are  tired  of 
being  pitted  one  against  the  other. 

We  are  tired  of  seeing  our  cities  burned  and  of  the  riots  and  aban- 
doned houses  through  collusion  of  the  money  interests.  We  want 
action.  We  thank  you  for  your  time.  Please  do  something. 

Senator  Fong.  You  may  rest  assured  that  the  Republicans  are  a 
minority  on  this  committee. 

Senator  Hart.  I  just  want  to  thank  each  of  you  for  coming.  I 
promise  you  we  will  do  our  best. 

We  will  recess  now  until  2  o'clock. 

(Whereupon,  a  luncheon  recess  was  taken  at  12:35  p.m.  Testimony 
resumes  on  p.  56.) 

Materials  Relating  to  Testimony  of  National 
People's  Action  on  Housing 

Letter   to  Senate  Antitrust  Subcommittee  From  Denver  Urban  Renewal 
Authority  Dated  May  26,  1972 

Denver  Urban  Renewal  Authority, 

Denver,  Colo.,  Maij:  25y  1912. 
Hon.  Philip  Hart, 
Senate  Ojfice  Building, 
Washington,  D.C. 

Dear  Senator  Hart:  I  am  enclosing  a  copy  of  an  article  which  appeared  in 
the  May  1,  1972  issue  of  the  Denver  Post.  Both  the  Commissioners  of  this 
Authority  and  I  were  disturbed  to  read  Mrs.  McKnight's  statement  concerning 
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"high  rise  apartments  built  through  urban  renewal  programs  charge  exorbitant 
rents  making  them  unavailable  for  the  poor  people  they  replace." 

I  discussed  this  with  Mr.  Jack  Blum  of  the  Antitrust  ^lonopoly  Subcommittee 
a]id  he  suggested  I  send  a  letter  directlj^  to  you.  In  addition  to  this  letter,  I  am 
enclosing  a  xerox  copy  of  a  report  which  I  prepared  sometime  ago  on  Housing 
Development  on  Urban  Renewal  Land  in  Denver.  On  the  third  page  summary 
sheet,  you  notice  that  over  1800  units  of  housing  have  been  or  are  being  developed 
on  urban  renewal  land  in  Denver.  All  of  these  housing  units  were  constructed 
under  special  FHA  programs  aimed  at  meeting  the  housing  needs  of  low  income 
and  moderate  income  famihes. 

Note  on  page  2  that  some  of  these  housing  units  rent  for  as  low  as  $40  per  two 
bedroom  apartment.  All  of  the  housing  constructed  on  land  sold  by  the  Authority 
was  financed  under  the  FHA  221  (d)  3,  236  or  235  programs.  This  Authority  is 
committed  to  providing  housing  for  poor  and  assisting  minority  groups  in  the 
sponsoring  of  low  income  housing  for  their  specific  needs. 

Project  6  listed  in  the  enclosed  report  was  constructed  under  the  221  (d)  3 
program  and  sponsored  bv  the  Coinmunity  AFO  Methodist  Episcopal  Housing 
Operation,  a  corporation  established  by  a  predominately  black  church.  The  arcW- 
tect  for  this  development  was  Mr.  Bertrom  Bruton,  one  of  the  nation's  outstanding 
black  architects. 

Project  7  listed  in  the  attached  report  consists  of  24  housing  units  under  the 
FHA  221(d)  3  on  lands  sold  to  the  Campbell  AME  Church  by  the  Denver  Urban 
Renewal  Authority.  This  project  was  also  designed  by  INIr.  Bruton  and  is  housing 
for  low  income  people  under  the  rent  supplement  program. 

Project  13  of  the  enclosed  report  is  the  Tri-State  Buddhist  Church  Development 
of  the  predominatel}^  Japanese-American  Church  and  was  designed  also  by  Mr. 
Bruton  and  will  provide  housing  for  low  income,  elderly  people. 

Project  15  of  the  enclosed  report  is  the  Coronado  Plaza  Development  sponsored 
by  the  Good  Americans  Organization,  a  Mexican- American  group.  This  will  pro- 
vide 120  housing  units  under  the  FHA  236  program  with  approximately  40  percent 
under  the  rent  supplement  program.  All  of  these  projects  are  constrvicted  on  land 
provided  for  the  specific  uses  by  the  Denver  Urban  Renewal  Authority. 

We  feel  that  Mrs.  McKnight's  statements  are  entirely  untrue  and  we  would 
appreciate  it  if  this  letter  and  report  on  Housing  Development  on  Urban  Renewal 
Land,  a  copy  of  wliich  is  enclosed,  be  presented  to  the  Subcommittee  on  Antitrust 
and  ]\[onopoly  of  the  Senate  Judiciarj'  Committee  so  that  the  record  concerning 
the  Denver  Urban  Renewal  Authority  program  and  its  efforts  to  provide  housing 
for  low  and  moderate  income  people  will  be  on  the  committee's  records. 

If  you  have  any  questions  concerning  this  matter,  please  feel  free  to  contact  me. 
Sincerelj', 

J.  Robert  Cameron, 

Executive  Direclor. 

Enclosures. 

Housing  Development  on  Urban  Renewal  Land 

(Presented  by  J.  Robert  Cameron,  executive  director,  Denver  Urban  Renewal 

Authority) 

project  1 

1  Bedroom— $95-$109;  2  Bedroom— $118-$14o;  3  Bedroom— $138-160. 

PROJECT   3 

Efficiency— $102;  1  Bedroom— $126;  2  Bedroom— $144;  3  Bedroom— $168. 

PROJECT   5 

Rent  supplement 

1  Bedroom— $34;  2  Bedroom— $40. 
Below  market  rate 

1  Bedroom— $114;  2  Bedroom— $134. 
Regular  rate 

1  Bedroom— $195;  2  Bedroom— $226. 

PROJECT   6 

EflSciency- $108;  1  Bedroom— $134;  2  Bedroom— $153;  3  Bedroom— $179. 
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PROJECT   7 

Efficiency— $103;  1  Bedroom— $128;  2  Bedroom— $146;  3  Bedroom— $170. 

PROJECT   14 

Rent  supplement 

1  Bedroom— $34;  2  Bedroom— $40. 
FHA  236  program 

1  Bedroom— $114;  2  Bedroom— $134. 

Under  the  FHA  236  Program  the  tenants  will  pay  25%  of  their  income  or  the 
FHA  amount,  whichever  is  greater.  On  the  rent  supplement  the  government 
makes  up  the  difference  between  that  rate  and  the  FHA  rate. 

Each  amount  varies  with  each  individual  situation. 

SUMMARY 

Skyline  project 

Total  Number  of  Units— 1,206  +  400  Room  Hotel;  Total  Estimated  Develop- 
ment Cost— $43,739,900.00. 

Whittier  project 

Total  Number  of  Units — 82;  Total  Estimated  Development  Cost — 
$954,300.00. 

Avondah  project 

Total  Number  of  Units — 544  +  100  bed  convalescent  home;  Total  Estimated 
Development  Cost— $6, 61 7, 800.00. 

Project  1 

avondale  project 

(Parcels  C,  D-1,  D-2,  and  D-3) 

Proposals  submitted  by. — Frederick  R.  Ross  Company;  Heffler  Construction 
Company;  Garret-Bromf eld ;  Van  Schaack  and  Company. 

Award  made  to. — Colfax  Terrace  West,  Inc. 

Development  team. — Van  Schaack  and  Company;  Mid- West  Redevelopment 
Corporation;  ^lax  Ratner  &  Cliarles  Sink  architects. 

Sponsor. — Avondale  Redevelopment,  Inc. 

Project  name. — Colfax  Terrace  West,  Inc. 

Development  breakdown 

Development  cost. — $5,259,000. 

Number  of  units. — Garden  Level — 124  Units;  Hi-Rise  Structures — 349  Apart- 
ments. 

Financing.— Gardel  Level  221d3;  Hi-Rise  221d3. 

Land  price.— $209,253,  $.50  p.s.f. 

Award. — Pre-determined  price  for  tlie  land  with  award  based  on  design  and  use 
30-da5'  advertising  period  j^rior  to  making  award  to  solicit  other  proposals. 

Project  2 

avondale  project 

(Parcel  06-09) 

Proposals  submitted  by. — T.  S.  Corporation. 
Award  made  to.—T.  S.  Corporation. 
Development  team. — Henry  Toll. 
Project  name. — Slierlock  Homes. 

Development  breakdown 

Development  cost. — $164,800. 

Number  of  xmits. — 12 — 2  bedrooms. 

Financing.— YYik  221d3. 

Land  pr/ce.— $23,000,  $.64  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and  use 
30-da}-  advertising  period  prior  to  making  award  to  solicit  other  proposals. 
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Project  3 

avondale  project 

(Parcels  05-05,  05-12,  07-16,  08-15,  08-19,  11-16,  and  29-12) 

Proposals  submitted  by. — Good  Americans  Organization,  Inc. 
Award  made  to. — Good  Americans  Organization,  Inc. 
Development  team. — Good  Americans  Organization,  Inc. 
Project  name. — G.A.O.  Homes,  Inc. 

Development  breakdown 

Development  cost. — $450,000. 

Number  of  units. — 44. 

Financing. — FHA  221d3. 

Land  price.— $51,200,  $.47  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and 
use  30-day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  4 

avondale  project 

(Parcels  35-02  and  35-03) 

Proposals  submitted  by. — Mil- Rose     Investment      Compan\^;      1500     Hooker 
Corporation. 
Award  made  to. — 1500  Hooker  Corporation. 
Development  team.— 1500  Hooker  Corporation. 
Project  name. — Avondale  Convalescent  Center. 

Development  breakdown 

Development  cost. — $500,000. 

Number  of  units. — 100  Bed  Convalescent  Home. 

Financing  — Conventional. 

Land  price.— ^^,^12  square  feet— $21,500,  $.60  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and  use 
30-day  advertising  period  prior  to  making  award  to  solicit  otlier  proposals. 

AVONDALE    PROJECT 

(Parcel  07-13) 

Proposals  submitted  by. — Cheltenham  Heights,  Inc. 
Award  made  to. — Cheltenham  Heights,  Inc. 
Development  team. — D.  C.  Burns  Realty  Company. 
Project  name. — Town  View  Annex. 

Development  breakdown 

Development  cost. — $244,000. 

Number  of  units. — 25. 

Financing.— FHK  221d3. 

Land  price.— %24:,000,  $.14  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  awared  based  on  design  and 
use  30-day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

WHITTIER   PROJECT 

(Parcels  0.5-D-02,  05-D-lO,  06-D-Ol,  06-D-23,  12-E-09,  26-B-09,  and  29-E-07) 

Proposals  submitted  by. — Shorter   Community   A.M.E.   Housing   Corporation. 
Award  made  to. — Shorter  Community  A.M.E.  Housing  Corporation. 
Development  team. — Shorter  Community  A  M.E.  Housing  Corporation,  Bertram 
A.  Bruton,  Architect. 

Project   name. — Shorter    Arms. 

Development  breakdown 

Development  cost. — $435,000. 
Number  of  units. — 43  Units. 
Financing. — FHA  221d3. 
Land  price.— $23,700,  $.34  p.s.f. 
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Award. — Price  for  the  land  based  on  FHA  feasibility  with  award  based  on 
design  and  use  30-day  advertising  period  prior  to  making  award  to  solicit  other 
proposals. 

WHITTIER  PBOJECT 

(Parcel  31-E-Ol) 

Proposals  submitted  by. — Strauss  Enterprises,  Inc.;  Campbell  Chapel  A.M.E. 
Church   Housing   Corporation. 

Award  made  to. — Campbell  Chapel  A.M.E.  Church  Housing  Corporation. 

Development  team. — Campbell  Chapel  A.M.E.  Church  Housing  Corporation, 
Bertram  A.  Bruton,  Architect. 

Development  breakdown 

Development  cost. — $278,300. 

Number  of  units. — 24  Units. 

Financing.— FK  A    221d3. 

Land  price.— 73.90o  square  feet— $18,000,  $.24  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  leased  on  design  and 
use  30-day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  8 

whittier  project 

(Parcel  43-B-1.5) 

Proposals  submitted  by. — Manual  High  Realty. 

Award  made  to. — Manual  High  Realty. 

Development  team. — Manual  High  Realty. 
Development  breakdown 

Development  cost. — $16,000. 

Number  of  units. — 1. 

Financing. — Conventional. 

Land  price.— 4,,7^7  square  feet— $900,  $.18  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and  use. 
30-Day  advertising  period  i^rior  to  making  award  to  solicit  other  proposals. 

Project  9 

whittier  project 

(Parcels  16-E-06,  27-B-08,  28-B-07,  28-B-14,  42-B-03,  and  43-B-15) 

Proposals  submitted  by. — Rev.  Acen  L.  Phillips,  Berne,  Inc. 

A.ward  made  to. — Berne,  Inc. 

Development  team. — Berne,  Inc. 
Development  breakdown 

Development  co.s«.— $100,000. 

Number  of  units. — 6  single  family  dwellings. 

Financing.— FR A  203. 

Land  price.— $5,400,  $.18  p.s.f. 

Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and  use. 
30- Day  advertising  period  prior  to  making  the  award  to  solicit  other  proposals. 

Project  10 

whittier  project 

(Parcels  28-B-19,  38-B-13,  38-B-17,  42-B-0.5,  43-B-lO,  02-E-Ol  Nl/2,  02-E-21, 

and  03-E-17) 

Proposals  submitted  by. — Robert  L.  Graves;  Bishop  Homes,  Inc.;  William  Grant. 
Award  made  to. — Robert  L.  Graves. 
Development  team. — Robert  L.  Graves. 
Dcveloptnent  breakdown 

Development  cost. — $125,000. 

Nwnber  of  units. — 8  single  family  dwellings. 

Financing.— FB.  A  220. 

Land  price.— 56,702— $13,050,  $.24  p.s.f. 
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Award. — Pre-determined  price  for  the  land  with  award  based  on  design  and  use. 
30-Day  advertising  period  prior  to  making  the  award  to  solicit  other  proposals. 

Project  11 
skylink  project 
(Blocks  02  and  12) 

Proposals  made  h;/. — Volunteers  of  America. 

Award  made  to. —  \^olunteers  of  America. 

Development  team. — Volunteers  of  America. 

Project  name. — Sunset  Park. 
Development  breakdown 

Development  cost. — $4, 63. j, 000. 

Number  of  units. — 242  Residential  Apartments. 

Financing. — FHA  236  program. 

Land  pnce.— 96,800  sq.  ft.  @i  $1.38  p.s.f.,  .$133,100. 

Award. — Predetermined  price  for  the  land  with  award  based  on  design  and  use. 
30-Day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  12 
skyline  project 
(Blocks  05  and  09) 

Proposals  made  by. — Larimer  Place,  Ltd.;  Mariner  Colorado  Group;  Trans- 
continental Colorado  Corp. 

Award  made  to. — Larimer  Place,  Ltd. 

Development  team. — John  &  Dana  Crawford — Larimer  Square;  Henry  Perry — 
Lehman  Brothers;  R  T  K  L— Architects. 

Project  name. — Larimer  Place. 
Development  breakdown 

Development  co-sf.— $30,000,000. 

Number  of  units. — 387  Luxury  Apartments;  400  Unit  Hotel. 

Financing. — Conventional. 

Land  price.— l'A,SOO  sq.  ft.  @  $5.00  p.s.f.,  $774,000. 

Award. — Predetermined  price  for  the  land  with  award  based  on  design  and  use. 
Once  the  Offer  to  Negotiate  is  accepted,  there  will  be  a  120-day  negotiation  period, 
prior  to  signing  the  Redevelopment  Contract. 

Project  13 

skyline  project 

(Block  13) 

Proposals  made  by. — Tri-State  Buddhist  Churcli  Apartments,  Inc. 

Award  made  to. — Tri-State  Buddhist  Church  Apartments,  Inc. 

Development  team. — Tri-State  Buddhist  Church  Apartments,  Inc.  Bertram  .\. 
Bruton — Architect. 
Development  breakdown 

Development  cost. — $3,911,400. 

Number  of  units. — 198  Residential  Apartments. 

Financing. — FHA  236  Program. 

Land  price.— V3  A,  B— 79,900  sq.  ft.  @  $1.85  p.s.f.,  $147,800;  13  D— 13,300 
sq.  ft.  @  $3.10  p.s.f.,  $41,000. 

Award. — Predetermined  price  for  the  land  with  award  based  on  design  and  use. 
30- Day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  14 

skyline  project 

[Parcels  15C  and  E) 

Proposals  made  by. — Urban  Housing  Associates,  Ltd. 
Award  made  to. — Urban  Housing  Associates,  Ltd. 

Development  team. — Urban  Housing  Associates,  Ltd.,  Maxwell  L.  Saul — 'Archi- 
tect. 
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Project  name. — Skyline  apartments. 
Development  breakdown 

Development  cos/.— $2,183,500. 

Number  of  units. — 142  Residental  Apartments. 

Financing. — FHA  236  Program. 

Land  pnce.— .57,775  sq.  ft.  at  $1.30  p.s.f.,  $75,000. 

Award. — Predetermined  price  for  the  land  with  award  based  on  design  and  use. 
30-day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  15 

skyline  project 

(Block  01) 

Proposals  made  by. — Good  Americans  Organization. 

Award  made  to. — Good  Americans  Organization. 

Development  team. — Good  Americans  Organization,  Miles  Lantz,  Architect. 

Project  name. — Coronado  Square. 

Development  breakdown 

Development  cosi.— $1,260,000. 

Number  of  units. — 121  Residential. 

Financing. — ^FHA  236  Program. 

Land  price.— 48,4:00  sq.  ft.  at  $1.85  per  sq.  ft.  =  $89,540. 

Award. — -Predetermined  price  for  the  land  with  award  based  on  design  and  use. 
30-day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

Project  16 

skyline  project 
(Parcel  14- A) 

Proposals  made  by. — Ross  B.  Hammond  Company;  Urban  Housing  Associates; 
Listrar;  Whittaker  Corporation;  Manzanares  Construction  Company;  Facilities 
Planning  and  Development  Company;  Mount  Gilead  Housing. 

Award  made  to. — Ross  B.  Hammond  Company. 

Development  team. — Ross  B.  Hammond  Company,  Campbell- Yost- Grube  and 
Partners. 

Project  name. — Columbia  View  Manor. 

Development  breakdown 

Development  cost — $1,750,000. 

Number  of  units. — 116  Residential. 

Financing.— FKA  236. 

Land  price.— 52,000  sq.  ft.  at  $1.50  sq.  ft.  =  $76,500. 

Award. — Predetermined  price  for  the  land  with  award  based  on  design  and 
use.  30  day  advertising  period  prior  to  making  award  to  solicit  other  proposals. 

[From  the  Denver  Post,  Monday,  May  1,  1972] 

Realtors,  "Bureaucrats"  Accused  of  Cheating  Poor 

denver  housing  for  minorities 

Washington,  D.C. — Denver  real  estate  operators  working  "hand  in  hand  with 
government  bureaucrats"  are  cheating  poor  Chicanes  and  blacks  in  federal  aid 
housing  programs,  it  was  charged  here  Monday. 

Mrs.  Gloria  Lopez  McKnight,  a  spokesman  for  the  Latin-American  Coordinat- 
ing Council,  Lie,  leveled  the  attack  at  Denverites  in  wide-ranging  testimony  on 
housing  for  the  poor  before  the  Senate's  antitrust  and  monopoly  subcommittee. 

CONFERENCE  HELD 

Mrs.  McKnight,  of  Detroit,  Mich.,  listed  Denver  among  several  cities  in  which, 
she  said,  research  data  was  gathered  last  October  during  a  conference  on  "Mexican- 
American  housing  patterns"  at  Albuquerque,  N.M.,  a  conference  sponsored  by  the 
Department  of  Housing  and  Url)an  Development  (HUD). 
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In  her  statement  tf>  the  subcommittee  headed  by  Sen.  Philip  Hart,  D-Mich., 
^Irs.  McKnight  said  that  "the  time  is  long  overdue  for  this  nation  to  rearrange 
its  priorities  and  address  itself  to  human  needs." 

Evidence  has  been  developed  in  Denver,  Mrs.  McKnight  said,  of  "low-grade 
materials  and  workmanship  in  construction  of  homes  for  the  poor  under  current 
housing  programs,  such  as  235  (the  federal  housing  plan  for  low-income  families)." 

In  Denver,  Mrs.  McKnight  charged,  "Realtors  working  hand  in  hand  with 
government  bureaucrats  exploit  the  people.  At  first,  the  Realtors  used  the  plan 
(23.5)  to  sell  older  homes  that  were  in  disrepair. 

"Following  a  recent  investigation  of  235,  Realtors  have  begun  to  market  newer 
homes,  just  as  poorly  built  or  worse  than  the  older  homes." 

Using  Denver  as  an  example,  Mrs.  McKnight  said  that  the  federal  government 
ought  to  set  higher  building  standards  "so  that  homes  sold  under  235  may  be 
guaranteed  to  last  20  or  30  years." 

CHARGES    ECHOED 

The  witness,  echoing  charges  made  repeatedly  in  Denver,  said  that  high-rise 
apartinents  built  through  urban  renewal  programs  "charge  exorbitant  rents, 
making  them  unavailable  for  the  poor  people  they  replace. 

AFTERNOON  SESSION 

Senator  Hart.  The  committee  will  be  in  order. 

We  will  depart  from  the  witness  schedule.  We  will  hear  next  from 
Mr.  Franklin  Thomas. 

Mr.  Thomas,  will  you  rise  and  be  sworn? 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  Mr.  Thomas,  we  will  order  printed  in  the  record,  in 
full,  your  prepared  statement.  As  you  go  along,  if  there  is  any  foot- 
noting you  care  to  do  or  skipping,  feel  free  to  do  it. 

TESTIMONY  OP  FRANKLIN  THOMAS,  PRESIDENT,  BEDPORD 
STUYVESANT  RESTORATION  CORP. 

Mr.  Thomas.  Thank  you  very  much. 

Mr.  Chairman  and  members  of  the  staff  and  the  subcommittee,  my 
name  is  Franklin  Thomas.  I  am  president  of  the  Bedford  Stuyvesant 
Restoration  Corp.,  and  I  have  held  that  position  since  the  inception 
of  the  corporation  in  1967. 

I  am  here  this  afternoon,  pursuant  to  an  invitation  of  the  sub- 
committee, extended  by  yourself,  Mr.  Hart. 

I  have  been  asked  to  describe  the  Restoration  Corp.  and  the 
mortgage  program  we  developed  for  the  benefit  of  the  residents  of  our 
area.  I  would  like  to  begin  by  describing  a  little  bit  about  Bedford 
Stuyvesant. 

New  York  City  is  divided  into  five  boroughs,  one  of  which  is 
Brooklyn,  and  a  j^art  of  the  borough  of  Brookl>^l  is  known  as  Bedford 
vStuyvesant.  We  think  of  it  as  a  city.  It  has  450,000  people  living  on 
approximately  650  square  blocks  which  cover  about  9  square  miles. 
The  population  of  Bedford  Stuyvesant  is  largely  black:  about  85 
l)ercent  black,  about  10  percent  Puerto  Rican,  and  5  percent  white. 
According  to  the  statistics  I  read,  it  is  the  second  largest  predominantly 
black  community  in  the  country. 

In  1967  when  our  corporation  began  its  work,  Bedford  Stuyvesant 
was  characterized  by  all  of  the  problems  which  we  know  are  plaguing 
our  cities. 
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Its  infant  mortality  rate  was  tmce  the  national  average,  juvenile 
delinquency  over  twice  the  New  York  City  rate,  and  7  out  of  10  of  its 
high  school  students  would  either  not  complete  high  school  or,  if  they 
did  they  would  graduate  v.dth  the  kind  of  diploma  that  did  not  equip 
them  to  go  on  to  higher  education.  Unemployment  was  almost  twice 
the  national  average ;  nearly  a  third  of  the  families  in  Bedford  Stuy ve- 
sant  lived  on  annual  incomes  of  $3,000  or  less. 

The  area  was  overcrowded  and  deteriorating.  The  housing  v.-as  in- 
adequate. Educational  opportunities  were  substandard.  Health  and 
sanitation  conditions  were  bad.  In  short,  the  free  enterprise  system  was 
not  working  in  Bedford  Stuyvesant  as  it  was  working  in  other  parts  of 
America.  Very  little — if  anything — was  being  done  to  correct  the  situ- 
ation, and  the  residents  were  without  hope.  The  common  denominator 
was  poverty.  Overall,  Bedford  Stuyvesant  presented  a  classic  example 
of  the  urban  decay  which  is  blighting  our  cities. 

Restoration  and  its  sister  corporation,  the  Bedford  Stuyvesant 
D,  &  S.  or  Development  and  Services  Corp.,  are  both  nonprofit  corpo- 
rations organized  in  1967  through  the  efforts  of  the  late  Senator 
Robert  F.  Kennedy.  The  purpose  behind  these  corporations  is  to  im- 
plement a  new  approach  in  trying  to  solve  the  problems  of  the  inner 
cities. 

Begun  as  a  pilot  demonstration  directed  toward  a  specific  area,  the 
program  conceived  by  the  late  Senator  was  to  provide  a  model  for 
urban  redevelopment  throughout  the  entire  country.  The  goal  was  the 
total  physical,  social,  and  economic  rehabilitation  of  Bedford  Stuyve- 
sant. The  program  proposed  to  turn  Bedford  Stuyvesant  around,  from 
a  decajdng  area  into  a  going  city.  Part  of  the  mechanism  was  the  infu- 
sion of  large  amounts  of  capital  into  this  specific  geographic  area 
through  programs  affecting  every  aspect  of  the  community's  life. 

More  importantly,  the  residents  of  Bedford  Stuyvesant  would  have 
a  controlling  voice  in  every  decision  that  affected  their  lives,  and  each 
program  would  be  developed  so  that  the  residents  could  continue  it  on 
their  oun  as  soon  as  outside  aid  was  no  longer  necessary. 

In  addition,  each  program  was  to  be  planned  as  one  piece  of  a  total 
effort  that  would  combine  job  training,  job  development,  capital  for- 
mation, credit,  housing  improvements,  education,  communication, 
and  the  social  welfare  of  the  people  themselves. 

Although  the  basic  problem  of  Bedford  Stuyvesant  is  and  was  one  of 
poverty,  the  program  that  evolved  from  the  two  corporations  is  not 
one  thi'ough  which  money  is  simply  pumped  into  a  community  and 
consumed  as  a  stopgap  measure.  Rather,  the  money  was  placed  in 
programs  to  build  for  the  future — to  build  toward  a  self-sustaining 
community  with  income-producing  projects  to  be  developed  and  exist- 
ing ones  expanded. 

The  partnersliip  between  Restoration  and  D.  &  S.  is  an  attempt  to 
coordinate  the  tremendous  human  resources  and  desires  of  the  people 
of  Bedford  Stuyvesant  with  the  teclinical  and  financial  resources  of  the 
private  sector  of  New  York. 

Restoration  initiates  and  directs  projects.  Through  its  staff  it  looks 
at  the  conditions  that  exist  and  tries  to  design  programs  attempting  to 
eliminate  and  eradicate  those  conditions  wliicli  need  to  be  eUminated. 
Its  board  members  are  local  residents,  and  the  chairman  is  the  State 
Supreme  Court  Justice  Thomas  Jones,  who,  like  myself,  is  a  lifetime 
resident  of  Bedford  Stuyvesant. 
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The  D.  &  S.  Corp.,  the  sister  group,  encourages  business  development 
and  investment  in  the  area  and  provides  business  assistance.  Its  board 
members  are  largely  business  executives,  and  its  chairman  is  Mr, 
Benno  C.  vSchmidt,  who  is  the  managing  partner  of  J.  H.  Whitney. 
The  president  of  D.  &  S.  is  John  Doar,  wlio  is  a  former  assistant 
attorney  general  of  the  United  States.  The  corporations  are  jointly 
funded  through  the  special  imi)act  program  of  OEO,  along  \\ath  con- 
tributions from  foundations,  private  business,  and  individuals. 

Wliile  the  programs  of  Restoration  cover  a  wide  range  of  community 
needs — they  cover  business  development,  job  development,  education 
and  the  like.  For  this  afternoon's  discussion,  I  am  going  to  focus 
specificall}^  on  the  housing  programs,  and  then  the  relationship  of  the 
mortgage  effort  to  that  housing  strategy. 

Restoration's  mortgage  pool  is  actually  only  one  aspect  of  a  com- 
prehensive housing  program,  the  essential  goal  of  which  is  to  help 
improve  the  cpiality  and  increase  the  number  of  housing  units  in 
Bedford  Stuyvesant.  Our  housing  strategy  has  really  three  specific 
aims.  First,  we  tr^^  to  figure  out  how  to  preserve  and  stabilize  the 
existing  housing  stock  which  is  in  reasonably  good  shape.  Secondly, 
we  try  to  keep  it  that  way  by  repairing  and  rehabilitating  the  aban- 
doned buildings  which  exist  throughout  Bedford  Stuj'^vesant.  And, 
finall}^,  for  those  buildings  which  are  be3'ond  hope,  we  try  to  replace 
them  with  new  housing  units. 

Essential  to  the  strategy  is  our  belief  that  the  process  of  developing 
a  housing  unit  itself  m^ust  confer  benefits.  That  is,  it  would  be  in- 
appropriate and  inconsistent  with  our  programs  to  say  we  have  a  need 
for  X  number  of  housing  units.  Therefore,  we  will  go  through  govern- 
ment or  other  sources,  bring  in  outside  developers  to  build  those 
housing  units,  and  then  turn  them  over  to  the  community  saying  in 
effect,  OK,  here  are  the  housing  units  you  need. 

Wliat  we  believe  is  that  the  process  of  developing  units,  the  land 
assembl}^,  the  architects,  the  workers,  the  general  contractors,  the 
purchase  of  supplies,  all  of  that  should  benefit  the  people  in  Bedford 
Stuyvesant  because  the  building  process  is  an  industry,  and  it  is 
critical  that  this  process  result  in  some  benefits  to  the  residents  of 
our  area. 

For  example,  in  our  exterior  renovation  program  which  helps  us 
preserve  existing  housing,  we  hire  and  train  unemployed  local  resi- 
dents to  paint  exteriors  and  to  repair  sidewalks,  iron  gates,  fences, 
and  front  doors  of  homes  in  the  community.  In  addition,  we  encourage 
communit}^  organization  by  requiring  homeowners  to  form  block  asso- 
ciations in  order  to  participate  in  this  program.  Finally,  each  par- 
ticipating homeowner  is  required  to  promise  to  not  only  maintain  the 
exterior,  but  to  make  interior  improvements  as  well  and  to  use  local 
labor  in  the  process. 

The  mortgage  program  operates  to  preserve  existing  sound  housing 
in  an  equally  fundamental  way. 

The  bulk  of  the  existing  housing  stock  in  Bedford  Stuyvesant  con- 
sists of  l-to-4  family  dwellings,  and  a  fair  percentage  of  these  buildings 
are  owner-occupied.  We  estinuxte  about  20  percent.  Resident  owner- 
ship is  important  to  our  community,  as  it  is  to  any  community. 
Homeowners  have  an  interest  in  the  community  and  the  incentive  to 
make  improvements.  Mortgage  financing  is  essential  to  home  owner- 
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ship,  both  for  the  initial  i)urchase  of  the  home,  as  well  as  for  making 
major  im])rovements  and  meeting  major  maintenance  expenses. 

However,  prior  to  Restoration's  involvement  in  the  area  of  home 
credit,  mortgage  loans  on  reasonable  terms  for  small  or  medium  size 
residential  properties  were  not  available  in  Bedford  Stnyvesant  as 
they  were  in  other  areas.  The  volume  of  FHA  insured  loans  was  very 
low.  The  area  was,  as  you  have  heard  the  term  is  used  often  enough — 
redlined  by  both  FHA  and  most  banks.  That  is,  the  institutions  were 
not  willing  to  make  home  loans  in  the  area. 

The  mortgage  loans  that  were  available  were  obtainable  at  verj^  higli 
effective  interest  rates.  The  pattern  of  financing  that  emerged  usually 
involved  several  concurrent  mortgages  on  a  single  home,  with  very 
short  i)ayback  periods.  For  exam])le,  a  family  that  desired  to  i)urchase 
a  home  for  $18,000  with  $2,000  down,  would  pay  in  effect,  $25,000  for 
that  home  because  the  points  for  percentages  of  the  mortgage  amount 
would  be  added  to  the  purchase  ])rice. 

The  example  which  I  have  illustrated  in  the  prepared  text  is  only 
one  way  that  this  works.  After  the  downpayment  was  made,  for  the 
remaining  indebtedness  (instead  of  being  able  to  get  a  25-year  long- 
term  mortgage  to  cover  the  $16,000  involved),  the  family  would  in 
fact  find  itself  saddled  with  a  first  mortgage  covering  roughly  two- 
thirds  of  the  balance,  payable  in  10  years,  and  then  a  second  mortgage 
covering  the  remaining  third,  usually  ]5ayable  in  5  years. 

In  order  to  get  that  fuiancing,  the  family  would  have  had  to  pay 
anywhere  from  10  to  20  points,  or  10  to  20  percent  of  that  debt.  And 
it's  that  amount  of  money — the  points — which  would  have  brought 
an  $18,000  purchase  to  a  $20,000  purchase  for  that  famil}^  Assuming 
that  3^ou  had  an  interest  rate  of  about  6  percent  on  each  of  these 
loans  in  1967,  the  family  would  have  had  to  pay  $249  per  month  for 
principal  and  interest  alone. 

In  contrast,  if  they  had  been  able  to  get  a  $16,000  loan  for  25  years, 
the  cost  to  the  o^^^ler  would  have  been  approximately  $103  a  month. 
This  does  not  include  real  estate  taxes,  heating  or  other  operating 
costs,  because  these  would  be  the  same  in  either  interest. 

With  all  their  savings  gone  toward  the  down  payment,  the  family 
would  be  unable  to  maintain  the  property  properly.  They  would  have 
had  to  take  in  single  room  occupants  to  provide  additional  income,  or 
])artition  their  home  into  tim^  apartments.  Increased  traffic  in  a 
buihUng  generates  an  increased  need  for  maintenance  and  repairs, 
and  since  there  would  be  fewer  dollars  to  make  those  rejiairs,  the 
quality  of  the  j^roj^erty  would  start  to  go  downhill  in  short  order. 

Even  those  homeowners  who  were  fortunate  enough  to  build  up 
some  equity  in  their  home  over  a  period  of  years  were  really  not  much 
better  off.  Without  mortgage  money  to  refinance  the  present  indebted- 
ness on  the  property  on  reasonable  terms,  their  equity  was  in  effect 
frozen.  Despite  their  equity,  they  were  not  able  to  borrow  to  make 
costly  repairs  and  improvements,  and  thus  the  property  continued 
dowaihill.  It  was  a  recognition  of  these  and  similar  deficiencies  in  the 
home  credit  market  that  encouraged  Restoration  to  seek  to  enter  the 
field  of  home  credit  financing. 

In  the  fall  of  1967,  Restoration,  mth  the  aid  of  some  of  the  members 
of  the  p.  &  S.  board,  convened  a  meeting  with  representatives  of 
the  major  banks  and  insurance  companies  in  New  York  City  to  en- 
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courage  these  fina.ncial  iustiUitions  to  commit  money  for  residential 
mortgage  loans  for  Bedford-Stuyvesant  residents.  We  presented  to 
them  the  total  development  plan  that  we  had  for  Bedford-Stuyvesant 
and  explained  that  it  was  a  plan  supported  by  the  residents  of  the 
area,  by  the  Federal  Government  through  the  special  impact  program, 
by  foundations  and  others  interested  in  tr3dng  to  find  solutions  to  the 
problems  of  urban  decay. 

We  asked  the  banks  and  insurance  companies,  in  effect,  to  commit 
a  certain  sum  of  money  to  Bedford-Stuyvesant  for  home  credit.  i\'Iost 
of  them  were  not  making  loans  in  the  area  at  that  time,  in  part 
because  the  state  of  the  mortgage  market  was  such  that  they  could 
place  their  money  in  other  areas  which  were  more  prosperous  and 
which  presented  as  thcj^  described  it,  fewer  risks. 

We  pointed  out  that  the  proposed  mortgage  program  would  itself 
contribute  to  a  reduction  in  the  high  risk  status  of  the  area,  and  thus 
help  convert  Bedford-Stuyvesant  into  a  community  which  would  be 
more  attractive  to  conventional  mortgage  financing. 

After  several  meetings  and  a  tour  of  the  area  by  the  bank  and  other 
high  officials  in  the  institutions,  a  group  of  80  banks  and  nine  insurance 
companies  agreed,  in  principle,  to  pool  from  their  respective  resources 
approximately  $65  million  for  a  mortgage  program  in  Bedford- 
Stuyvesant  for  4  years. 

The  terms  of  the  program  were  as  follows : 

The  funds  committed  to  the  program  would  be  used  exclusively  for 
FHA  insured  mortgage  loans  to  purchase,  refinance  or  rehabilitate 
one-  to  four-family  residences  located  in  Bedford-Stuyvesant.  These 
residences  would  have  to  be  on  streets  that  did  not  contain  a  sub- 
stantial number  of  abandoned  buildings;  they  had  to  be  on  streets 
that  were  used  primarily  for  residential  purposes,  so  we  excluded  the 
commercial  streets ;  they  had  to  be  on  streets  where  condemnation  by 
the  city  of  New  York  was  not  expected;  and  on  streets  where  a  sub- 
stantial number  of  the  residences  w^ere  o^^^ler  occupied. 

The  institutions  agreed  that  all  the  loans  would  be  made  at  par  and 
not  at  a  discount;  thus,  the  borrower  would  receive  the  face  amount 
of  his  note,  subject  only  to  the  fees  that  were  permitted  by  FHA 
regulations. 

All  loan  applications  were  to  be  processed  by  the  Restoration 
Corp.  until  a  firm  commitment  for  mortgage  insurance  was  obtained 
from  the  FHA.  Restoration  would  then  refer  the  FHA  approved 
applications  to  one  of  the  participating  institutions  for  the  mortgage 
loan  closing. 

Now,  this  was  important  to  us  because  here,  as  in  all  other  programs, 
we  operate,  we  wanted  to  create  local  capacity.  Just  as  I  described 
earlier  that  the  process  of  developing  housing  is  critical  to  any  com- 
munity's survival,  we  felt  that  the  creation  of  a  local  instrument  which 
could  handle  the  processing  of  mortgage  loan  requests  was  important 
to  the  future  of  Bedford-Stuyvesant. 

To  assist  us  in  getting  the  program  started,  two  of  the  major  banks 
participating  in  the  pool  contributed  personnel  to  train  our  stafl'  on 
how  to  process  FHA  loan  applications.  In  addition,  one  of  the  banks 
from  the  pool  volunteered  to  execute  all  commitment  applications 
processed  by  our  mortgage  department,  since  the  FHA  will  accept 
applications  only  when  originated  by  a  lender  it  has  formally  approved. 
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It  was  contemplated  that  after  Restoration  developed  the  capacity 
and  experience  in  mortgage  processing,  that  Restoration  itself  would 
apply  to  become  an  approved  FHA  mortgagee  and  thus  be  able  to 
originate  and  close  tlie  loans  itself.  Restoration  could,  after  the  clos- 
ings, then  assign  the  closed  loans  to  the  financial  institutions 
participating  in  the  pool. 

This  was  the  set  of  ground  rules  under  which  the  mortgage  pool 
began.  This  was  the  understanding  we  all  had,  and  this  is  how  we  got 
underway  in  May  of  1968. 

It  was  anticipated  that  when  the  mortgage  program  was  formally 
announced  and  our  doors  were  open,  the  residents  of  Bedford  Stuy- 
vesant  would  inundate  our  facilities  in  order  to  obtain  the  low-cost 
mortgage  money  being  made  available,  particularly  those  residents 
who  needed  refinancing  in  order  to  clear  up  heavy  first,  second  and 
sometimes  third  mortgages  on  their  property.  The  anticipated  run  for 
mortgage  money  just  did  not  occur,  and  the  reasons  for  this  soon  be- 
came clear  to  us. 

Shortly  after  the  pool  was  formally  announced  to  the  public,  local 
real  estate  brokers  were  advised  by  us  that,  in  light  of  the  fact  that  our 
purpose  was  to  encourage  home  ownership  and  repair,  all  unnecessary 
fees  were  being  discouraged.  Thus,  the  mortgages  were  being  offered 
at  cost  by  the  lenders,  and  in  cases  where  there  was  a  refinancing,  the 
broker  would  not  be  entitled  to  a  fee  for  merely  telling  someone  to 
go  to  Restoration  to  file  an  application.  Well,  the  brokers  objected 
strenuously  to  these  conditions. 

Several  fruitless  meetings  were  held  between  ourselves  and  the 
brokers  in  an  effort  to  resolve  the  differences  that  had  set  in.  We 
pointed  out  to  the  brokers  that  they  would  still  earn  their  broker's 
fees  on  sales  of  property,  and  that  the  ready  availability  of  home  credit 
on  reasonable  terms  should  stimulate  the  sales  market. 

Notwithstanding  our  eft'orts,  the  brokers  remained  hostile  to  the 
program,  and  generally  refused  so  cooperate  with  it.  They  brought 
neither  their  purchase  nor  their  refinancing  matters  through  our  mort- 
gage program.  Instead,  they  continued  to  steer  their  customers  to  the 
various  funding  companies  where  substantial  discounts  had  to  be  paid 
by  owners  or  purchasers  in  order  to  obtain  mortgage  money.  This 
practice  on  the  part  of  the  brokers  became  a  significant  obstacle,  and 
had  a  direct  negative  bearing  on  our  mortgage  pool's  volume. 

The  second  related  problem  was  that  of  how  to  reach  the  residents  of 
Bedford-Stuyvesant  and  tell  them  of  the  existence  of  the  pool  and  its 
low-cost  mortgage  money.  Toward  that  end,  the  corporation  undertook 
a  publicity  campaign  in  1968  which  included  radio  and  newspaper  ads, 
interviews,  speeches  at  local  churches  and  block  associations,  fliers, 
brochures,  and  matchbook  covers,  all  announcing  our  program.  In 
addition,  some  of  the  local  banks  and  utihties  were  asked  to  mail  out 
fhers  along  with  their  monthly  statements  to  customers  in  the  Bedford- 
Stuyvesant  area. 

Our  pubUcity  efforts  were  meaningful  and  generally  worthwhile. 
There  usually  was  a  dramatic  increase  in  the  number  of  applicants 
during  and  shortly  after  a  pubUcity  campaign.  Our  daily  log  indicated 
that  most  applicants  had  heard  of  the  mortgage  program  from  one  or 
more  of  our  publicity  efforts. 
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In  1968,  and  as  I  said  we  began  about  the  middle  of  the  year,  the 
corporation  closed  56  loans  with  a  total  volume  was  $771,000  approx- 
imately. For  1969,  218  loans  were  closed,  totaling  approximately 
$3.6  million. 

In  1970  we  closed  244  loans,  totaling  $4.6  million  roughly,  and  in 
1971,  159  loans,  totaling  about  $4  million. 

We  think  the  1971  figure,  which  is  lower  than  1970,  is  probably  a 
reflection  of  the  general  economy,  at  least  in  the  Northeast  region, 
because  we  noticed  a  declme  in  the  number  of  mortgages  written, 
generally,  in  Kings  County. 

On  the  whole,  we  were  satisfied  mth  our  advertising — that  it  was 
reaching  a  large  segment  of  the  Bedford-Stuyvesant  community.  But 
it  was  also  clear  that  advertising  alone  would  not  raise  our  mortgage 
applications  to  a  volume  we  originally  anticipated.  The  reason  for  this 
involved  the  traditional  role  of  brokers  in  real  estate  transactions. 

Traditionally,  when  people  in  the  community  want  to  buy,  sell,  or 
refinance  their  homes,  they  go  to  a  local  real  estate  broker,  who  in  turn 
directs  them  to  a  mortgage  funding  source.  This  role  of  the  broker  is  so 
familiar  to  people  in  the  community  that  they  automatically  tend  to 
rely  on  this  service.  We  realized  that  unless  we  could  encourage  more 
brokers  to  allow  their  clients  to  benefit  from  our  low-cost  mortgage 
money,  we  would  not  be  able  to  help  all  the  persons  we  had  hoped. 

Recognizing  this  fact,  in  March  of  1971  we  reached  an  understanding 
with  the  local  brokers  and  local  real  estate  board  concerning  the 
applications  for  mortgages  to  refinance  existing  indebtedness  on  homes 
in  our  community. 

We  agreed  to  process  such  applications  brought  to  us  by  brokers, 
provided  that  the  broker's  fee  did  not  exceed  the  greater  of  1^^  2  points 
or  $200  for  any  transaction.  It  was  further  agreed  that  to  be  entitled 
to  such  a  fee,  the  broker  would  have  to  perform  some  service. 

The  brokers  agreed  to  submit  to  FHA  all  documents  required  by 
FHA  for  the  issuance  of  a  firm  commitment.  This  understanding  was 
approved  by  representatives  of  our  participating  banks  as  a  fair  and 
reasonable  compensation  for  actual  services  rendered. 

We  were  hopeful  that  with  the  easing  of  our  position,  that  we  would 
see  a  significant  increase  in  the  number  of  brokers  generating  applica- 
tions. Despite  our  understanding,  we  didn't  see  a  significant  increase. 
Rather  than  using  our  mortgage  program,  they  still  prefer  to  use  the 
funding  companies  in  the  area  which  some  of  the  brokers  have  told  us 
enjoy  a  competitive  advantage  over  us. 

For  example,  it  is  said  that  the  funding  companies  can  obtain  firm 
commitments  from  FHA  in  from  2  to  3  weeks,  while  it  takes  us  an 
average  of  three  months  to  get  a  firm  commitment  from  FHA. 

We  do  not  know  the  actual  processing  time  for  the  funding  com- 
panies, but  we  are  certain  that  there  are  no  deficiencies  in  our 
processing  that  would  justify  such  a  great  difference. 

It  has  also  been  said  that  funding  companies  get  higher  FHA  ap- 
praisals than  we  do  on  comparable  homes.  Yet  these  appraisals  are 
supposed  to  be  made  by  FHA  on  an  entirely  objective  basis. 

We  have  also  been  told  that  the  brokers  generally  find  that  they 
can  make  more  money  by  going  the  alternate  route,  through  the 
funding  companies,  than  they  can  make  by  going  through  our  mort- 
gaa:e  program,  even  with  the  liberalized  provision  of  the  point  and  a 
half  or  $200. 
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In  any  event,  it  seems  clear  that  some  combination  of  factors  con- 
tinue to  make  our  mortgage  program,  with  its  low  cost  loans,  non- 
competitive with  the  funding  companies  from  the  point  of  view  of  the 
brokers  and,  perhaps,  some  of  the  institutions  as  well. 

The  Restoration  mortgage  program  has  been  and  is  tremendousl}^ 
needed  in  Bedford-Stuyvesant.  It  is  pro^^ding  a  chance  for  new  lives 
for  hundreds  of  community  residents  who  were  assisted  either  in 
buving  homes  or  in  being  relieved  from  the  staggering  mortgage  pay- 
ments on  first,  second,  or  even  third  mortgages.  It  has  saved  the  com- 
munity roughl}^  a  million  dollars  in  points  and  discounts  in  the  first 
4  years  of  its  operation.  The  mortgage  program  has  proven  itself  as 
an  essential  part  of  our  overall  housing  strategy  for  Bedford-Stuyve- 
sant b}^  opening  up  channels  to  a  previoush^  unavailable  source  of 
needed  capital  to  arrest  the  trend  of  deterioration  and  decay  of  our 
basic  housing  stock. 

Through  a  wholly-o^^'ned  subsidiary  corporation,  Restoration  has 
now  become  an  approved  FHA  mortgagee.  Thus  we  are  able  to 
originate  and  close  loans  in  our  own  name. 

It  is  now  possible  for  Bedford-Stuyvesant  residents  to  obtain  mort- 
gage money  on  good  terms  in  their  o\\ti  communitA^  As  the  com- 
munity develops  confidence  in  itself  and  its  institutions,  our  hope  is 
that  a  corresponding  confidence  will  be  developed  and  maintained  in 
the  banks  and  insurance  companies  that  participate  in  our  mortgage 
pool,  and  in  the  business  communit}^  as  a  whole. 

We  need  the  support  and  active  involvement  of  the  usual  channels 
of  finance  if  we  are  going  to  make  Bedford-StU3'vesant  a  viable  com- 
munity for  its  residents. 

Thank  3" ou. 

Senator  Hart.  Thank  3'ou,  ]Mr.  Thomas. 

If  we  had  planned  it  this  wa^^  it  would  not  have  worked — that 
signal  means  I  must  vote  and  I  must  recess  to  answer  it. 

Mr.  Thomas.  Thank  j^ou. 

(A  short  recess  was  taken.) 

Senator  Hart.  We  will  be  in  order. 

I  made  some  semilegible  notes  while  you  were  testifying,  but  having 
to  go  to  the  floor  and  come  back,  I  look  at  the  notes  and  I  have  to 
strike  the  word  ''semi." 

You  described  the  man}^  hundreds  of  families  enabled  through  the 
mortgage  line  of  Restoration  to  either  obtain  homes  or  reduce  the 
debt  burden  on  their  homes  and  yet,  as  I  recall  A^our  testimon}^,  what 
you  are  telling  us  really  is  the  potential  in  Restoration  hasn't  even 
been  approached.  As  I  take  it,  the  reason  why  j'ou  haven't  been  able 
to  attract  the  customers  who  vrill  be  benefited  by  3'our  services  is  that 
the  real  estate  agent's  fu"st  concern  is  the  real  estate  agent,  and  not 
his  customer. 

Is  that  a  fair  statement? 

Mr.  Thomas.  I  think  that  is  accurate.  We  estimate  that,  at  most, 
we  have  penetrated  about  a  third  of  the  market  in  Bedford-Stuj'vesant 
for  the  203B  and  221B2  loans,  which  is  the  kind  we  process  under 
section  223E. 

What  you  have,  really,  are  tv.'o  parallel  routes  that  are  open  to  the 
broker.  In  effect,  one  route  through  us  sa^^s  that  on  a  refinance,  you 
may  earn  up  to  $200  or  a  point  and  a  half,  and  that's  a  recent  con- 
cession in  the  past  year  b}'  us. 
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The  other  route  which  exists  in  the  community,  in  effect,  saj^s 
that  you  and  the  mortgage  company  together  can  earn  maybe  $700 
on  the  same  transaction  because  that  second  route  will  allow  the  addi- 
tional points  to  be  charged  the  o^\'ner  or  applicant. 

I  don't  want  to  overstate  the  role  of  the  broker.  I  do  want  to  empha- 
size the  negative  impact  he  has  on  this  program  and,  in  m}^  judg- 
ment, on  the  people  in  Bedford-Stu3a"esant.  But  one  of  the  reasons  he 
is  in  that  position  is  the  availabilit}^  of  these  two  parallel  routes,  one 
of  which  is  so  much  more  attractive  to  him  financially. 

Senator  Hart.  But  the  two  parallel  routes  are  the  two  deals  that 
are  available  to  the  buyer? 

Mr.  Thomas.  That  is  correct. 

Senator  Hart.  And  the  best  deal  for  the  bu3'er,  the  best  deal  for 
the  customer  of  the  broker,  is  not  the  deal  that  the  broker  is  electing. 
He  is  testing  which  is  the  best  deal  for  him? 

Mr.  Thomas.  That  is  correct. 

Senator  Hart.  Wlien  I  put  it  that  way  it  sounds  as  though  it  is 
wrong  on  his  part.  I  guess  3^ou  can  argue  that.  Wliat  should  be  done 
besides  lecturmg  the  broker  so  that  the  customer's  best  mterest  is 
more  likely  to  be  served? 

Mr.  Thomas.  Well,  I  don't  hp.ve  a  solution.  I  will  just  give  you 
some  thoughts  I  have  on  it,  some  observations. 

We  don't  as  a  society  have  a  great  deal  of  diffi.culty  in  imposing 
some  reasonable  limits  on  the  amount  of  interest  to  be  charged  on 
certain  transactions. 

The  truth-in-lending  provisions  require  that  even  in  those  cases, 
which  are  mthin  the  law,  you  spell  out  in  suflB.cient  clarity  for  the 
borrower  exactly  what  it  is  he  is  being  charged  as  interest. 

It  seems  that  part  of  the  inquiry  into  the  case  of  "points"  has  to 
involve  a  look  at  how  the  secondary  market  operates  through  Fannie 
Mae,  which  began  as  a  Government  agency.  Where  the  originators 
of  paper  sell  it  to  Fannie  Mae,  and  Fannie  Mae  takes  it  at  a  discount, 
they  say,  in  effect,  that  we  won't  give  you  a  hundred  dollars  for  a 
hundred  dollars  at  face  value.  We  mil  give  you  $97. 

The  originator  of  the  mortgage  anticipates  what  the  secondary 
market  situation  is  going  to  be;  therefore,  he  really  doesn't  pay  the 
discount.  He  moves  the  discount  along  to  the  purchaser  of  the  property 
or  the  owner  who  is  refinancing.  And  he  adds  a  few  points  to  that. 

So,  I  hope  this  is  clear.  But  what  we  have  is  a  transfer  of  a  number 
of  fees  and  points  from  the  secondary  market  all  the  way  down  to 
the  individual  least  able  to  afford  to  pay  it — namely,  the  buj^er  or  the 
owner  seeking  to  refinance.  It  seems  to  me  that  any  thorough-going 
look  at  the  way  the  point  system  operates  on  mortgage  refinancing 
or  mortgage  purchase  cases  must  look  at  the  system,  including  the 
secondary  market. 

Now,  it  may  be  that  we  will  conclude  that  these  are  necessary  and 
reasonable  fees,  but  I  don't  think  we  will.  We  can't  avoid  looking  at 
the  entire  spectrum  of  how  the  paper  flows  and  point  out,  in  fact, 
where  the  costs  are  being  built  in,  because  the  points  have  their 
origin  in  the  usual  financial  transaction  between  the  institutions, 
some  of  which  are  Government  supported. 

It  seems  to  me  that  we  might  also  determine  whether  or  not  the 
appraisals  in  the  FHA  processing  are  being  done  for  FHA  by  the  real 
estate  brokers  in  a  given  community.  They  have  the  so-called  fee 
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appraisers,  who  go  out  and  come  back  with  the  appraisal  on  the 
property.  It  seems  to  me,  on  the  surface  at  least,  that  this  situation 
raises  a  serious  question  as  to  the  quality  of  what,  and  objectivity  of 
what  is  coming  back  to  FHA. 

It  seems  to  me,  also,  that  on  the  simultaneous  transactions  where 
the  real  estate  broker  or  other  speculator  has  bought  the  property 
and  held  it  for  a  very  short  period  of  time,  I  am  not  talking  years, 
maybe  weeks  or  months,  and  is  doing  a  turnaround  with  FHA  tacked 
on,  there  ought  to  be  some  rec^uirement  for  disclosures  to  everyone 
involved  at  the  very  least,  perhaps  some  ceiling  on  the  amount  of 
profit  that  is  allowed  in  those  situations  might  be  considered. 

The  chart  that  was  attached  to  one  of  the  papers  this  morning,  I 
think  it  was  from  the  Baltimore  area,  indicated  in  fair  detail,  quick 
turnaround  cases.  Some  appeared  to  be  simultaneous  transactions; 
each  appeared  to  involve  at  least  100-percent  profit  m  the  deal, 
excluding  the  points. 

Now,  it  does  not  seem  a  far  reach  for  an  agency  of  the  Federal 
Government  involved  in  trying  to  improve  the  quality  of  housing  in 
the  country  to  require  more  adequate  inspection  of  the  property,  to 
look  behind  the  papers  that  are  presented  to  it,  and  quite  possibly,  to 
consider  the  kinds  of  deals  that  it  will  not  accept  in  terms  of  pro- 
viding insurance. 

Beyond  that,  I  think  there  needs  to  be  a  means  by  which  you 
encourage  local  organizations,  this  may  sound  like  a  pitch  for  Restora- 
tion, and  it  is,  which  are  accountable  to  then'  particular  communities 
to  get  into  the  processes  which  affect  those  communities,  so  that  we 
are  not  saddled  with  what  we  heard  this  mornmg  in  the  Chicago  case, 
for  example.  There,  the  people  who  are  the  most  affected,  really  are 
completely  frustrated  and  feel  that  they  can  in  no  way  intercept  or 
change  that  program  and  practices.  If  the  institution  that  represents 
them  were  intimately  involved  in  the  process,  then  they  could  begin 
to  provide  alternate  channels  through  which  local  residents  could  get 
fair  and  honest  service. 

This  argues  very  strongly  for  the  creation  of  locally  accountable 
entities,  which  have  access  to  the  usual  sources  of  financing,  for  both 
residences  and  other  types  of  financing,  and  which  have  some  direct 
accountability  to  these  communities. 

Senator  Hart.  Earlier  in  3'our  testimony  you  said  Restoration  was 
funded  out  of  OEO  plus  private  money. 

Mr.  Thomas.  That  is  correct. 

Senator  Hart.  Wliat  is  the  ratio? 

Mr.  Thomas.  It's  roughly  two-thirds  Federal,  one-third  private. 
The  average  has  been  about  $5  million  a  year  Federal  money  and 
roughl}^  $2.5  million  of  private. 

Senator  Hart.  Does  Restoration  operate  solely  within  Bedford- 
Stuyvesant,  or  are  you  free  to  operate  other  places? 

Mr,  Thomas.  We  operate  technicall}'  m  Bedford  StU3'vesant.  It's 
a  special  impact  district,  and  the  legislation  mandates  that  you  take 
a  defined  geographic  area  and  concentrate  your  resources  on  improving 
the  quality  of  life  in  that  area.  In  this  case  the  area  we  have  is  called 
Bedford-Stuyvesant — roughly  9  square  miles. 

Senator  Hart.  Have  the  participating  banks  in  the  mortgage  pool 
that  you  told  us  about  lived  up  to  their  money  commitments? 
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Mr,  Thomas.  All  the  indications  we  have  had  over  the  past  4  years 
have  been  that  the  banks  are  all  anxious  for  us  to  put  the  money  out. 
The  pressure  has  been  on  us  from  ths  institutions;  why  can't  j^ou  get 
more  volume? 

You  could  say  that  we  were  all  probabl}'  a  little  naive  in  not  focusing 
outside  of  ourselves  as  to  what  factors  were  influencing  the  low 
volumes.  We  assumed  we  just  weren't  advertising  enough,  or  we 
weren't  processing  rapidl}^  enough,  or  we  just  didn't — we  weren't 
adequate  in  some  wa}^. 

In  point  of  fact,  it  was  only  when  we  started  to  look  at  what  existed 
on  a  competitive  basis  outside  of  our  pool  that  we  began  to  see  why 
two-thirds  of  the  transactions  were  gomg  around  us  rather  than 
through  us. 

The  institutions,  by  and  large,  have  been  supportive  and,  as  I 
mentioned  before,  have  gone  into  some  conventional  fina^ncing  in 
Bedford-Stuyvesant  as  the  result  of  the  growth  of  confidence  that 
has  taken  place  through  us. 

Senator  Hart.  How  long  have  you  been  operating  as  a  mortgage 
company? 

Mr.  Thomas.  Just  about  2  months. 

Senator  Hart.  Is  it  too  early  to  tell  whether  the  volume  of  business 
will   increase    substantially? 

Mr.  Thomas.  It  is  too  early.  There  is  a  little  bit  of  fright,  frankl}^, 
in  me  and  in  some  of  us  who  have  been  working  on  this  for  a  while, 
that  when  we  reached  out  a  year  ago  to  tr}^  and  increase  the  volume  by 
encouraging  the  brokers  to  brmg  their  cases  to  us,  we  would  get  some 
cases  that  had  originated,  not  through  us  but  in  the  funding  company. 
The  cases  would  then  be  assigned  to  us  by  the  funding  company, 
tlirough  the  broker.  And  wdien  the  recent  revelations  came  out,  we 
started  to  get  concerned  because,  in  those  cases,  we  really  have  no 
way  of  telling  how  the  appraisal  was  made  or  how  the  credit  informa- 
tion was  secured  in  order  to  get  the  firm  commitment  from  FHA. 

There  are  some  matters  now  under  litigation  which  suggest  that 
those  procedures  were  not  alwa,ys  satisfactory.  So  we  have  been  a 
little  hesitant  recently  about  taking  assignments  from  funding  com- 
panies because  we  can't  get  to  look  behind  those  papers  the  way  we 
look  at  cases  where  the  deal  originates  in  our  pools. 

Senator  Hart.  Mr.  O'Leary? 

Mr.  O'Leary.  Mr.  Thomas,  wth  respect  to  this  particular  market, 
you  mentioned  that  some  of  these  institutions  were  making  con- 
ventional loans.  I  assume  this  was  primarily  FHA-insured  mortgage 
markets,  the  Bedford-Stuyvesant  area? 

Mr.  Thomas.  That  is  correct.  It  is  primarily  that. 

Mr.  O'Leary.  Apart  from  the  Kestoration  Corp.,  I  assume  all 
buyers  and  sellers  in  an  FHA-insured  transaction  nnist  pay  points? 

Mr.  Thomas.  Apart  from  Restoration;  that  is  correct. 

Mr.  O'Leary.  Theoreticalh^,  I  suppose  the  decision  as  to  where  one 
gets  its  mortgage  money  is  made  either  bj'  the  buyer  or  the  broker. 
I  assume  from  your  testimon}',  you  were  telling,  at  least  your  exper- 
ience has  been  primarily  that  decision  has  been  made  by  the  broker? 

Mr.  Thomas.  That  is  correct. 

Mr.  O'Leary.  In  your  statement  you  mentioned,  in  light  of  the 
fact  that  3^our  purpose  was  to  encourage  homeownership  and  prevent 
all  unnecessary  fees,  they  were  being  discouraged  apart  from  the  re- 
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ferral  fee,  and  I  guess  I  am  directing  my  attention  mainly  to  sales  and 
purchases  of  houses  as  opposed  to  refinancing.  What  other  fees  were 
urged  upon  you,  if  an}^? 

Mr.  Thomas.  In  the  sales  and  purchase? 

Mr.  O'Leary.  Yes,  sir. 

Mr.  Thomas.  Well,  the  ty])ical  transaction  on  a  sale  that  would 
originate  with  a  broker  woidd  involve  something  along  the  following 
lines:  a  seller  would  want  to  sell  his  property  and  let's  say  he  wants 
$18,000  for  the  house. 

He  would  go  to  a  broker  then  to  list  his  property.  The  broker  might 
well  say  to  him,  well,  there  are  i)oints  involved  in  the  closing  in  order 
to  get  the  mortgage  financing.  So  we  will  have  to  add  the  anticipated 
amount  of  points  to  the  selling  price.  So  the  selling  price  then,  let's 
say,  goes  to  $20,000.  The  broker  then  goes  out  and  secures  a  conditional 
commitment  from  FHA  for  that  amount  of  money. 

He  then  seeks  a  buyer.  The  buyer  comes  along  and  credit  checks 
are  done  and  assume  a  firm  commitment  issues.  Well,  when  that  loan 
gets  ready  to  close,  if  you  brought  that  to  our  pool,  we  would  look  at 
that  and  say  there  are  no  jioints  on  this  deal.  And  the  buyer  w^ould 
have  to  sign  a  statement  with  his  application  to  us  that  he  is  i)aying 
no  points  to  anyone  for  securing  this  financing.  Well,  that  would 
upset  or  tend  to  upset  the  relationship  which  had  been  established 
between  the  broker  and  the  seller  in  adding  the  additional  $2,000  to 
what  the  seller  originally  w^anted  for  his  proper t3^ 

It  is  conceivable  that  the  buyer  could  perhaps  not  know  that  the 
points  had  been,  added,  and  so  he  could  sign  such  a  statement  and  the 
transaction  could  go  on.  Later  the  money  could  be  divided.  But  the 
brokers  resisted  us  initiall}^  when  we  said  we  would  requne  such  a 
signed  statement  because,  in  those  cases  where  it  would  reveal  the 
fact  that  points  had  been  added  to  the  purchase  price,  the  broker 
would  jeopardize  his  relationship  with  the  seller  or  with  the  buyer, 
or  the  buyer  would  back  out.  So,  even  in  the  purchase  situation,  we 
found  ourselves  in  a  situation  where  points  might  have  been  built 
into  the  selling  price  of  the  property,  and  in  all  those  instances  we  just 
said,  no,  you  can  earn  your  5-percent  commission  as  a  broker,  but  no 
points  for  securing  this  financing. 

Mr.  O'Leary.  To  jout  knowledge  in  the  Bedford-Stuyvesant  area, 
do  brokers  speculate  or  buy  and  resell  houses,  themselves? 

Mr.  Thomas.  To  the  best  of  my  knowledge,  they  did  and  do. 

Mr.  O'Leary.  Your  competition  in  that  area  with  respect  to 
funding  companies,  this  would  be  principally  United,  Inter-Island, 
and  Eastern  Services? 

]\Ir.  Thomas.  Primaril}^,  yes. 

Mr.  O'Leary.  Those  are  the  three  mortgage  companies? 

]Mr.  Thomas.  There  are  others  out  there,  but  those  are  the  three 
largest. 

Mr.  O'Leary.  Is  it  your  understanding  that  these  mortgage  com- 
panies lend  monej's  to  speculators  as  well,  in  order  to  purchase  houses 
for  themselves? 

Mr.  Thomas.  That's  the  rumor.  I  don't  have  any  firsthand  in- 
formation on  that,  but  certainly  that  is  the  rumor. 

Mr.  O'Leary.  That  was  never  a  reason  specifically  advanced  to  a'OU 
as  to  why  others  went  elsewhere  other  than  the  Restoration  Corp.? 
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Mr.  Thomas.  Not  to  me,  but  that's  the  kmd  of  conversation  I  heard 
in  the  area — that  the  tie  between  the  broker  and  the  funding  company 
is  more  than  the  simple  transaction  of  either  the  sale,  or  purchase,  or 
refinancing.  That  may  be  the  subject  of  our  discussion,  the  tie  is  much 
deeper  than  that. 

Mr.  O'Leary.  As  I,  in  rough  calculation,  total  up  since  1968,  you 
have  lent  approximately  $11.9  million  out  of  $65  million. 

Mr.  Thomas.  I  think  it's  about  13  something. 

Mr.  O'Leary.  About  13.  How  much  of  that  $13  million  is  repre- 
sented by  refinancing? 

Mr.  Thomas.  I  Avould  say,  roughly,  75-percent  refmancing  and  25- 
percent  new  purchase. 

Mr.  O'Leary.  It's  the  new  purchase  market,  which  really  has  been 
that  loss  to  the  funding  company? 

Mr.  Thomas.  I  think  so,  but  it  is  difficult  to  draw  a  positive  con- 
clusion because  Bedford-Stuyvesant  people  were  saddled  with  first, 
second,  thirds  on  their  propert}^  with  short  i)ayback  period.  Out  of  the 
first  50  or  so  refinancings,  for  example,  that  went  through  the  pool — ■ 
and  I  haven't  looked  at  these  figures  in  a  long  while — the  average 
reduction  in  monthly  payments  to  that  owner  ran  around  $185  a 
month.  So  there  was  a  significant  impact  on  a  family  to  be  able  to 
come  in  and  get  out  from  under  fii'st,  second,  and  third  mortgages. 

I  don't  think  we  fully  appreciated  the  amount  of  refinancing  need 
that  existed  in  Bedford-Stuyvesant  when  we  initialh^  set  up  the  pool, 
or  contemplated  setting  it  up  because  we  talked  mainh'  about  })urchase 
situations.  But  in  point  of  fact,  we  found  the  refinancing  to  be  critical, 
and  after  we  thought  about  it,  it  made  sense.  If  you  were  saddled  with 
that  kind  of  debt,  you  couldn't  put  in  a  new  bathroom.  You  couldn't 
fix  up  the  kitchen.  In  order  to  finance  an3"thing,  you  had  to  do  it  all  on 
short-term,  personal  loans,  which  get  discounted  in  front.  Here  was  a 
chance  to  come  in  and,  in  effect,  unfreeze  some  of  your  equity,  get  out 
from  under  the  heavy  monthl}^  burden,  and  do  some  improvements  on 
your  i)roperty.  While  we  were  out  fixing  the  streets  and  encouraging 
people  to  improve  property,  we  ought  to  have  anticipated  that  they 
would  come  in  to  get  refinancing  to  get  out  from  under  their  heavy 
debt  and  to  have  some  money  with  which  to  make  repairs. 

Mr.  O'Leary.  I  guess  my  question  really  is,  in  this  particular  area, 
has  there  been  a  high  turnover  of  homes? 

Mr.  Thomas.  I  think  the  broker's  market  has  been  the  sale  market. 
It  has  not  been  the  refinancing  market.  He  has  done  that  under  the 
22lD2's  and  203B's.  That  is  the  market  that  has  been  excluded  in  my 
opinion,  just  looking  at  the  figures. 

Mr.  O'Leary.  Thank  you. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

Mr.  Thomas,  you  have  a  very  excellent  statement  here  that  you 
brought  this  afternoon.  I  have  just  a  few  (juestions  that  I  wanted  to 
ask,  apart  from  the  questions  already  asked  of  you. 

Is  $55  million  the  fund  3^0 u  have  working  for  3^ou? 

IMr.  Thomas.  Yes,  sir. 

Mr.  Chumbris.  How  man3'  institutions  contribute  toward  that  $65 
million? 

Mr.  Thomas.  Roughl3'  80  banks  and  nine  insurance  com[)anies. 
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Mr.  Chumbris.  Does  the  subcommittee  have  the  names  of  the  banks 
and  insurance  com])anies  that  participate  in  tliis  program? 

Mr.  Thomas.  I  am  not  certain.  If  they  do  not,  we  will  certainly 
provide  it. 

Mr.  Chumbris.  Yes,  I  think  it  will  be  good  for  the  record  if  we  have 
the  list  of  the  names  of  the  institutions.  One  of  the  ke}'  problems,  then, 
is  the  real  estate  broker? 

Mr.  Thomas.  That  is  correct. 

Mr.  Chumbris.  You  have  moved  from  your  original  concept  to 
the  fact  that  you  are  now  a  mortgagee.  Do  you  anticipate  making 
a  further  move  toward  establishing  or  licensing  real  estate  brokers, 
who  will  coordinate  that  program  for  the  benefit  of  the  residents  of 
that  area? 

Mr.  Thomas.  I  don't  want  to  make  a  prediction,  except  to  say, 
with  the  disclosures  that  are  now  coming  out,  I  anticipate  the  com- 
munity pressure  to  set  up  some  alternate  means  of  handling  real  estate 
transactions — parallel  means. 

We  are  a  group  that  is  generally  responsive  to  community  pressure. 

Mr.  Chumbris.  Under  what  law  do  you  operate?  Under  State  law? 

Mr.  Thomas.  Yes.  We  are  a  nonprofit  corporation  under  State  law. 

Mr.  Chumbris.  Is  there  anything  under  State  law  that  would 
prohibit  you  from  having  a  license  of  real  estate  brokers  working 
^\dthin  the  group? 

Mr.  Thomas.  Not  to  my  knowledge. 

Mr.  Chumbris.  The  real  estate  brokers  who  do  operate  within 
your  area,  are  they  in  the  immediate  neighborhood,  or  are  they  spread 
out  throughout  the  Brooklyn  area? 

Mr.  Thomas.  Their  offices,  by  and  large,  are  vathin  the  immediate 
neighborhood.  As  for  individuals,  themselves,  some  live  in  the  area 
and  some  live  outside. 

Mr.  Chumbris.  When  we  had  our  hearings  in  Boston  last  Sep- 
tember 13,  14,  and  15,  I  believe,  we  had  a  similar  problem  in  Boston. 
It  didn't  quite  go  as  far  as  the  problem  here  this  morning,  but  the 
problem  of  block  busting  and  people  buying  excessively  high  con- 
sidering the  price  some  have  paid  for  the  property,  et  cetera.  In  that 
instance,  the  real  estate  brokers  there  were  a  combination  of  black 
and  white.  There  might  be  some  white,  some  black  brokers.  Is  that 
the  same  situation  you  have  here? 

Mr.  Thomas.  Yes. 

Mr.  Chu:\ibris.  We  had  some  testimony  in  Boston  relating  to  the 
letter  of  approval  from  the  Department  of  Justice.  Could  you  comment 
on  that,  briefly? 

Mr.  Thomas.  Yes.  Prior  to  setting  a  pool  in  motion  in  Bedford- 
Stuyvesant,  we  asked,  that  is  Restoration  asked  the  Justice  Depart- 
ment, on  behalf  of  the  institutions  that  would  be  participating  in  the 
pool,  to,  the  effect,  approve  the  arrangement  as  not  being  in  violation 
of  a  1948  decree  that  the  Antitrust  Division  had  secured. 

We  wTote  to  the  Justice  Department,  and  sent  vrith  that  letter  a  full 
description  of  the  mortgage  pool  and  how  it  proposed  to  operate.  We 
received  a  letter  back  from  the  Justice  Department  indicating  that 
it  had  no  objection  to  the  banks  participating  in  our  pool  in  the  maimer 
described. 
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Mr.  Chumbris.  In  the  situation  that  we  had  in  Boston,  I  beneve 
the  banks  that  participated  and  the  insurance  companies,  whoever 
the  lending  institutions  were,  had  a  fund  of  about  $29  milhon.  To  be 
consistent  with  the  requests  from  the  city  of  Boston,  the}'  picked  a 
particular  area  of  Boston  so  there  was  sort  of  an  invisible  red  line 
drawn  around  the  area  that  the  loans  could  be  given  for  the  purchase 
of  homes.  That  was  one  of  the  antitrust  cpiestions  that  this  subcom- 
mittee felt  needed  to  be  inquired  into. 

I  notice  the  chairman  asked  3'ou  the  question,  did  you  loan  outside 
of  the  Bedford-Stu3^vesant  area.  You  said,  no,  because  you  are  com- 
mitted to  that.   Is  that  under  the  authority  the  State  gave  you? 

Mr.  Thomas.  That  is  under  the  authority  of  the  special  impact 
program  and  our  own  charter,  v/hich  commits  us  to  Bedford-Stuyve- 
sant.  Technically,  it  is  "in  or  near",  so  there  are  some  loans  on  the 
peripher}^  that  we  made.  Essentially,  however,  all  of  our  programs  are 
concentrated  wdthin  the  area  we  described  as  Bedford-Stuyvesant. 
That  area  was  set  up  well  in  advance  of  our  arrangement  with  the 
bank  to  secure  mortgage  funding.  The  banks  really  responded  to  our 
request.  They  didn't  dictate  to  us  the  boundaries  for  the  implementa- 
tion of  the  program. 

Mr.  Chumbris.  I  recall  in  Boston  there  was  cpute  a  bit  of  discussion, 
both  from  our  end  of  the  bench,  as  well  as  in  some  of  the  mtnesses, 
that  people  who  may  have  lived  two  blocks  bej^ond  the  so-called 
redline  could  not  obtain  loans,  and  they  were  highlj^  critical  of  it. 
And  I  believe  some  of  the  \vitnesses  this  morning  made  the  same 
complaint.  The}^  had  just  been  2  blocks  away.  If  they  were  not, 
they  would  have  a  different  situation.  Under  your  situation,  jou 
would  have  to  be  guided  by  that  area? 

Mr.  Thomas.  That  is  correct. 

Mr.  Chumbris.  As  you  say,  you  might  deviate  just  a  little  bit,  if  it 
wasn't  too  far  away,  trying  to  stick  primaril}^  within  that  area? 

Mr.  Thomas.  That's  right.  To  my  knowledge,  I  would  sa}'"  that 
b}^  participating  in  our  pool,  no  institution  thereby  excludes  any 
other  area;  in  other  words,  they  are  still  free  to  make  loans  in  other 
areas. 

Mr.  Chumbris.  Now^,  the  reasoning  behind  not  going  beyond  the 
redline  in  Boston  was  the  fact  that  these  people  said,  we  only  have  so 
much  money,  $29  million  to  loan.  If  we  went  beyond  the  line,  then  it 
would  be  more  difficult  for  us  to  take  care  of  the  people  ^vitllin  that 
particular  area,  which  was  the  focus  of  that  plan. 

I  assume  that  is  the  same  reason  for  3^our  having  that  defined  area? 

Mr.  Thomas.  That  is  correct.  The  special  impact  legislation,  in 
fact,  talked  to  that  very  point. 

Mr.  Chumbris.  Do  you  have  any  other  suggestions,  after  listening 
to  the  testimon}^  here  this  morning,  that  would  help  guide  us  in 
focusing  and  trying  to  correct  the  problem  that  people  presented 
this  morning? 

Mr.  Thomas.  Well,  I  don't  have  any  thoughts  at  the  moment, 
but  I  would  like  to  reflect  on  it,  and  if  I  have,  submit  any  further 
ideas  in  writing  to  the  subcommittee. 

Mr.  Chumbris.  We  certainly  would  appreciate  that.  We  ask  that 
that  be  placed  in  the  record  when  we  receive  it. 

Mr.  Thomas.  Thank  you. 

Mr.  Chumbris.  Thank  you  very  much. 
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Senator  Hart.  Mr.  Cliiimbris'  question  about  Boston  reminds  me, 
when  Bedford-Stuyvesant  and  the  Restoration  went  to  work,  were 
there  any  white  family  residents  in  Bedford-Stuyvesant? 

Mr.  Thomas.  Yes. 

Senator  Hart.  There  still  are? 

Mr.  Thomas.  There  are  more  toda}?-  than  when  we  started. 

Senator  PIart.  My  recollection  is,  the  Boston  thing  reversed  it. 

Mr.  Chumbris.  Yes,  it  did,  Mr.  Chairman.  I  believe  in  the  testi- 
mony in  Boston,  I  think  they  pointed  out  that  85  percent  w^ere  black 
and  about  15  percent  were  white,  or  maybe  Puerto  Rican  origin. 

Mr.  Thomas.  This  had  the  effect  of  reviving  the  interest  in  brown- 
stone  renovation  in  Brooklyn,  and  I  suspect  in  1970  among  the  new 
purchasers  that  we  assisted,  I  can't  think  of  the  percentage,  but  a 
sizable  percentage — were  young  white  families  who  were  moving 
back  into  the  brownstone  areas,  particularly  in  what  we  now  call 
Fort  Green,  which  is  on  the  peripher}^ 

Senator  Hart.  You  explained  that  you  grew  up  there. 

Mr.  Thomas.  Yes. 

Senator  Hart.  I  would  not  assume  that  at  the  age  of  10  or  12  you 
inquired  of  your  parents,  how  they  purchased  their  home.  What  was 
it  like?  Is  Bedford-Stuyvesant  better  or  worse? 

Mr.  Thomas.  It  went  downhill  until  about  4  or  5  years  ago,  and 
it  seems  to  me  that  today  it  is  on  the  upswing  again.  I  would  say  it 
is  worse  today  than  it  was  when  I  was  a  kid  because  the  educational 
system  is  inadequate,  the  municipal  services  are  still  inadequate, 
and  the  drug  addiction  problem  is  spreading.  I  do  not  want  to  create 
any  false  sense  of  how  things  are.  But  in  terms  of  where  we  were 
5  years  ago  when  we  began  this  program,  right  after  the  riots.  And 
there  were  many  people  in  the  country  who  thought  that  the  inner 
cities  were  just  going  to  go  up  in  smoke.  No  one  had  a  stake  or  an 
interest  in  their  preservation. 

Today  when  j^ou  ride  through  Bedford-Stuyvesant,  and  I  know 
some  of  the  staff  members  of  the  subcommittee  have  been  there,  you 
see  tremendous  evidence  of  the  spirit  revitalized  in  the  people,  and  you 
see  it  in  tangible  things. 

You  see  new  housing  units  going  up.  You  see  blocks  that  are  filled 
with  street  lights  and  gas  lights  and  flower  boxes  and  block  associa- 
tions. And  you  see  young  people  at  work  on  their  own  community.  All 
these  thmgs  point  to  a  community  that  is  on  the  rise. 

Senator  Hart.  What  was  the  racial  composition  40  3^ears  ago? 

Mr.  Thomas.  Four  years  ago? 

Senator  Hart.  Forty.  1  am  turning  to  the  period  that  I  first  inquired 
about. 

Mr.  Thomas.  I  can  comment  on  that  point;  but  if  my  conscious  age 
was  5,  I  can  only  go  back  on  32  years  ago. 

Senator  Hart.  All  right.  Thirty  years  ago. 

Mr.  Thomas.  I  would  say  that  at  that  point  it  was  roughly  75  per- 
cent white,  25  percent  black.  There  are  blacks  who  have  lived  in 
Bedford-Stuyvesant  for  40  or  50  j^ears.  There  are  blocks  where  90 
percent  of  the  homes  are  owner-occupied,  some  of  the  owners  having 
been  there  for  30  or  more  years. 

As  an  area,  I  would  say  the  population  was  approximately  20  to  25 
percent  black,  roughly  32  years  ago.  And  then,  eJter  the  Second  World 
War,  we  saw  another  shift  take  place  with  more  white  families  moving 


72 

out,  larp:ely  to  the  suburbs,  and  black  families  moving  in.  That's  when 
the  crazy  financing  patterns  began  to  eat  away  at  people's  abilit}^  to 
mamtain  their  property  because,  with  $300  or  $350  a  month  in  obliga- 
tions, there  was  just  no  waj^  you  could  take  a  two-family  building,  live 
in  one  unit  yourself,  and  rent  out  the  second  unit  to  a  family  at  a 
reasonable  rate. 

Instead,  you  took  the  second  unit  and  divided  it  uj)  into  rooms  and 
rented  those  rooms  out  on  a  weekly  basis  in  order  to  try  and  increase 
the  flow  of  capital  coming  into  you  so  you  could  handle  the  heavy  debt. 
You  didn't  have  enough  mone}^  for  rejiairs  and  maintenance,  and  the 
quality  of  the  property  just  started  down. 

I  might  say,  because  I  don't  think  I  mentioned  it,  the  basic  housing 
stock  in  Bedford-StuA^vesant  is  a  tremendously  beautiful  housing  stock. 
Most  of  the  buildings  are  on  20-foot  wide  lots,  which  are  roughly  100 
feet  deep.  They  are  attached  buildings.  They  are  what  we  call  brown- 
stone  type  buildings.  You  have  a  parlor  floor  or  second  floor,  one 
above  the  street  level,  which  may  have  a  12-  to  14-foot  ceiling  v.ith 
inlaid  parquet  floors  and  wood-burning  fireplaces  and  beautiful  plaster 
filigree  ceilings. 

They  were  built  as  great  homes  when  they  were  built  at  the  turn 
of  the  century  and  shortly  thereafter.  And  so  despite  the  deterioration 
that  set  in,  there  is  still  a  basically  solid  housing  stock  on  which  to 
build  and  redevelop  our  community. 

Senator  Hart.  You  heard  many  criticisms  and  concerns  that  were 
voiced  this  morning,  and  you  have  a  rich  background,  j'^ourself.  If 
there  was  just  one  thing  you  could  do  now  to  respond  to  all  of  these 
criticisms  in  this  area,  what  one  thing  would  be  most  important? 

Mr.  Thomas.  I  guess  the  one  pomt  that  keeps  coming  back  to  me, 
and  I  haven't  developed  it  fully,  is  the  cjuestion  of  getting  FHA  and 
the  other  institutions  in  tune  with  what  is  happening  around  them. 
Getting  them  to  account  in  some  way  to  the  communities  for  the 
conditions  that  exist  right  around  the  FHA  operation. 

It  is  just  inconceivable  that  you  could  administer  a  program  in 
a  way  which  has  the  effect,  consciously  or  otherwise,  of  adding  to 
the  deterioration  of  the  inner  city.  There  just  has  to  be  a  way  to  change 
that  operation. 

Mr.  Chumbris.  Mr.  Chairman,  to  set  the  record  straight  on  my 
comment  on  the  original  question,  your  impression  was  absolutely 
correct;  that  in  Boston,  the  new  area  that  was  developed  after  the 
fund  was  created,  was  primarily  an  ethnic  white  group  that  because 
of  extending  the  line,  they  moved  out  of  that  area  to  other  areas. 
But  when  the  final  analysis  was  made  I  believe  they  said  the  loans 
that  were  given  by  the  group,  85  percent  were  black;  15  percent  were 
other. 

Senator  Hart.  Yes. 

Mr.  Blum.  Going  back  to  the  first  question,  most  of  the  mortgages 
were  as  a  result  of  initial  speculator's  transactions.  Didn't  they  result 
from  a  turnover  with  a  high  markup  and  a  speculator  taking  his 
profit? 

Mr.  Thomas.  That  is  my  understanding.  It  could  go  back,  it 
could  be  verified  by  going  back  to  some  of  the  record.  Without  check- 
ing the  records,  that  would  be  the  understanding. 
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got  the  person  out  from  under  that  second  mortgage,  but  you  were 
able  to  reduce  the  amount  of  their  monthh'  ])ayment? 

Mr.  Thomas.  That  is  correct. 

Mr.  Blum.  It  was  essential  to  pay  off  the  earlier  mortgage.  There 
was  no  way  around  pajdng  the  guy  for  his  first  piece  of  speculation? 

Mr.  Thomas.  In  fact,  thinking  back  on  it,  a  large  amount  of  the 
effort  was  spent  trying  to  get  the  pre-payment  penalt}^  provision 
waived  that  existed  in  most  of  the  second  mortgages,  so  that  when 
3^ou  got  ready  to  refinance,  you  did  not  have  to  pay  the  face  amount 
of  the  second  mortgage  plus  a  penalty.  You  might  pay  either  the 
face  amount  or  something  less  than  the  face  amount.  Strenuous  efforts 
were  made  to  get  that  done. 

Mr.  Blum.  In  most  cases  you  paid  oft'  the  face  amount,  plus  what- 
ever ])enalty  was  required  to  get  the  person  out  from  under? 

Mr.  Thomas.  In  some  cases,  yes.  I  do  not  know  if  it  was  most,  but 
in  some,  yes. 

I  might  say  that  in  some  of  those  second  mortgages — I  think  j^ou 
have  already  noticed — were  not  self-liquidating.  That  is,  they  would 
have  balloon  ])ayments  on  the  end  which  would  require  a  second 
financing,  in  effect,  with  more  points  coming  out  and  more  discounts. 
I  think  this  was  described  in  one  of  the  papers  that  was  delivered 
this  morning. 

Mr.  Blum.  These  second  mortgages  were  traded  among  speculators 
in  Brooklyn,  were  they  not?  Ai'e  you  aware  of  that,  where  they  were 
selling  tliem  back  a,nd  forth  to  each  other? 

Mr.  Tho?iL\s.  I  do  not  know  that  for  a  fact,  but  that  is  w^hat  I 
heard. 

Mr.  Blum.  The}^  were  trading  mortgages  at  15  to  20  percent  dis- 
counts. Does  that  ring  true? 

Mr.  Thomas.  I  would  think  so.  It  was  generally  thought  of  as 
found  money  in  a  way,  so  80  percent  of  found  money  is  still  a  lot. 

Mr,  Blum.  Even  if  it  is  not  100  percent,  they  are  still  coming  out 
pretty  well 

Mr.  Thomas.  I  believe  so. 

Mr.  Blum.  The  refinancing,  tremendousl}^  helpful  to  the  community, 
at  the  same  time  was  also  something  that  inadvertent!}^  got  the 
speculators  back  in  business  by  gi\ang  value  to  paper  that  might  not 
otherwise  be  very  valuable. 

Mr.  Thomas.  That  is  possible.  But  it  would  have  involved  pajdng 
off  existing  seconds  and  thnds,  some  of  which  were  purchase  mone}^ 
mortgages 

Mr.  Blum.  Let  me  go  back  to  the  question  of  mortgage  origination. 

If  a  man  comes  into  Bedford-Stuyvesant  originally  and  says,  I  need 
a  mortgage,  I'm  going  to  buy  a  house,  what  can  you  do  in  the  way 
of  counselmg  him  and  in  the  way  of  processing  his  application? 

Mr.  Thomas.  Well,  until  recently,  what  we  would  normally  have 
indicated  the  waj^s  in  which  you  buy  a  home ;  that  is,  you  go  to  a  news- 
paper or  go  to  a  real  estate  broker  who  has  listings.  After  you 
identify  a  home  and  have  a  contract  to  bu}^  and  if  you  need  financing, 
as  I  am  sure  everyone  would,  then  that  is  where  we  would  step  in. 
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We  would  process  the  application,  but  as  a  general  rule  of  thumb 
we  did  not  do  a  great  deal  of  counseling  of  applicants,  warning  them 
in  effect  what  to  look  out  for.  In  part,  all  we  had  at  the  early  stages 
was  rumor;  and,  second,  because  given  the  fact  what  we  had  was 
rumor  it  really  seemed  an  unfair  treatment  for  us  to  get  involved  in 
these  brokers'  dealings,  some  of  whom  were  reputable  people. 

Mr.  Blum.  What  happened  when  brokers  came  and  there  was  a 
deal  for  j^ou  to  process?  What  did  you  do  then  in  the  way  of  counseling 
the  buyer,  in  the  way  of  processing  his  application? 

Mr.  Thomas.  Well,  the  first  thing  the  staff  is  told  to  look  at  is  to 
see  if  it  is  a  recent  turnaround.  If  it  is  a  recent  turnaround,  all  the 
flags  go  up.  While  we  do  not  have  any  real  power  and  authorit}^  to 
say  it  is  a  good  or  bad  deal,  frankl}^,  we  look  askance  at  anything 
that  is  a  recent  turnaround  with  a  tremendous  increase  in  price. 

Now,  some  of  us  relied  on  the  FHA  appraisals,  generalh^,  and  our 
own  sense  of  what  the  market  was  like  in  a  given  block  or  a  given 
area.  And,  frankly,  I  had  difficulty  in  sa^/mg  to  a  broker  who  went 
out  and  got  a  good  deal — let's  say  he  found  someone  willing  to  sell 
a  property  for  substantiall}'  less  than  the  market  value  of  that  prop- 
erty, and  that  transaction  closed,  it  passed.  You  may  not  now  sell 
the  property  for  what  it  is  in  fact  worth.  Although  I  did  not  like  the 
transaction,  I  could  not  find  the  legal  basis  for  saying,  "We  will  not 
process."  In  point  of  fact,  we  did  discourage  those  cases  from  coming 
our  way,  at  least.  I  do  not  know  if  the  brokers  took  them  m  other 
directions  or  not,  but  we  just  did  not  want  to  be  a  part  of  anything 
that  looked  to  be  unconscionable  from  any  standpoint. 

Mr.  Blum.  From  what  you  describe,  if  I  were  a  broker,  the  last  place 
I  would  go  is  Restoration  if  I  had  a  great  deal. 

Mr.  Thomas.  That  is  right. 

Mr.  Blum.  Would  that  not  account  for  the  lack  of  business  you  had 
in  your  mortgage  origination  department? 

Mr.  Thomas.  On  the  purchases  it  could. 

Mr.  Blum.  I  assume  if  we  get  into  this  more,  perhaps  you  under- 
stand why  you  had  so  few  customers  for  purchase  mortgages. 

Mr.  Thomas.  We  intend  to  follow  these  proceedings  closely  in  order 
to  learn  from  them. 

Mr.  Blum.  On  the  question  of  home  improvements,  are  people 
commg  to  you  for  FHA  home  improvement  loans,  too?  Is  that  a  loan 
you  can  make? 

Mr.  Thomas.  I  do  not  believe  the  5-year  home  improvement  loan 
is  one  within  our  ambit.  There  may  be  a  home  improvement  associated 
with  refinancing  because,  in  fact,  there  is  a  10-percent  rec^uirement  that 
FHA  recently  adopted. 

That  is,  on  an}'  of  the  refinancing,  10  percent  of  the  amount  must 
go  into  repairs  in  the  home.  In  that  sense,  it  is  a  home  improvement. 

In  the  classic  sense  of  the  5-  or  6-year  loan,  we  did  not. 

Mr.  Blum.  Wlien  you  originated  a  mortgage,  when  you  processed 
it,  did  you  actually  send  someone  out  to  look  at  the  house? 

Mr.  Thomas.  Yes,  we  would.  Not  each  time,  but  in  the  beginning 
almost  on  everj^  case  we  went  out,  because  we  had  to  look  at  the  block 
to  see  if  there  were  any  abandoned  buildings.  We  actually  went  out 
and  physically  looked  at  each  one  of  them  which  took  a  little  time,  but 
we  think  this  was  important  as  we  got  to  know  the  block  a  little 
better. 
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Mr.  BlUxM.  Would  the  mortgage  companies  or  banks  that  took  the 
mortgages,  would  they  look  at  the  building  also  as  well? 

Mr.  Thomas.  Some  did.  Some  would  go  out  and  take  a  look.  The 
ground  rules  of  the  pool  were  that  the  existence  of  the  fu'm  commit- 
ment of  FHA,  and  the  fact  that  the  application  had  been  processed 
through  Restoration  meant  that  the  institution  was  to  take  it,  in 
effect,  withovit  doing  an  independent  look.  In  point  of  fact,  some, 
particularly  in  the  beginning,  still  went  out  and  took  a  look  for 
themselves. 

Mr.  Bluai.  At  Restoration  not  only  will  they  warn  the  guy  the 
price  may  be  too  high,  they  will  look  at  the  propert}"  and  then  it  will 
be  given  to  a  bank  who  will  look  at  it  agam. 

Mr.  Thomas.  That  is  correct. 

Mr.  Blum.  If  I  take  it  to  a  mortgage  company,  nobody  will  look  at 
it. 

Mr.  Thomas.  That  is  possible,  and  I  will  get  my  bonus. 

Mr.  Blu:\i.  And  there  will  be  the  points  there  as  well. 

Mr.  Thomas.  That  is  correct. 

Mr.  Blum.  On  the  question  of  i)oints,  points  are  paid  by  the  seller, 
is  that  the  way  that  is  supposed  to  work?  Is  that  correct? 

Mr.  Tho:sl4S.  Well,  it  is  a  good  question.  I  think,  actuallv,  in  the 
sales  transaction  the  points  end  up  being  paid  b}^  the  buyer. 

Mr.  Blum.  That  is  in  the  form  of  a  commission  contract  that  looks 
on  its  face  to  be  outrageous,  although  the  mortgage  points  will  be 
hidden  in  the  brokerage  commission? 

Mr.  Thomas.  Or  ui  the  selling  price. 

Mr.  Blum.  The  buyer  pays  the  mortgage,  because  this  is  the 
propert}^  on  which  points  have  been  loaded? 

Mr.  Thomas.  That  is  correct. 

Mr.  Blum.  In  effect,  it  is  the  seller  of  the  property  who  benefits 
by  no  point  money  as  well  as  the  buyer,  or  is  it  just  the  buyer?  It  is 
kind  of  confusing  in  a  way. 

Mr.  Thomas.  No;  the  buyer  benefits  clearl}^  from  no  point  money, 
and  the  seller  would  benefit  also,  at  least  in  theory,  because  if  he 
wanted  $18,000  for  his  home,  it  is  more  easily  sold  at  $18,000  than  at 
$20,000.  And  if  there  are  points  involved,  it  has  to  be  sold  at  $20,000, 
so  that  he  benefits  from  a  presumably  wider  market  and  more  rapid 
turn. 

Mr.  Blum.  A  wider  market  and  a  lower  price? 

Mr.  Thomas.  That  is  correct. 

Mr.  Blum.  Some  people  have  said  some  of  the  reasons  for  dual 
housing  markets  in  the  United  States,  one  for  whites  and  one  for 
blacks,  is  partly  the  point  system. 

If,  in  the  suburb,  a  white  person  is  selling  to  a  white  person  in  a 
conventional  deal,  the  seller  does  not  pay  points.  If  he  chooses  to  sell 
to  someone  who  is  possibly  black,  he  will  pay  points.  So  in  that  situa- 
tion there  is  a  actually  a  money  penalt}^  for  integration. 

Have  you  heard  that  kind  of  discussion? 

Mr.  Thomas.  Just  recently  I  have;  yes. 

Mr.  Blum.  In  the  center  cit}^,  where  areas  are  designated  all  FHA, 
it  seems  ver}^  few  transactions  are  face  to  face  between  the  seller  of 
the  other  property  and  the  buyer  of  the  property.  Why  do  you  think 
in  the  suburbs,  on  one  hand,  it  is  a — the  broker  is  an  intermediary; 
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in  the  inner  cit}'',  he  becomes  an  investor,  who  has  to  have  ownershiji 
interest  in  the  property  before  Ave  turn  it  over? 

Mr.  Thomas.  I  think  that  the  absence  of  a  ready  credit  market  in 
the  inner  city  has  led  to  the  creation  of  a  whole  range  of  schemes  and 
devices  by  which  people  sell  and  refinance  property.  It  has  become  very 
confiisino;,  and  a  little  bit  frightening  to  most  people,  so  that  what  is 
generally  known  is  this:  If  you  want  to  get  a  mortgage,  you  go  to 
Mr.  X  or  Mrs.  X,  whomever  it  may  be.  And  he  or  she  mil  arrange  it 
for  X  dollars  or  y  dollars.  And  that  is  realh"  all  you  get  concerned  wdth 
because,  if  you  do  not  know  a  Mr.  X  to  whom  you  can  go,  you  go  to 
a  bank  or  the  usual  places  to  get  credit,  and  you  would  be  told, 
"We  are  not  writing  in  the  area." 

So  that  I  think  most  of  what  we  see,  in  this  crazy-quilt  pattern  of 
brokers  and  intermediaries  and  shadow  bu3^ers  and  all  the  rest  of  it 
which  I  am  sure  will  come  out,  is  a  by-product  of  a  very  scarce  market 
for  home  credit.  The  people  do  not  feel  comfortable  in  improving  their 
property  with  the  notion  that  when  they  get  ready  to  sell  it,  a  willing 
buyer  will  look  at  it,  be  able  to  pay  a  reasonable  amount  and  get 
financing.  Also  they  themselves,  are  in  doubt  as  to  whether  they  will 
be  able  to  refinance  to  pull  out  some  of  their  equity. 

I  think  what  happens  is  this,  you  begin  to  develop  a  whole  range  of 
schemes  that  take  advantage  of  a  condition  which  is  largely  the 
absence  of  a  free  market  for  home  credit. 

Mr.  Blum.  Why  do  banks  withdraw  from  an  area  like  Bedford- 
Stuyvesant  when  the  mortgages  are  insured  and  guaranteed?  What 
makes  an  area  like  that  no  good,  even  Avith  the  Federal  Government 
prepared  to  say,  "We  will  guarantee  it"? 

Mr.  Thomas.  I  really  do  not  know  yet. 

Mr.  Blum.  Is  it  possible  they  are  facing  the  same  kind  of  competi- 
tive market  that  you  are  facing,  again  the  broker  will  go  to  the 
mortgage  company  rather  than  the  bank? 

Mr.  Thomas.  It  is  possible.  I  guess  the  general  answer  to  why  the 
bank — or  any  institution  that  is  in  the  finance  business — makes  a 
choice  is  that  the  opportunities  are  greater  in  other  directions.  So,  if 
you  have  a  finite  amount  of  dollars  to  work  with,  you  tend  to  put  them 
in  the  area  where  you  get  the  greatest  return. 

I  am  just  not  sure  on  the  FHA  situation.  Logically  it  is  insured 
paper,  and  there  is  a  ready  secondary  market  for  it.  On  the  face  there 
would  seem  to  be  no  logical  reason  for  excluding  these  areas. 

Mr.  Blum.  One  final  question.  On  the  FHA  situation  you  said  it 
was  taking  you  weeks  and  months  to  process  your  loans.  Mortgage 
companies  seemed  to  process  mortgage  loans  very  quickly.  Did  you 
ever  discuss  the  speed  of  processing  Avith  the  FHA  officials? 

Mr.  Thomas.  From  time  to  time  Ave  did. 

Mr.  Blum.  What  did  they  tell  you? 

Mr.  Thomas.  Usually  the  ])roblems  turned  out  to  be,  on  the  surface, 
A^ery  legitimate.  Typically  we  Avoukl  send  out  a  request  for  a  conditional 
commitment,  Avhich  requires  an  inspection  of  the  proi)erty. 

FHA  is  supposed  to  notify  the  owner  AA'hen  they  are  going  to  come 
out  or  Avhen  the  broker  is  going  to  come  out  and  take  a  look.  Invariably 
something  Avould  happen.  They  Avould  send  a  card,  they  claimed  they 
had  sent  a  card  and  notified  him.  He  Avas  not  there.  They  shoAA^ed  up 
and  there  was  no  one  at  home. 
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That  means  you  go  to  the  bottom  of  the  Hst  again,  and  it  may  be  2 
weeks  before  that  appraiser  is  going  to  be  back  in  that  particular  area . 
If  he  misses  on  the  second  time,  you  then  have  to  reinitiate  that 
application,  we  have  to,  anyway. 

Mr.  Blum.  Apj)arently  somebody  else  does  not  prepare  it,  because 
I  assume  the  mortgage  company  has  the  same  problem. 

Mr.  Tho:mas.  All  I  can  say  is  what  I  know  about  what  happened 
to  us.  How  do  they  get  around  that  problem?  I  have  had  people  sit 
in  my  office  and  say  to  me  that  they  could  get  their  commitments  in  a 
week.  I  do  not  know  if  this  is  true  or  not,  but  this  is  what  they  say. 
Now,  how  the}^  are  able  to  do  that,  I  cannot  say. 

Mr.  Blum.  With  respect  to  foreclosure,  the  property  becomes  the 
property  of  the  Federal  Government.  Do  3^ou  put  the  property  back 
on  the  market? 

Mr.  Thomas.  Yes;  we  have  for  the  last  3  A^ears.  FHA  came  up  to  us 
in  1968  or  1969  and  said  that  it  had,  at  that  time,  roughly  180  buildings 
scattered  throughout  central  Brooklyn  which  were  then  being  set  on 
fire  and  were  generally  a  health  hazard.  They  wanted  to  get  the 
buildings  cleared  out,  cleared  of  debris,  and  closed  up  so  they  could 
be  made  ready  for  rehabilitation.  They  asked  us  if  we  would,  as  an 
extension  of  our  housing  program,  agree  to  take  on  their  180  buildings, 
close  them  up,  clean  them  out,  clean  the  snow  away,  and  do  the  usual 
maintenance  activities. 

We  said  we  would  do  it.  At  that  point  the  idea  was  that  FHA  would 
remove  from  that  inventory  blocks  of  buildings  for  renovation. 

We  started  in  1969.  They  had  180  buildings.  And,  of  course,  what 
we  found  out  immediateh'  was  that  you  would  no  sooner  tin  the 
building  up  and  clean  it  out,  then  come  back  a  week  later  and  find  the 
building  open  again.  Yo\i  would  have  to  resecure  it. 

We  also  asked  FHA  initially  for  10  buildings  to  rehabihtate  for  it, 
and  we  took  the  10,  rehabilitated  them,  and  lost  money  on  the  rehab, 
I  might  say.  But  we  did  it,  and  we  did  them  right,  and  put  them  back 
on  the  market. 

Then  we  asked  for  a  second  10.  This  time  we  gave  them  what  we 
thought  was  the  fair  ]:)rice  for  doing  the  work,  based  on  our  experience, 
so  that  we  were  not  just  going  to  patch  and  repair.  If  something  needed 
to  be  replaced,  3'ou  could  go  ahead  and  replace  it.  We  could  put  new 
boilers  in  and  do  the  things  that  needed  to  be  done. 

Well,  FHA  decided  that  our  bid  on  the  10  buildings  was  more  than 
it  wanted  to  spend  on  those  buildings,  so  it  said  that  it  was  going  to 
go  out  and  give  the  buildings  to  private  contractors.  We  said,  fine; 
Ave  had  no  problem  with  that. 

But,  in  point  of  fact,  and  to  my  knowledge,  FHA  has  only  removed 
roughl}^  100  buildings  from  the  inventory  in  the  23^  years.  I  do  not 
know  how  man}^  of  those  have  been  rehabilitated,  but  they  have  not 
given  us  a  second  group  of  buildings  to  rehab. 

At  the  moment,  by  at  least  last  Friday,  the  inventory  of  FHA- 
owned  buildings  that  we  tin  up,  and  clean  the  debris  from,  and  get 
ready  for  rehab  is  now  over  600  buildings  in  central  Brooklyn  alone. 

Mr.  Blum.  I  cannot  help  but  contrast  with  what  you  said  about 
FHA's  willingness  to  spend  as  much  money  as  necessary  to  repair 
Avith  the  appraisal  ]:)rocess  they  use  at  the  olher  end,  vdih  somebody 
buying  a  house.  There  somehow  the  appraisal  comes  in  at  the  contract 
price. 
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Apparently  it  does  not  work  that  way  wdth  the  contract  to  repair. 

Mr.  Thomas.  It  has  been  a  major  frustration  for  iis,  quite  frankly. 
The  onl}^  reason  for  getting  into  the  tinning  up  and  cleaning  out  end 
of  this,  which  is  the  dirt  end,  believe  me,  is  to  get  the  buildings  ready 
for  someone  to  rehabilitate  them — not  necessarily  us,  but  someone 
would  get  in. 

We  have  not  only  the  next  grouji  of  10  that  we  asked  for,  but  we 
have  since  gone  back  and  identified  25  other  buildings.  We  have 
asked  for  those  for  years.  I  understand  just  this  last  Friday,  we 
reached  an  understanding  with  FHA  that  they  would  nov\^  sell  us  the 
buildings. 

We  have  said  to  them,  if  you  do  not  want  us  to  rehabilitate  the 
buildings  for  you  because  you  feel  the  cost  is  too  great,  then  sell  us 
the  buildings  for  some  nominal  amount  of  money,  and  we  will  rehabili- 
tate them  and  put  them  back  on  the  market. 

We  know  there  is  a  market  for  these  buildings.  We  know  we  can 
rehabilitate  them.  We  ask  3"ou,  at  some  reasonable  figure,  to  let  us 
take  the  buildings  from  you.  Let  us  have  them. 

In  the  past  2  months  FHA  has  announced  that  it  has  been  willing 
to  transfer  50  buildings  to  the  New  York  Urban  Coalition,  and  another 
50  to  the  Model  Cities  program.  That,  to  me,  is  the  first  indication  of 
a  willingness  to  move  blocks  of  buildings  out  from  under  its  jurisdiction 
and  control. 

Mr.  Blu:\i.  If  you  do  not  rehabilitate  them  or  somebody  does  not 
pretty  quickly,  the  buildings  head  for  destruction? 

Mr.  Thomas.  There  is  no  question  because,  if  they  sit  vacant  for 
more  than  a  year,  it  requires  a  complete  gvit  job  on  the  inside  of  the 
building.  Whereas,  initially,  it  might  require  only  new  plumbing,  a 
new  roof,  and  some  cosmetic  treatment. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Thomas,  thank  you  very  much. 

(Materials  relating  to  the  testimony  of  Franklin  Thomas  follow. 
Testimony  resumes  on  p.  80.) 
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Senator  Hart.  We  will  now  hear  from  Mr,  Hessel.  Mr.  Hessel? 
(Whereupon,  Mr.  Hessel  was  duly  sworn  by  the  chairman.) 

STATEMENT    OF   ALLEN   HESSEL,    DIRECTOE,    LAUKELTON   AREA 
NEIGHBORHOOD  ACTION  PROGRAM,  NEW  YORK  CITY 

Air.  Hessel.  Senator  Hart,  members  of  the  committee,  I  would 
like  first  to  submit  my  statement,  as  written,  to  the  committee,  an 
extensive  13-page  statement,  with  a  5-page  flyer,  describing  the 
activities  of  my  office. 

M}"  name  is  Allen  Hessel,  and  I  am  the  Laurelton  area  director  for 
the  neighborhood  action  program. 

This  is  part  of  the  office  of  the  mayor  of  the  city  of  New  York. 
But  m}'  concern,  really,  is  not  just  as  an  official  of  the  city  of  New 
York,  but  also  as  a  resident  of  a  corner  of  Queens,  southeastern 
Queens. 

As  Mr.  Thomas  has  described,  Bedford-Stuyvesant  is  part  of 
Brookh^n;  Laurelton  is  part  of  Queens.  It  is  a  borough  of  about  the 
same  in  size ;  but  the  section  I  am  concerned  vdih,  interestingly  enough, 
is  the  community  of  Laurelton  plus  half  of  the  communit}^  of  Cambria 
Heights,  and  the  southeastern  tip  of  Springfield  Gardens. 

We  are  so  far  away  from  the  center  part  of  the  city  that  we  have 
been  identified  more  or  less  bj^  the  title  of  a  suburb  of  New  York  City. 

In  fact,  we  have  so  little  recognition  that,  just  over  a  year  ago, 
a  commissioner  of  the  city  of  New  York,  just  prior  to  the  neighbor- 
hood action  program  being  started  in  the  area,  when  asked  to  speak 
in  the  area,  this  is  a  city  commissioner,  when  asked  to  speak  in  the 
area,  a  very  polite  reply  was  received  by  residents  of  the  community, 
I'm  sorr}^,  the  commissioner  only  speaks  within  New  York  City. 

We  have  been  waiting  a  long  time.  We  have  been  involved  in  what 
has  been  defined  as  a  changing  community  for  at  least  10  j^ears.  Mj^ 
o^^^l  involvement  has  been  for  7  years. 

We  have  seen  many  changes:  changes  for  the  better,  changes  for  the 
worse  in  the  community.  And  that  is  what  the  subject  of  my  presenta- 
tion is  today. 

We  have  a  beautiful  little  community  of  one-  and  two-family  homes ; 
26,000-27,000  people  reside  in  the  area.  What  we  are  faced  wdth  is 
the  beginning  of  an  apartheid  Borough  of  Queens,  that  we  are  feeling 
for  the  first  time  in  southeast  Queens. 

We  are  at  war,  a  war  that  was  begun  10  years  ago.  We  have  our 
own  demilitarized  zone.  Its  true  name  is  Hillside  Avenue. 

Between  Hillside  Avenue  and  Jamaica  Avenue  in  Queens,  which  is 
approximately  a  north-side  dividmg  line  in  the  Borough  of  Queens,  we 
have  a  string  of  real  estate  brokers.  I  think  at  last  count  somebody 
said  it  was  75,  80  or  90;  the  exact  number,  really,  is  incidental.  It  is 
the  location,  the  strategic  location  of  that  demilitarized  zone,  that  is 
so  very  vital  to  the  future  of  Laurelton. 

Laurelton  is  adjacent  to  the  predominantly  black  communities  of 
Southern  Queens,  South  Jamaica,  St.  Albans,  Springfield  Gardens, 
Hollis  and  it  is  facing  one  of  the  most  organized,  vicious  attempts  at 
destruction  of  this  part  of  the  city  of  New  York.  And  I  stress  organized, 
because  I  intend  to  show  you  today  how  devious  and  ho\\'  extensi\'e  is 
that  organization. 
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We  face  the  bitterness  that  people  have  faced  under  a  changing 
community  for  the  hist  10  years.  We  have  gotten  so  accustomed  to 
the  bitterness,  it  has  become  part  of  us.  Our  role,  now,  is  to  bring  up 
the  facts.  Basicalh',  I  want  to  talk  about  a  discriminator}-  steering 
system  that  exists  in  the  Laurelton  area,  that  exists  in  northern 
Queens,  also. 

We  have  a  steering  sj^stem  generated  by  real  estate  offices  on  Hill- 
side Avenue.  Let  us  say,  if  you  are  white,  they  \vi\\  shunt  you  north 
of  Hillside  Avenue;  if  you  are  black  or  another  minority,  they  \vi\\ 
shunt  3^ou  south  of  Hillside  Avenue.  This  is  going  to  lead  to  an  apart- 
heid borough.  It  is  rapidh^  on  its  way. 

You  have  seen  in  the  New  York  Times,  in  the  last  couple  of  weeks, 
maps  ^^ith  various  other  problems  that  contribute  to  it.  But  I  like 
to  liken  it  to  a  campaign,  military  campaign,  a  war  that  is  going  on. 
At  first,  in  the  beginning,  a  police  action  and  you  use  small  tactics. 
And  then,  of  course,  if  the  war  is  being  won  by  the  opposition,  3"ou 
use  3^our  big  weapons. 

Well,  initially,  the  small  tactics  were  enough.  The  fu'st  black  resi- 
dents of  south  Bronx,  ^Manhattan,  south  Jamaica — who  finallv,  after 
many  years  of  frustration,  realizing  that  American  dream  of  o^^^l- 
ing  their  own  home,  chose,  not  by  choice,  some,  perhaps,  b}'  choice, 
areas  adjacent  to  their  own  communities.  They  ventured  out  and  they 
found  the  same  beautiful,  little  suburb  that  I  looked  at  within  the 
city  of  New  York,  Laurelton,  an  attractive  community  A\'ith  low 
taxes  and  beautiful  homes. 

And  they  were  directed  here.  Some  were  directed,  others  just  ven- 
tured eastward.  What  they  found  was  what  everybody  was  looking 
for,  a  better  place  to  live,  a  quiet,  residential  tree-lined  communit}^ 

This  frightened  some  of  the  white  residents  of  the  communit3\  They 
had  never  experienced  anj^one  living  next  door  to  them  vrho  had  a 
different  ethnic  background  than  their  own. 

And  so  some,  at  the  mere  sight  of  the  first  black  resident  on  their 
block,  got  up  and  panicked.  That  was  enough  to  change  a  few  blocks; 
but  a  tactic  merel^y  utilized  b}'^  brokerage  houses  and  such  on  Hillside 
Avenue,  and  I  keep  coming  back  to  that  avenue,  v.'as  to  channel  as 
many  blacks  into  the  area. 

And  I  say  that  the  new  resident,  the  new  black  resident  of  Laurelton, 
Cambria  Heights,  Springfield  Gardens,  was  far  more  economically 
advantaged  than  the  person  he  was  replacing.  He  had  made  it  in  a 
very  tough  society  and  he  was  seeking  his  just  reward. 

But  he  didn't  realize,  like  I  didn't  realize  until  this  last  j'ear,  that 
this  is  part  of  a  big  game  plan,  or  the  first  battle,  the  first  time  that 
people  are  going  to  be  shunted  to  a  certain  area.  That  there  were  such 
things  as  red-lining,  that  there  were  certain  communities  that  were 
designed  for  black  people  and  the}-  were  adjacent  to  existing  all-black 
communities.  I  wasn't  aware  of  this,  but  slowh^  I  learned. 

As  I  said,  initially,  some  people  fled  and  fled  more  dramatically 
than  others.  Most  just  quietly  sold  their  houses  and  just  moved  to 
the  far  reaches  where  this  problem  could  not  reach  them  immediately. 

But  now  there  remained  a  steadfast  group  of  people,  people  like 
Jay  Steingold,  people  like  Bill  Pfeffer  from  Cambria  Heights,  who  said, 
it  is  not  enough  that  the  man  is  black  next  door  to  me  and  mo\dng  into 
my  community,  for  me  to  be  frightened,  for  me  to  leave,  because  he 
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fought  for  that  home,  and  I  am  going  to  take  a  close  look  at  him.  And 
he  did  take  a  close  look  at  him.  He  organized  the  block  meeting,  the 
Block  Association,  and  he  said,  this  guy  has  proved  himself.  He  can 
own  his  home.  He  can  put  dollars  into  these  homes. 

And  so  the  panic  subsided  somewhat.  But,  as  I  said,  this  was  the 
opening  battle  of  the  war.  The  opposition  was  not  happy.  Laurelton, 
Cambria  Heights  was  fairly  stable. 

Let  us  go  to  statistics  in  the  city  of  New  York,  a  normal  turnover 
of  3.5  percent  of  the  homes  in  any  community,  outside  of  the  one  I 
am  talking  about  right  now.  Since  1960,  that  turnover  of  homes  has 
increased  slowly  and  then,  in  the  last  3  years,  far  more  rapidly.  It  now 
reaches,  as  of  January  1972,  an  11.8-percent  turnover  of  the  homes. 

Let  us  go  back  to  that  steering  system.  Let  us  get  back  to  what  is 
happening. 

Well,  as  I  said,  we  had  a  relatively  stable  community  in  the  late 
1960's  or  so,  1966,  1967,  1968,  1969.  Black  families  were  moving  into 
the  community,  they  were  being  received,  some  well,  some  not  so 
well.  Laurelton  became  a  model,  so  to  speak,  of  an  integrated  com- 
munit}',  to  a  certain  extent.  In  1968  we  reached  about  a  30-percent 
black  population,  which  is  probably  reflective  of  a  national  average. 

Well,  it  continued.  Another  type  of  thing  had  to  occur.  People 
weren't  moving  fast  enough.  The}'  were  not  turning  over  their  homes 
for  a  profit.  That  theme  I  heard  repeated  quite  a  few  times  this  morn- 
ing. But  we  were  turning  over.  I  have  a  map  here,  it  happens  to  be  one 
of  our  planning  commission  maps  that  I  marked  up  to  show  the  transi- 
tion of  this  community  in  the  last  few  3^ears,  and  I  would  like  to  submit 
this  to  the  record. 

Wliat  it  shows,  to  those  assembled,  is  my  responsible  area,  the 
Neighborhood  Action  Program  area,  outlined  in  black,  A\ith  each  dot 
representing  the  sale  of  a  home  in  the  last  few  years. 

If  I  can  comment  on  that:  this  fellow  coded  the  dots  sho^nng  the 
different  years.  We  have  also  circled  any  of  these  dots  where  an  FHA 
foreclosure  has  occurred. 

If  I  can  submit  this  up  front.  Senator,  for  you  to  look  at,  and  other 
members  of  the  committee. 

The  problem  with  this  particular  map,  of  course,  is  that  in  my 
own  feeling  it's  only  a  part  of  southeastern  Queens.  It  shows  that  11.8 
percent  turnover.  Wlien  you  look  at  it,  it  looks  like  the  entire  com- 
munity is  turning  over,  and  it  might  just  be  that,  block  by  block. 

How  does  it  occur?  Well,  let  us  take  a  walk  up  Hillside  Avenue. 
Since  we  can't  do  this  right  now,  where  we  can  see  all  of  these  various 
brokers  on  the  avenue,  let's  go  back  a  few  j^ears  to  1965,  when  the 
Fair  Housing  Council  in  cooperation  with  Operation  Open  City,  and 
the  Urban  League,  tested  the  brokers  to  see  if  they  had  any  type 
that  they  were  shunting.  Now,  we've  gone  back  to  1965 — white  people 
to  one  section  of  Queens,  blacks  to  another. 

All  right,  I'll  read  for  you  and  I  will  submit  this  for  the  record. 

"Subject:  To  Mr.  and  Mrs.  Steingold,  real  estate  broker,  Butterly 
and  Green,  Sunday,  November  29,  1964,  husband  and  wife  team 
stated  that  they  wish  to  bu};'  a  home  on  the  south  shore  of  Queens,  in 
Laurelton  if  possible,  to  be  near  friends." 

"They  are  willing  to  spend  approximately  $20,000  for  a  two-  or 
three-bedroom  house,  attached  or  detached,  prewar  or  postwar." 
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"Mr.  Steingold  asked  the  real  estate  broker,  'Mr.  Tiittle,  do  a'ou 
have  any  homes  in  Laurel  ton  that  would  meet  these  specifications, 
two  or  tliree  bedrooms,  English  Tudor,  a  bungalow  ranch,  about 
$20,000?'  " 

Answer:  "If  j^ou  want  Laurelton,  there  is  not  much  to  offer,  but  I 
could  show  3^ou  a  few." 

"Do  YOU  insist  on  buying  a  home  just  in  the  area  of  Laurelton, 
Mr.  Stemgold?" 

The  answer:  "We  are  from  Brooklyn.  We  don't  know  too  much 
about  the  area,  but  have  friends  living  in  Laurelton,  particularly 
near  the  Je^^'ish  Community  House  on  223d  Street." 

Mr.  Tuttle  to  Mr.  Steingold:  "Have  you  visited  your  friends 
recently?" 

Answer:  "A  few  months  ago." 

Mr.  Steingold.  "How  about  showing  us  a  large  house  with  a  fire- 
place in  Springfield  Gardens?  We  visited  a  friend  there  and  I  fell  in 
love  with  their  house." 

"Good  heavens,  no."  This  is  the  answer.  "That's  a  colored  area, 
you  don't  want  to  live  there." 

Question,  \It.  vSteingold  to  ]\Ir.  Tuttle:  "Isn't  it  true  that  Laurelton 
is  right  near  Springfield  Gardens?  Please  be  truthful  ^^•ith  us,  Mr. 
Tuttle.  We  are  asking  for  your  advice  where  to  move.  We  come  from 
Brookl}Ti  and  don't  know  these  areas." 

Answer:  "Other  agents  would  take  you  to  Laurelton  just  to  make 
a  commission,  but  I  would  rather  let  you  walk  out  than  take  you  to 
Laurelton.  I  wouldn't  want  you  to  come  back  in  a  year  and  give  me 
hell  because  it  turned  into  an  all-colored  neighborhood. 

"Butterly  and  Green  has  ^\Titten  off  all  of  the  southeastern  Queens, 
including  Queens  Village,  Cambria  Heights  and  Laurelton." 

"Where  then  should  we  move  if  not  to  Laurelton?" 

Answer:  "I  would  rather  show  you  homes  in  Ken  Gardens,  Hills- 
borough, Bayside  on  the  North  Shore.  That  is  safe.  Even  if  the  same 
house  cost  a  little  more,  because  it  is  good,  clean,  100  percent  white, 
in  a  good  Jewish  neighborhood,  you  would  be  happy  there." 

"But  why?  I  have  friends  in  Laurelton.  I  don't  know  anyone 
there." 

"You  think  you  have  friends  in  Laurelton?  They  are  not  your 
friends;  otherwise  they  would  have  told  you  about  the  Negroes 
moving  in. 

"Your  friends  in  Laurelton  have  gotten  the  benefit  out  of  their 
homes.  They  don't  have  anything  to  lose  by  selling  their  houses. 

"Take  my  case,  I  sold  my  o\\'n  home  in  Laurelton  4  years  ago 
because  I  saw  this  coming." 

I  would  like  to  stop  here  and  ask,  how  did  he  see  this  coming?  Did 
somebody  plan  it  for  him?  1964,  1965,  similar  testimony,  another 
gentleman,  a  gentleman  going  into  the  store,  introducing  himself  to 
Queens  Homes  sales  representative,  saying:  "We  live  in  an  apart- 
ment in  Brooklyn  and  are  considering  buying  a  home  of  our  own." 

"Do  you  have  any  type  of  house  in  mind?"  the  broker  asked. 

"We  would  like  an  English  tudor.  We  saw  your  sign  outside  and 
the  prices  are  right  for  us.  One  sign  said  Cambria  (Heights).  Can 
you  show  us  a  home  in  Cambria,  or  anywhere  around  Queens?  We 
come  from  Brooklyn  and  are  not  familiar  with  Queens.  I  think  I 
had  a  feeling  that  there  are  tudors  in  Cambria  Heights. 
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"We  would  like  it  around  a  Jewish  Temple,  if  possible." 

Flipping  some  pages,  he  said,  "I'll  look  through  my  listing  and  see 
what  I  have." 

"I  don't  know  if  I  should  buy  a  house  after  all.  I  don't  like  the 
idea  of  having  to  move  after  w^e've  settled  in  a  home." 

"A  house  is  a  good  investment,  as  long  as  you  buy  it  in  the  right 
area,"  the  broker  says. 

"You're  living  in  an  apartment  now." 

"So  long  as  we're  living  in  a  good  area,  we  would  like  to  have  more 
room.  An  apartment  isn't  large  enough  to  raise  a  family." 

The  testimony  goes  on,  and  it  says:  "Well,  Cambria  Heights  is  a 
good  area.  Many  people  sell  their  homes  from  relative  to  relative  or 
friend.  Where  else  do  you  know  of  English  tudors  for  sale?" 

"There  are  also  English  tudors  in  Laurelton.  Is  that  a  good  place  to 
live?" 

"As  long  as  you  buy  a  house  in  the  higher  numbers,  such  as  234th 
Street  and  up  around  the  Belt  Parkway,"  and  there  the  broker  turned 
to  another  salesman  in  the  office  and  asked  if  he  could  find  a  home  for 
Mr.  and  Mrs.  W  in  his  book. 

"There's  a  nice  house  on  222d  Street.  It's  an  English  tudor,"  the 
other  salesman  said. 

Mr.  T  the  broker  said,  "No,  no,  that's  too  far  do\\Ti  for  them." 

The  salesman  said  to  the  broker,  "It's  all  right.  This  house  is  in 
Cambria  Heights,  not  Laurelton." 

"Well,  why  is  it  OK  in  Cambria  Heights  and  not  in  Laurelton?" 

"I  suggest  the  higher  streets  to  you  in  Laurelton  because  they  are 
for  nicer  people  who  live  there.  I  suggest  this  house  in  Cambria.  I'll 
call  them." 

Speaking  on  the  phone:  "Hello,  Mrs.  Rogers,  is  your  house  still  for 
sale?  We  would  like  to  show  it." 

Pause.  "Is  yours  a  changing  neighborhood?" 

The  answer  could  not  be  overheard. 

"Oh  well,  thank  you.  Good-bye." 

His  statement  is,  "I'll  show  you  something  else.  That  house  was  not 
for  3''ou." 

The  broker  has  decided  where  this  gentleman  a\  ill  live. 

All  right.  That's  1964.  Let  us  up-date  a  httle.  March  29,  1972, 
front  page  in  the  Long  Island  Press:  "FHA  }\Iortgage  Scandal,  Many 
Indicted  on  Bribery  Charges  and  Fraud."  Quite  a  few  of  those  people 
who  were  indicted  were  brokers  involved  in  transactions,  that  were 
trading  through  Hillside  Avenue. 

So  Federation  of  Laurelton  Block  Associations  was  organized  and 
assisted  by  my  office.  They  went  out  on  April  9,  only  a  few  short  weeks 
ago,  to  determine  the  brokers'  attitude  toward  Laurelton.  I  submit  tins 
for  the  record. 

In  an  effort  to  determine  what  attitudes  and  opinions  are  expressed 
about  Laurelton  Queens  by  real  estate  brokers  who  are  active  in 
selling  homes  in  the  area,  these  volunteers  visited  several  brokei's  on 
Hillside  Avenue. 

The  couples  were  average  in  appearance,  unquestionabh^  respectable, 
absolutely  not  belligerent  or  aggressive.  They  agreed  to  approach  each 
broker  in  the  same  fashion,  open  and  receptive. 

They  asked  first  about  available  homes  in  areas  in  Queens  and  then 
naivel}^  and  innocently  asked  about  Laurelton  as  a  nice  place  to  live. 
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There  was  no  effort  to  lead  the  brokers,  other  than  asking,  "How  about 
Laurelton?  Is  that  a  nice  area?" 

Let  me  read  to  you  some  of  the  answers.  This  is,  incidentally,  4 
years  after  the  1968  Civil  Rights  Act.  I  would  like  to  read  to  vou  some 
of  the  statements  made  b^^  some  of  the  people. 

In  Long  Island  Homes,  at  16812  Hillside  Avenue,  a  real  estate  firm, 
the  salesman,  Mr.  Herb  Sideoff,  whose  card  is  photocopied  here,  and 
I  will  turn  this  over  as  I  said  to  ever^^body  concerned.  The  salesman 
urged  them  to  sell  their  home  first.  He  mentioned  that  he  thought 
Queens  Village  was  a  nice,  stable  white  community.  Incidentally, 
Queens  Village  is  north  of  Hillside  Avenue. 

But  he  offered  his  advice.  He  said,  let  us  assume  we  are  all  very 
liberal.  Laurelton  has  50  percent  black. 

And  the  wife  said,  it  looks  like  a  nice  community.  Obviously  very 
middle  class  even  though  it  is  50  percent  black. 

Gee,  the  salesman  said.  He  moved  out  of  Cambria  Heights  and  listen 
to  this  statement  he  made.  Let  me  tell  you  truthfully,  even  though 
they  are  buying  nice  homes,  the^^'re  animals.  The  salesman  urged  them 
to  think  it  over  and  come  back.  It  was  a  white  salesman,  talking  to  a 
white  prospective  buyer.  Himself,  he  is  from  Queens. 

I  think  that  should  be  a  violation  of  somebody's  civil  rights. 

Mr.  Abels  at  ABCO  Realty  was  visited  by  a  Mr.  and  Mrs.  Jack 
Godler,  a  new  young  white  couple  who  had  come  into  the  community. 
And  such  statements  as;  Mrs.  Godler  asked  if  the  neighborhood  was 
integrated,  how  were  the  schools  since  she  had  two  cliildren.  Were  the 
schools  good? 

Mr.  Abels  said  he  thought  the  schools  had  some  problems.  He  said 
most  people  want  to  live  with  their  own  kind.  He  would  neither  recom- 
mend Laurelton  or  not  recommend  it.  The  couple  would  have  to  look  at 
it  for  themselves.  He  did  mention  other  neighborhoods  that  his  sales- 
men would  be  happy  to  show  them,  areas  north  of  Hillside  Avenue. 
He  was  generally  very  careful,  diplomatic,  and  avoided  any  direct 
statements,  especially  after  length}^  discussion. 

The  couple  went  on  to  another  real  estate  broker. 

I  can  go  on  page  by  page.  A  salesman  said,  yes,  he  would  recom- 
mend you  buy  less  home  for  more  money  in  a  better  area,  and  not  to 
put  3^our  money  in  that  area,  Laurelton. 

The  salesman  suggested  buying  a  home  in  Fresh  Meadows  or 
Jamaica  Estates,  areas  that  were  not  integrated.  He  said,  it  is  a  shame 
it  is  this  way,  but  even  if  the  editor  of  Newsweek  was  black  and  earning 
$35,000  or  more,  he  could  not  get  into  these  white  areas.  But  there 
were  plenty  of  blacks  in  Laurelton  earning  more  than  Mr.  Godler 
was,  and  that  is  where  they  were  living. 

The  salesman  said  the  couple  would  sweat  and  sell  if  they  bought  a 
home  in  Laurelton.  It  was  not  the  people  there,  he  said,  but  the 
people  coming  in  from  other  areas  that  made  it  bad. 

Senator  Hart,  with  that  type  of  ad\dce  b}^  a  real  estate  broker  on 
Hillside  Avenue,  would  you  buy  a  home  in  Laurelton?  Not  too  many 
whites  are  through  brokers  on  Hillside  Avenue. 

Fortunately,  there  are  alternatives,  and  some  young  couples,  white 
couples  as  well  as  black  couples,  are  buying  homes  directly.  They 
are  walking  into  the  community  and  they  are  looking  at  it,  and 
finding  exactly  what  I  looked  for  6  years  ago,  a  quiet  residential 
community. 
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Now,  when  the  black  testers,  Mr.  and  Mrs.  Peoples,  approached  the 
real  estate  agency  on  Hillside  Avenue,  they  were  told  a  slightly  differ- 
ent story.  A  couple  said  they  were  interested  in  bu^ang  a  home  in 
Queens,  we  saw  an  ad  in  one  of  the  Sunday  newspapers.  They  could 
not  remember  which  one,  but  it  was  of  homes  in  the  $30,000  to  $35,000 
range  in  Laurelton. 

They  asked  about  the  Laurelton  area.  This  was  a  black  cou]>le. 
Mr.  Steiner  said  the  schools  in  Laurelton  were  excellent,  both  the  high 
school  and  the  elementary  school.  They  were  told  it  was  a  nice  neigh- 
borhood, a  good  neighborhood,  they  would  like  it.  Mr.  Steiner  then 
directed  them  to  see  Mr.  Henry  C.  Yanicks  to  get  all  the  particulars 
and  then  to  show  them  the  homes. 

When  the  couple  saw  Mr.  Yanick,  he  asked  for  their  salary  range. 
They  said  somewhere  in  the  neighborhood  of  $17,000  or  $18,000. 

Mr.  Yanick  said  they  should  have  no  trouble  getting  an  FPIA  mort- 
gage. Why  no  mention  of  the  conventional  mortgage?  I  got  a  conven- 
tional mortgage  6  years  ago.  But  maybe  this  is  part  of  the  battle 
plan  that  has  not  come  out  yet. 

Mr.  Peoples  asked  were  the  homes  nice  in  Laurelton,  because  the 
section  of  Brooklyn  where  he  was  from,  Bushwick,  had  deteriorated, 
and  he  didn't  want  his  new  neighborhood  to  do  so. 

Mr.  Yanick  urged  him  to  ride  over  to  see  Laurelton.  It  was  just 
what  they  were  looking  for.  They  said  they  would  be  back  later. 

Then  it  goes  on  and  on  as  far  as  testimony.  But  this  is  1972  testi- 
mony. It  duplicates  what  hap])ened  in  1964,  In  spite  of  the  1968  civil 
rights  legislation,  nobody  is  stopping  these  guys  from  steering  people. 
Nobody  is  denying  them  the  right  to  choose  a  home  m  a  part  of  New 
York  City  that  they  would  like  to  choose  a  home  in. 

This  is  what  people  are  saying.  But  what  is  actually  hap})ening? 
We  take  a  look  at  our  DMZ  zone.  W^e  take  a  closer  look  at  the  mort- 
gage situation. 

We  look  through  Reaklex.  Realdex  is  a  listing  of  all  the  real  estate 
transactions  occurring  in  Queens,  a  mimeographed  docinnent,  avail- 
able for  a  fee  for  real  estate  brokers.  And  you  just  go  down  listing 
after  listing. 

And  I  noticed  some  of  the  companies  that  were  dealing  south  of 
Hillside  Avenue,  mortgage  firms,  like  Eastern  Services,  like  United, 
like  Interisland,  like  Siiringfield  Equities.  Where  are  the  banks?  Where 
are  the  large  banks?  Just  take  a  look  at  the  rest  of  the  Reaklex,  and 
you  will  find  them,  the  banks,  in  the  northern  part  of  Queens,  giving 
out  conventional  money. 

My  question  is:  Somebody  is  directing  money.  It  is  organized.  I 
think  we  have  a  monopoly  situation  here,  a  conspiracy,  a  conspu'acy 
to  say  to  black  people,  bu^-ing  homes  in  southern  Queens,  they  are 
trying  to  direct  only  black  people  to  bu3"ing  homes  in  southern  Queens, 
that  you  can  only  get  one  type  of  mortgaging.  You  are  being  denied 
a  choice  of  mortgaging.  I  think  somebody  is  preplanning  this.  And 
that  is  why  6  months  ago  when  I  was  up  in  Boston,  on  September  13, 
and  I  came  back  and  I  asked  3^ou  to  investigate  the  type  of  activity 
that  goes  on  in  our  mortgage  market.  And  you  did  because  we  are  here 
today. 

A  little  bit  about  the  type  of  advertising  to  attract  peoi)le  to  this 
community.  1965,  Laurelton  on  approximately  the  same  dates,  this  is 
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from  the  Greater  Laurelton  Council,  on  approximately  the  same  dates 
Laurelton  and  Cambria  Heights  appear  only  in  the  Amsterdam  News. 
Bellerose  appears  in  the  Long  Island  Press.  Kew  Gardens  Hills  and 
Jamaica  Estates  appear  only  in  the  New  York  Times. 

Not  the  similarity  and  price  ranges,  the  intent  of  this  tj-pe  of  ad- 
vertising. It  is  obvious. 

I  would  like  to  turn  these  ads  over  to  a^ou.  Senator  Hart.  It  will 
show  3'ou  that  the  same  t3'pe  of  home  exists  in  northern  Queens  and 
southern  Queens,  but  as  far  as  availability  or  potential  market,  some 
of  the  homes  in  southern  Queens  are  not  being  made  available  as 
readily  to  one  part  of  the  population,  as  well  as  the  other.  This  is 
steering. 

(Material  submitted  for  the  files.) 

And  so  since  1965,  we  have  the  newspaper,  the  New  York  Amster- 
dam News,  that  I  bring  to  you  and  submit  for  the  record.  Two  pages 
of  real  estate  ads;  in  every  instance,  without  exception,  all  the  ads 
refer  to  changing  communities  or  black  communities. 

In  other  words,  if  you  are  a  black  potential  buyer,  3-ou  do  not  have 
an  open  city  as  far  as  Amsterdam  News  is  concerned,  when  3'ou 
choose.  You  just  have  the  areas  that  have  been  allocated  to  you. 

We  can  look  at  some  of  the  terminolog}^  in  the  ads  themselves : 

Free  color  TV  with  the  purchase  of  anj^  house  in  our  ad.  All  houses  with  VA 
mortgages  only,  many  with  low-down  payment.  Must  bring  this  ad  with  you, 
offer  expires  December  15th,  Apollo  Estates  in  Ocean  Avenue,  Brooklyn. 

Fifth  Avenue  Realty,  right  next  to  Fourth  Avenue  Realty,  which  is 
the  successor  to  Third  Avenue  Realty  and  wSecond  Avenue  Realty 
and  First  Avenue  Realty,  all  dealing  in  neighborhoods  in  transition, 
all  dealing  with  GI's  and  FHA  mortgagmg  in  this  area. 

In  fact,  advertising  has  become  Cjuite  skillfid  as  far  as  the  various 
real  estate  brokers  on  Hillside  Avenue  are  concerned. 

I  have  flyers  here,  that  are  very  interesting : 

Why  pay  rent  when  you  can  own  your  own  home  for  less  money?  The  facts 
are,  wherever  you  rent  or  wherever  you  buy,  you  pay  for  the  home  you  occupy. 
Win  with  the  champions.  We  have  a  tremendous  selection  of  one  and  two-family 
homes  in  beautiful  suburban  Queens.  Many  can  be  obtained  with  no  cash  down 
to  GI's  and  FHA  low-down  payments  all  others.  All  homes  offered  are  subject  to 
Government  approval. 

Where  are  the}'  located?  Baiseh^  Park,  a  black  area;  Laurelton 
area,  a  changing  area;  South  Jamaica,  a  black  area;  Cambria  tleights, 
changing  communit}^;  Springfield  Gardens,  black  area,  changing 
communities. 

We  also  have  a  large  selection  of  GI  and  FHA  foreclosures.  Ask  for  Joe.  Please 
bring  the  circular  with  you.  Please  keep  this  circular. 

These  were  distributed  to  black  and  Puerto  Rican  families  on  our 
subway  train  going  in  from  Brookl^oi  to  Manhattan  and  Queens  to 
Manhattan. 

All  right.  My  responsibility  with  the  city,  of  course,  as  NAP 
director,  I  must  involve  mj^self  with  the  capital  projects  to  help 
reconstruct.  And  as  I  mentioned  in  my  testimony,  the  flow  of  things 
tlii'ough  the  office  of  the  neighborhood  action  program  is  what  we 
involve  ourselves  with. 

We  said  let  us  get  our  own  city  commissioner  on  human  rights 
involved.  There  is  apparent  violation  of  city  ordinances.  We  have  a 
brand  new,  or  relatively  brand  new  State  law  on  blockbusting. 
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Well,  we  have  one  of  the  weakest  laws  that  has  ever  come  out  to 
any  agenc^^,  giving  them  maybe  a  little  bit  of  a  definition  as  to  what 
blockbusting  is,  but  as  far  as  doing  anything  about  it,  the  city  com- 
missioner on  human  rights,  in  order  to  actually  declare  an  area  a 
nonsolicitation  area,  has  got  to  have  a  public  hearing  m  that  area. 
He  has  got  to  have  proof  positive  that  discrimination  in  an}^  form  is 
existing  in  that  area. 

All  right,  we  began.  Back  in  April  1971  we  petitioned,  myself  and 
my  deputy  director,  Mr.  Russell  Wasliington,  who  unfortunately 
could  not  be  here  today  because  he  has  been  promoted  to  a  new 
responsibility  in  the  city  administration  and  has  undertaken  that 
responsibility.  But  the  statements  that  I  have  presented  to  3'ou  in  my 
testimony  were  gone  over  by  Mr.  Washmgton  and  myself,  and  are 
presented  as  a  joint  venture  so  to  speak. 

The  public  hearing  was  held  in  Laurelton,  Juh^  20,  1971,  before 
you  had  a  chance  to  go  to  Boston  and  have  the  public  hearing  there. 
And  the  same  Jack  Goller  who  was  just  about  to  move  into  this 
community  was  testifying  about  the  area  of  banks. 

(The  testimony  is  submitted  for  the  files.) 

Once  he  decided  on  Laurelton,  he  applied  for  a  mortgage : 

But  I  did  it  in  two  ways.  The  first  way  I  did  it  was  to  apply  on  the  basis  of  the 
area  I  chose.  And  I  am  talking  about  dealing  with  major  banks,  banks  such  as  the 
Dime  Savings  Bank  of  Brooklyn,  the  banks  that  service  your  area,  the  banks 
where  you  put  j-our  mone}^  the  bank  you  influence  by  going  down  there  asking 
what  their  policy  is  on  points. 

When  I  chose  to  do  it  that  way,  we  were  told,  without  asking,  to  put  down  30 
percent  and  maj'be  three  or  four  points. 

Secondlj',  I  was  told  about  the  G.I.  mortgage,  backed  by  the  Government 
absolutely.  It  is  guaranteed. 

Once  again  we  were  told  we  would  have  to  take  points,  and  I  was  told  by  a 
particular  bank  I  dealt  with,  people  licensed  for  the  area. 

Then  I  went  back  in  another  way.  I  went  back  and  I  indicated  where  I  worked, 
my  executive  level.  He  happens  to  be  an  associate  editor  for  Newsweek  magazine 
in  New  York.  His  income  is  quite  substantial.  And  they  said,  "Fine.  Where  do  you 
want  to  buy." 

And  we  were  quoted  mortgage  rates  and  interest  rates,  no  points.  Then  I  went  to 
fill  out  the  application,  the  address,  and  two  banks  were  very  much  embarrassed  to 
change  their  quotations.  And  they  both  did  it  via  phone  when  they  found  out  it 
was  in  Laurelton. 

In  other  words,  he  was  denied  a  mortgage  in  southern  Queens,  a  con- 
ventional mortgage,  merely  because  he  wanted  to  take  it  out  in 
southern  Queens. 

He  is  white.  At  the  bank,  if  he  went  to  any  other  bank  for  any  other 
area  of  Queens  north  of  Hillside  Avenue,  he  would  have  had  that 
mortgage  in  a  very  short  period  of  time. 

Testimony  that  was  gathered  here  also  shows  the  bitterness.  I  sub- 
mit this  as  part  of  the  record,  the  entire  hearing  that  was  held  in 
Laurelton  on  July  20,  1971. 

Just  prior  to  that  hearing  secretary  of  state  (Lomenzo),  in  an  at- 
tempt to  stop  the  unwarranted  solicitation,  after  declaring  the  area  a 
special  cease-and-desist  area,  5  or  6  years  before,  where  voluntarily  a 
homeowner  could  wrjte  a  letter  asking  him  to  inform  all  licensed  real 
estate  brokers  that  the}^  should  no  longer  solicit  in  the  area,  not  do 
business  in  the  areas,  not  limit  them  from  doing  business  in  the  area, 
but  just  do  not  bother  the  people  who  just  miglit  be  interested  in 
living  in  an  integrated  community. 
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Secretary  (Lomenzo)  on  the  basis  of  information  gathered  for  that 
public  hearing  of  the  city  commission  on  human  rights,  in  Laurelton, 
on  the  basis  of  information,  took  an  unprecedented  step,  and  declared 
the  area  a  nonsolicitation  area.  You  should  have  heard  the  howls  put 
up  by  the  real  estate  industry,  because  these  areas  were  not  declared 
off-limits  just  to  solicitation. 

They  got  around  it.  His  limitation  actually  limited  only  licensed 
real  estate  brokers.  So  the  nonlicensed  speculators  continue.  "Houses 
wanted  for  fast  action,  no  commission  to  pay,  appraisals,  all  cash 
paid,  quick  closing,  call  now,  S.  &  R.  Associations,  Richmond  Hills." 
This  was  sent,  incidentally,  to  my  deputy  director  at  the  time,  Russell 
Washington.  "Houses  wanted,  fact  action,  no  commission  to  pay, 
same-day  appraisals,  all  cash  paid,  quick  closing,  call  now,  MPA 
Holding  Corp.,  Real  Estate  Investment." 

In  other  words,  it  was  not  enough  to  shut  off  the  solicitation  for 
the  licensed  industry.  Now  they  had  to  come  in  the  back  door,  because 
there  is  a  lot  of  money  to  be  made  in  the  southeastern  Queens  area  if 
you  can  turn  over  the  homes. 

When  my  own  new  deputy  director  who  is  here  today,  Mrs.  Morris, 
went  to  test  a  broker,  they  had  a  customer  for  her,  they  had  a  house 
for  her,  because  she  was  a  black  woman  and  she  was  interested  in 
buying  in  southern  Queens.  In  fact,  some  of  them  even  anticipated 
her  coming  out  and  selling  the  home  that  she  currently  lives  in  in  south- 
eastern Queens.  They  do  not  even  bother  to  check  if  a  person  is  white 
or  black  any  more;  they  have  to  turn  over  homes  as  quickly  as  they  can. 

So  they  send  out  little  cards,  saying,  "We  have  a  customer  for  this 
house,  phone  Harbor  Realty  Corp."  That  is  a  solicitation.  Un- 
fortunately, the  area  that  was  being  solicited  was  just  outside  of  the 
nonsolicitation  declaration. 

Let  us  get  back  to  advertising.  We  have  a  community  called 
Forest  Hills  that  has  been  in  the  news  recently,  the  site  of  scatter 
site  housing  in  New  York  City.  There  are  two  real  estate  ads,  two 
small  ads,  in  their  green  book. 

I  really  think  the  color  of  the  book,  it  obviously  has  nothing  to  do 
with  northern  Queens  and  southern  Queens;  but  anyway,  Smith 
Realty  and  Schwemmer  Realty  has  two  small,  two-and-a-half  inch 
ads.  I  submit  this  because  I  am  going  to  contrast  it  with  the  yellow 
book  of  the  Laurelton,  Rosed  ale,  Springfield  Gardens  area. 

We  start  with  the  real  estate  ads  on  page  124  and  we  continue  for 
12  complete  pages.  We  have  an  ad  from  Fifth  Avenue  Realty ;  remember 
those  guys  from  the  Amsterdam  News? 

$2  million  cash  to  you.  This  year  our  goal  is  to  purchase  over  $2  million  worth 
or  residential  property.  Stay  as  long  as  you  like,  do  not  worry  about  appraisals 
or  buyer's  credit.  We  give  you  the  cash  and  we  assume  all  the  worries.  The  highest 
prices  paid  anywhere.  List  today,  sell  tomorrow.  We  give  second  mortgages. 

Behind  in  your  bills,  need  cash?  Mortgage  monej^  always  available.  We  do  re- 
financing. List  today,  sell  tomorrow.  Home  of  the  guaranted  sales  plan. 

Selling  your  home?  Plagued  by  countless  worries?  Will  my  deal  go  through? 

Now,  the  terminology  in  this  paragraph  here — "Plagued  by  count- 
less worries?  Will  m}^  deal  go  tlirough?" — wh}^  would  they  make  that 
statement  if  so  many  deals  did  not  go  through  by  so  many  people 
leaving  the  area? 

"Will  my  buyer  get  a  mortgage?"  Why  would  they  make  that 
statement  if  there  was  a  doubt  in  getting  a  mortgage,  or  a  realty? 
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"Will  I  have  two  homes  and  be  making  two  mortgage  payments  at 
the  same  time?"  This  is  an  old  game.  This  is  the  closing  game,  ^yheve 
everything  was  supposedly  handled  for  the  seller  of  the  house  and  the 
buyer  of  the  house  in  the  getting  of  the  mortgages. 

But  all  of  a  sudden  the  buyer  came  in  short  and  the  seller  ot  the 
house  who  is  buying  another  house  in  an  all-white  community  else- 
where is  trapped.  He  is  trapped  between  saying,  OK,  your  prospective 
buyer  of  my  house  in  Laurelton  could  not  come  up  with  the  money, 
he  is  $2,000  or  $3,000  short.  I  have  to  make  a  choice  at  this  particular 
moment,  at  the  closing,  whether  to  accept  the  $2,000  or  $3,000  less, 
and  thereby  enable  myself  to  close  on  my  own  new  house  tomorrow, 
or  be  hung  with  two  obligations. 

Further  bitterness. 

Are  you  selling?  Leaving  home?  Choose  Family  Pride,  ask  for  Faye  Kaye, 
mortgage  specialist.  List  today,  start  packing. 

Page  by  page,  some  bearing  the  indexes  or  the  logos  of  some  of  the 
finest  real  estate  boards  that  are  in  existence,  the  multiple  listing 

^^^''Rosedale  home  resale  specialist.  Cash  for  your  home  now."  I 
could  go  on  page  by  page  by  page  by  page.  I  will  submit  this.  At  your 
leisure  you  can  look  at  this  type  of  advertising. 

OK  Now,  remember  I  said  they  were  unsuccessful  m  getting  out 
people  who  decided  they  liked  to  live  together,  people  of  the  same 
economic  means.  Then  they  have  got  to  create  a  different  type  ot 
panic.  This  is  economic  panic.  _       .  v      g^ 

A  different  class  of  people  are  now  commg  into  the  community,  bo 
the  ads  of  just  the  communities  themselves  have  been  replaced  by: 

Cambria  Heights  broker  presents  brick  two-family,  semi-detached,  five-and-five 
palace.  $39,990  St.  Alban's,  six-room  brick,  attached.  Jamaica,  four  rooms,  now 
G.I.,  one  total  cash. 

Who  are  they  addressing  this  ad  to?  There,  in  large  letters: 

Singles,  widows,  and  welfare  mothers,  you  can  own  your  own  home  now  through 
one  of  the  many  government  sponsored  home  ownership  plans.  For  further 
information,  call  Success  Realty. 

OK.  Why?  That  is  the  question  I  would  like  to  know.  Why  do  they 
have  to  resort  to  this  type  of  tactic.  ,      .  ,  ^      e    ^ 

And  then  the  broker  himself  is  inundated  with  requests  from 
companies  like  the  PubUc  Equities  Corp.,  an  FHA-approved  lendmg 
institution,  in  the  Executive  Building  at  250  Fulton  Avenue,  Hemp- 

^  ^You  know,  it  is  very  coincidental,  the  FHA  has  their  regional  office 
at  175  Fulton  Avenue.  So  do  quite  a  few  private  mortgage  hrms. 
Maybe  that  accounts  for  some  of  the  quickness  by  which  mortgages 
can  be  gotten  through.  ,  ^  „„„ 

I  mean,  it  is  very  simple.  Just  run  downstairs,  process  the  mortgage 
through,  and  you  have  got  an  advantage  over  Mr.  Thomas,  who  has 
to  mail  it  or  hand-carry  his  applications  out  to  Hempstead,  ihis 
flyer  I  introduce  to  you.  That  is  part  of  the  problem. 

I  have  a  photostat  of  a  firm  commitment  given  to  two  widows,  one 
single  with  no  dependents,  one  divorced  woman,  sharing  a  home. 
They  were  able  to  get  a  mortgage  for  $35,750.  Great.  But  who  is  gomg 
to  make  the  monthly  payments?  They  certainly  cannot.  Ihat  was 
granted.  I  submit  that. 
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Now,  this  thing  is — I  do  not  want  to  go  on  and  on  with  constant 
examples  of  the  type  of  abuse  that  is  rained  upon  this  community.  We 
had  a  recent  evahiation  by  four  students  from  the  New  School  for 
Social  Research  in  New  York,  and  they  came  up  with  some  statistics 
about  the  community  itself,  very,  very  interesting  statistics. 

The  percentage  of  population  receiving  welfare  in  our  part  of 
Queens,  Laurelton,  in  April  1965,  only  141  people  received  welfare 
assistance  in  this  area  of  one-  and  two-  family  homes.  There  are  no 
apartment  houses  in  the  Laurelton  area. 

In  July  1971,  not  141,  but  1,082,  an  increase  of  667  percent  of  wel- 
fare recipients  now  residing  in  the  area.  How  many  are  homeowners? 

Queens,  meanwhile,  has  gone  up  only  134  percent.  The  increase  in 
New  York  is  148  percent.  Somebody,  based  on  this  increase  to  667 
percent,  must  be  directing  welfare  recipients  to  the  southeastern 
corner  of  Queens. 

We  take  a  look  at  the  New  York  Times  ads,  the  New  York  Times 
full-page  maps  and  diagrams.  I  w^ould  like  to  submit  this  for  the 
record.  This  is  how  the  rapid  spread  of  poverty  in  cities  creates  entire 
new  zones  of  poor  residents  here. 

Take  a  look  at  the  borough  of  Queens,  almost  divided  in  half  by 
Hillside  Avenue.  More  welfare  people  in  the  southern  portion  of 
Queens,  and  very  few  in  the  northern  section  of  Queens. 

OK.  Welfare  people  are  entitled  to  good  homes.  Welfare  people  are 
entitled  to  everything  anybody  else  is  entitled  to.  They  are  people 
first.  They  happen  to  be  on  welfare. 

How  do  the  real  estate  entrepreneurs  abuse  the  welfare  recipient? 

What  they  do  is,  they  do  something  like  that  which  is  occurring  on 
a  block  right  now  in  Laurelton,  a  particular  block  that  has  been  living 
with  a  block  association,  an  integrated  level  of  about  50-percent  white, 
50-percent  black,  for  the  last  3  years  and  getting  along  fabulously, 
working  together. 

The  second  house  from  the  corner,  one  real  estate  broker  called 
up  the  people  last  July  4  and  said — and  this  is  to  the  entire  block  a 
few  days  before  the  nonsolicitation  declaration — he  said,  "If  you  are 
interested  in  selling  your  home,  please  call  Surrey  Real  Estate." 

They  said,  "Why  would  we  be  interested  in  selling  our  home? 
We  are  not  interested  at  all.  We  are  very  happy  here.  We  are  living 
fine.  We  have  access  to  New  York.  It  is  a  really  great  community." 

He  said,  "All  right.  If  you  ever  are,  then  call  me." 

Three  days  later  a  family — a  woman  with  12  children — was  placed 
into  one  of  the  houses  that  this  particular  real  estate  broker  had 
bought.  The  family  caused  a  bit  of  disruption  on  the  block.  It  quieted 
down  somewhat  after  much  consternation.  Only  four  people  moved. 

They  said  that  the  neighborhood  was  going  down  economically. 
Incidentally,  two  out  of  those  four  people  were  white,  and  two  out 
of  those  four  people  were  black.  Fifty  percent  white  and  black  moved 
from  the  area  because  of  an  economic  decline. 

Then,  lo  and  behold,  the  house  right  next  door  was  also  sold  through 
the  same  broker,  and  a  welfare  family  with  10  children  placed  next 
door.  And  that  is  22  new  children  on  a  block.  What  does  this  do  to 
our  schools? 

That  is  onl}'  one  block,  and  there  are  400  blocks  in  Laurelton.  What 
does  this  do  to  the  psychology  of  the  block? 
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Now,  we  see  another  interesting  phenomenon  occurring;  in  the 
Laiirelton  southeast  Queens  area,  that  of  foreclosure,  mentioned  by 
Mr.  Thomas  and  other  witnesses  this  morning.  We  only  have  21 
houses  foreclosed  with  some  of  them  boarded  up,  tinned  up,  and  are 
a  good  refuge  for  addicts  and  all  that  sort  of  thing.  But  what  does  it 
do  to  the  person  next  door?  What  does  it  do  to  the  block  itself  that 
is  trying  to  live  together? 

Blocks  that  are  still  willing  to  work  together,  still  willing  to  remain 
in  an  integrated  fashion  where  a  community  accepts  the  fact  that  a 
Jewish  religious  institution  in  a  membership  drive  to  replace  a  dwin- 
dling membership  comes  out  and  announces  that  they  are  going  to 
have  a  homefinding  service  for  new  Jewish  membership. 

They  had  800  families.  It  is  now  down  to  400.  They  do  not  want 
to  deny  anybody  a  home  in  Laurelton.  But  they  must  keep  a  viable 
Jewish  membership  in  that  synagogue,  in  that  particular  institution. 

So  they  come  up  with  this  idea  of  having  a  homefinding  service  to 
attract  more  Jewish  members  to  their  institution  to  replace  those 
that  were  fleeing,  either  by  attrition  or  deliberation.  And  they  came 
up  with  it  and  they  announced  it,  and  they  were  so  severely  criticized 
by  so  many  people.  How  dare  they  try  to  attract  white  residents  to 
the  community?  Are  they  denying  black  people  the  opportunity  to 
buy  homes  in  the  community? 

It  is  an  interesting  concept  that  this  very  tiny  minority,  only  3 
percent  of  our  Nation's  population,  was  being  accused  of  discrimi- 
nation. 

Well,  it  depends  upon  how  one  looks  at  it.  They  even  applied  to 
the  federations  of  Jewish  philanthropies,  the  large  Jewish  institutions, 
to  say,  help  us  finance  this  type  of  thing. 

Initially,  they  said  yes,  but  now  they,  too,  have  turned  their  backs. 
How  closely  involved  are  the  large  philanthropic  organizations  in  this 
type  of  community  destruction? 

But  let  us  get  back  to  that  welfare  situation.  We  have  a  very 
interesting  program  in  the  city  of  New  York  that  is  partially  federally 
funded.  It  is  called  the  finders  fee  program.  In  order  to  enable  welfare 
recipients  to  find  places  to  live  in  the  city  of  New  York,  in  1961  the 
prior  administration  developed  an  excellent  program,  called  the  finders 
fee  program.  Just  recently  a  mailing  was  made  to  every  single  licensed 
real  estate  broker  in  Brooklyn,  the  Queens,  Manhattan,  the  Bronx, 
discussing  the  merits  of  the  finders  fee  program. 

The  way  it  works  is  that  a  broker  or  a  house  manager,  an  agent  or  a 
landlord,  is  able  to  pick  up  a  fee  of  $700  or  so  just  for  the  mere  place- 
ment of  a  welfare  family  in  his  house.  He  is  supposed  to  get  a  lease. 
In  many  instances,  I  would  say  practically  in  all  instances,  the  lease 
is  not  really  signed.  And  so  the  landlord  or  broker  or  manager  picks 
up  $700  plus  the  first  month's  security,  and  because  there  is  very  Httle 
control  over  this  program,  it  has  been  abused  to  a  point  whereby  a 
broker  can  pick  up  either  a  foreclosed  FHA  home  or  even  a  home  that 
he  picks  up  via  panic  selling  or  something  like  that.  And  he  has  a  nice 
little  income,  using  your  money  and  mine — we  are  taxpayers. 

The  finders  fee  program  has  relocated  some  people.  But  the  problem 
is  that  some  people  have  been  relocated  into  deteriorating  housing  as 
a  result  of  this  program.  If  this  program  is  going  to  work,  it  must  be 
made  available  to  an  open  city  of  New  York,  and  not  just  in  south- 
eastern corner  of  Queens.  The  abuses  keep  going  on.  But  I  will  submit 
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to  you  the  details  of  the  finders  fee  program.  I  think  we  are  owed 
an  explanation  as  to  how  it  is  currently  being  administered. 

Well,  basically,  you  have  my  statement.  You  have  some  of  this 
information  that  is  given  here.  I  could  probably  go  on  for  hours  and 
hours.  The  hour  is  growing  late  though,  and  I  think  that  6  months  of 
investigation  really  is  going  to  show  something — that  we  have  a 
giant  monster  that  has  been  created  in  this  city  for  the  one  expressive 
purpose,  and  that  is  to  make  a  lot  of  dollars  for  somebody. 

Now,  when  banks  such  as  Chase  Manhattan,  First  National  City — 
I  mean  the  national  banks  that  are  running  this  country — decide — 
whether  it  is  done  de  facto,  de  jure,  or  depending  on  how  one  gets 
into  it — that  their  money,  conventional  money,  is  going  to  be  applied 
only  in  one-half  of  Queens,  and  Uncle  Sam's  money  is  going  to  be 
applied  in  the  other  half  of  Queens,  then  we  have  violations  of  all 
sorts  of  laws. 

I  am  not  an  attorney.  I  am  just  presenting  a  case  for  some  of  the 
people  in  southeastern  Queens.  And  with  that,  I  still  cannot  understand 
why  brokers  continually  want  to  open  up  in  the  Laurelton  area. 
They  are  closer  perhaps,  to  their  victims. 

And  every  day  a  letter  is  mailed  to  the  secretary  of  state,  asking 
him  for  permission  to  open  up  in  the  Laurelton  area.  Since  his  declara- 
tion that  no  new  brokers  were  going  to  open  up  in  the  Laurelton  area, 
itself,  or  Cambria  Heights,  only  four  have  opened.  That  is  pretty 
good.  We  expected  20  or  25. 

Now,  I  get  copies  of  the  letters  sent  to  the  secretary  of  state  to  ask 
my  opinion  and  my  approval  of  a  real  estate  broker  opening  on  the 
avenue.  Well,  I  do  not  have  that  authority,  and  I  do  not  want  that 
authority.  Those  who  take  the  authority  or  have  the  authority  should 
whether  you  decide  that  the  broker  industry  is  going  to  take  over  a 
viable  shopping  center  or  not,  the  decision  has  to  be  made. 

More  important,  we  are  in  the  midst  of  the  beginning  of  a  conspiracy 
or  a  war  that  is  going  on  in  southeast  Queens.  And  I  cherish  the 
opportunity,  really,  to  come  before  the  subcommittee  to  seek  the 
answers. 

I  do  not  know  the  solutions,  but  I  would  like  to  work  for  the  solu- 
tions. The  first  thing  to  do  is  to  identify  the  problem. 

Thank  you. 

[Prepared  statement  follows;  testimony  resumes  on  p.  10 L] 

Statement  of  Allen  Hessel 

My  name  is  Allen  W.  Hessel  and  I  am  the  Laurelton  Area  Director  for  the 
Neighborhood  Action  Program,  an  integral  part  of  the  Office  of  the  Mayor  of  the 
City  of  New  York.  The  concern  I  show  for  this  community  is  also  based  on  the 
fact  that  I  am  a  resident  of  Laurelton,  owning  my  own  home  on  one  of  its  tree 
lined  residential  streets.  The  experiences  I  bring  to  you  today  are  a  combination  of 
my  feehngs  and  observations  both  as  a  resident  and  as  an  official  of  the  City  of 
New  York. 

My  area  of  responsibility  is  home  for  26,000  people  living  in  either  Laurelton, 
the  southern  portion  of  Cambria  Heights  or  the  eastern  section  of  Springfield 
Gardens.  The  housing  stock,  which  is  a  mixture  of  solidly  built  pre- World  War  II 
houses,  reflects  more  of  a  suburban  character  than  those  areas  commonly  associated 
with  the  city.  We  are  on  the  far  southeastern  boundaries  of  this  great  metropolis, 
approximately  17  miles  from  Manhattan. 

We  are  not  here  to  discuss  the  many  beauties  of  this  attractive  bedroom  com- 
munity but  to  expose  some  of  the  ugliness  that  is  creeping  over  this  scene  of  tran- 
quility to  the  dismay  of  every  homeowner  in  the  area.  For  the  last  ten  years  and 
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longer  on  some  blocks,  groups  of  people  have  concerned  themselves  with  the  change 
in  racial  makeup  of  the  community.  This  area  is  adjacent  to  one  of  the  largest 
black  communities  in  New  York  City  (South  Jamaica,  St.  Albans,  Hollis)  and  is 
feeling  the  pressure  of  expansion  of  upward  mobile  black  citizens.  People  seeking 
the  same  opportunity,  as  I  did  seven  years  ago,  that  of  attaining  the  American 
Dream  of  owning  one's  own  home. 

It  is  this  dream  that  must  be  focused  on  by  all  levels  of  government,  because  it  is 
being  replaced  by  a  nightmare  of  victimization  that  is  leading  to  bitterness. 
Bitterness  on  the  part  of  the  long  time  resident,  who  feels  he  is  forced  out  of  a  once 
viable  area  and  bitterness  on  the  part  of  a  new  resident  who  is  forced  into  a 
deteriorating  area. 

Civic  Associations,  Fair  Housing  Councils,  Block  Groups,  Dialogue  groups  all 
wrestled  with  what  was  happening  in  these  communities,  and  the  deeper  involved, 
the  more  tense  people  became.  I  remember  four  years  ago  when  I  organized  and 
helped  run  a  block  meeting  for  the  Fair  Housing  Council  to  calm  the  fears  of  wh.te 
residents  who  feared  that  first  black  family  that  just  moved  on  their  block.  How 
that  fear  was  channeled  into  empathy  and  relief  when  the  new  resident  was  shown 
to  be  economically  more  advantaged  than  the  person  he  replaced.  Appeals  were 
made  to  Government,  first  the  City  and  then  the  State.  Nobody  in  resident  South- 
eastern Queens  even  thought  to  appeal  to  the  Federal  Government.  After  all, 
"blockbusting"  was  a  local  problem.  No  one  ever  dreamed  that  this  mon  ent  in 
their  lives  was  being  shared  by  people  in  communities  just  like  theirs  all  over  the 
country. 

The  communities  tried  to  combat  the  ever  increasing  all  black  prospective  buyers 
being  shown  houses  on  their  blocks  with  innovative  attempts  at  "balancing"  the 
market.  They  felt  that  fire  had  to  be  fought  with  fire.  A  Jewish  rehgious  institution, 
feeling  a  growing  loss  of  membership  due  to  the  exodus  of  members  from  the  com- 
munity, began  their  own  "homefinding  service"  to  replace  its  gradual  loss  of  mem- 
bers. Howls  came  up  from  Civil  Rights  groups  that  it  was  discriminatory  against 
other  minorities  to  operate  such  a  service.  The  then  City  Commission  on  Human 
Rights  arbitrated  a  solution,  knowing  and  feeling  the  growing  bitterness  in  the 
communities.  The  Secretary  of  State  responded  by  allowing  the  use  of  cease  and 
desist  letters  that  were  designed  to  stop  mail  solicitation. 

Fear  and  Panic  was  see-sawing  throughout  the  communities.  The  most  dreaded 
expression  in  the  mind  of  white  residents  gripped  with  doubt  and  anxiety  was  "Hi, 
I'm  your  new  neighbor."  Some  didn't  see  beyond  the  man's  exterior  to  the  same 
wants,  desires  and  dreams  they  had.  Tliey  fled.  Not  in  droves  or  with  fanfare,  but 
at  night,  without  saying  good  bye.  Neighbor  looked  at  neighbor  and  began  to  size 
up  when  each  thought  the  other  would  move.  Crabgrass  became  secondary.  Long 
term  home  improvements  were  being  put  off. 

It  didn't  matter  that  the  new  black  resident  could  buy  and  sell  anyone  on  the 
block  and  had  a  newer  car,  more  stylish  clothes,  a  better  job.  It  meant  to  too  many 
people  that  this  was  the  beginning  of  the  end.  It  was  a  favorite  expression  that  this 
area  became  integrated  when  the  first  black  families  moved  in  and  would  remain 
that  way  until  the  last  white  family  moved  out. 

Mrs.  Jones  was  mugged.  Little  Tommy  Smith  had  his  lunch  money  swiped. 
Crime  was  on  the  rise  and  the  police  were  not  responding  quick  enough.  It  didn't 
matter  that  Mrs.  Jones  was  being  mugged  all  over  this  country.  This  area  was 
changing  and  that's  all  there  is  to  it.  The  more  rational  said  let's  assist  the  police, 
the  crimes  occurring  were  not  the  fault  of  the  new  residents  but  "outsiders."  One 
of  the  most  effective  Blue  Light  Safet}^  Patrols  anywhere  is  still  in  ojDeration  in 
Laurelton  and  new  groups  are  coming  up  each  week.  It  paralleled  the  Laurelton 
Volunteer  Ambulance  Corps  in  assisting  in  the  safety  of  the  community. 

More  enterprising  attempts  were  made  to  stabilize  the  community:  Newsletters 
from  Civic  groups  announced  the  latest  victories  in  newly  developing  battles 
against  the  broker. 

The  real  estate  broker  became  the  target  of  the  residents  bitterness.  He  was 
causing  this  change.  People  began  to  test  the  sales  techniques  of  the  broker  as 
their  methods  became  more  and  more  aggressive. 

"Sell  your  home  while  you  can.  All  Cash."  "Don't  wait  till  it's  too  late."  This 
in  spite  of  hundreds  of  cease  and  desist  letters.  Sure,  some  brokers  were  lined  for 
violations  but  not  many  and  not  much. 

The  last  quarter  of  1969,  when  this  area  of  Southeastern  Queens  had  experi- 
enced an  influx  of  black  residents  that  in  1960  comprised  only  1%  of  the  popula- 
tion, now  reflected  a  30%  black  home  ownership.  A  real  integrated,  Apple  Pie 
American  Dream  Community.  Underneath  it  all  was  a  feeling  of  uneasiness.  The 
heaviest  concentration  of  new  black  residents  was  in  areas  adjacent  to  the  black 
communities  and  moving  slowly  along. 
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Mayor  John  Lindsay,  in  a  speech  just  prior  to  his  re-election  in  the  Fall  of 
1969,  recognized  the  obligation  of  the  government  of  the  City  of  New  York  to 
half  a  dozen  communities  undergoing  the  above  transition. 

Eloquently  and  with  determination  he  announced  that  help  was  on  the  way. 
Recognizing,  as  no  other  city  official  in  the  years  past,  the  distinctiveness  of  these 
communities  and  the  vital  role  their  viability  must  play  in  the  continuation  of  the 
American  City,  he  kept  his  promise  and  created  the  Neighborhood  Action  Pro- 
gram which  was  aimed  primarily  at  reducing  threats  to  a  neighborhood's  stability. 
He  said,  "The  fear  of  deterioration  leads  to  deterioration." — and  that  the  city 
meeting  with  the  members  of  a  neighborhood  would  try  to  bring  viable  signs  of 
concern  and  change — There  would  be  an  explicit  decision  to  bring  the  disparate 
population  of  a  neighborhood  together. 

He  said  that  the  city  would  work  with  the  community  to  help  find  the  answers 
and  would  give  these  special  communities  the  power  of  the  cities  capital  budget 
to  plan  together  what  they  thought  was  necessary.  The  small  but  vital  programs 
that  show  active  hope.  This  means  better  street  lighting;  it  means  repairs  on  the 
streets  and  avenues  of  neighborhood.  It  means  intensive  efforts  to  clean  the 
parks  and  expand  their  use.  It  means  tailoring  police  protection  to  specific  neigh- 
borhood concerns.  And  it  means  the  swift,  effective  response  of  the  city  to  the 
things  a  neighborhood  needs.  He  believed  this  could  be  done — and  through  N.A.P. 
it  was  going  to  be  tried.  While  others  talked  about  decentralizing  government, 
N.A.P.  began  to  do  it. 

Fourteen  months  ago  together  with  Russell  E.  Washington,  Deputy  Director 
and  a  fellow  resident  of  the  area,  who  happens  to  be  black,  with  the  assistance  of 
two  other  community  residents,  we  began  to  make  it  happen.  I  include  the 
chronological  involvement  of  our  office  in  the  five  page  document. 

More  and  more  our  communities  came  to  N.A.P.  for  action  and  more  and  more 
we  were  able  to  listen  to  different  types  of  problems.  They  weren't  city  service 
connected,  or  had  to  do  with  grandiose  schemes  for  community  betterment,  they 
were  now  real  social  problems. 

For  the  first  time  I  was  experiencing  and  receiving  complaints  from  residents, 
both  black  and  white  that  some  of  the  new  families  coming  in  now  were  just  not 
the  same  as  those  that  arrived  only  a  few  years  before. 

Even  though,  as  one  clergyman  newly  assigned  to  the  area  remarked  "I  thought 
the  Neighborliood  Symbol  was  a  Moving  Van"  there  hadn't  been  a  strong  indica- 
tion that  there  would  be  an  upsurge  in  panic. 

After  all,  the  N.A.P.  had  started  to  put  together  block  associations  that  were 
allaying  fears  and  building  inter-racial  friendships  to  a  certain  extent.  It  started 
just  around  the  time  that  the  City  Commission  on  Human  Rights  at  our  suggestion 
began  to  survey  the  community  for  an  upcoming  public  hearing  which  I  will 
discuss  later. 

A  man  admitting  to  being  on  Welfare  came  into  our  office  and  announced  that 
he  had  no  lights.  Con  Edision  shut  off  the  power.  I  don't  remember  how  many 
children  he  had,  but  his  neighbors  sure  did.  Well,  we  got  him  his  Ughts,  but  it 
turned  out  that  the  owner  of  the  house  that  rented  to  this  welfare  recipient 
through  a  "Finders  Fee"  program  had  connected  the  electric  power  to  the  house 
by  passing  the  meter  and  thereby  avoiding  a  monthly  charge.  The  utility  found 
out  and  cut  the  power.  The  occupants  were  left  in  the  dark,  no  heat,  no  hot  water 
for  2  days  until  they  wandered  into  our  office.  That  was  the  first  time  I  had 
reaUzed  that  Welfare  recipients  were  living  in  our  neighborhood.  It  would  not 
be  the  last  time. 

In  the  course  of  14  months  we  were  gathering  data,  people  were  moving  and 
were  dropping  by  to  say  so  long.  Thanks  for  everything.  "Don't  tell  anybody 
but  I  really  didn't  get  $30,000.00  for  my  house,  the  new  family  couldn't  come  up 
with  the  balance  over  the  mortgage  so  I  settled  for  $28,000.00.  I  had  to,  after  all 
I  was  using  this  money  for  my  downpayment  on  my  new  house  in  Utopia  and  my 
closing  was  the  next  day.  Who  can  afford  two  houses?" 

Then  the  calls  started  coming  in  about  the  guy  down  the  block  who  moved  in 
with  nine  mattresses,  two  duffel  bags,  a  million  kids,  4  vicious  dogs  and  a  battered 
up  car  service  relic.  The  black  residents  would  call  Russ,  the  white  residents  ine; 
both  with  the  same  story.  A  low  class  element  was  moving  in  and  I'm  not  going 
to  sit  by  and  watch  my  kids  get  beat  up,  my  property  destroyed. 

The  new  panic  phrase  was  now,  "Welfare."  I  started  to  get  back  my  "I'm 
Stayin'  "  button.  They're  not  staying  with  this  type  of  person.  Not  them.  They 
moved  here  to  get  away  from  people  like  this.  This  is  the  end.  Nassau  County 
here  I  come. 

We  tried,  but  to  no  avail  with  some.  They  retorted,  look  if  the  Mayor  paid  me 
what  he  pays  you,  I  would  stay  too! 
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Then  I  received  a  typewritten  note  under  my  door  that  I  have  to  read  to  you 
because  it's  typical.  What  a  tale  of  woe.  Could  it  be  right  here  in  this  town? 

I  have  put  together  a  step  by  step  picture  of  a  hypothetical  house  based  on  fact. 

A  family  because  of  the  schools,  or  the  airplanes,  or  the  potholes,  or  the  need 
for  more  land,  whatever  the  excuse  decides  to  sell.  He  knows  the  brokers  are 
untrustworthy,  hadn't  Sec.  Lomenzo  created  a  Non-Solicitation  area  for  this 
N.A.P.  area  and  two  others.  He'll  put  his  own  ad  in  the  paper.  Nobody  is  going  to 
pull  the  wool  over  his  eyes.  The  ad  appears.  The  phone  starts  ringing.  Hundreds 
of  calls.  All  brokers.  Look  why  fight  it.  I'll  be  careful,  I'll  be  firm.  $31,000;  not  a 
penny  less.  These  people  got  it  and  I've  been  looking  around  at  other  areas.  I 
need  every  penny  I  can  get.  You  got  to  pay  for  a  good  area. 

In  walks  Mr.  Smooth  with  an  exclusive  contract.  Your  house  is  sold,  $31,000 
to  you.  Guaranteed.  It's  as  good  as  in  your  pocket.  Here's  a  guy  to  see  in  Utopia, 
tell  him  I  sent  you  and  you'll  get  a  castle.  Sign  here.  Sometimes  Mr.  Smooth  has  to 
spend  ten  minutes  sweet  talking  the  seller,  but  he  rarely  leaves  without  an  ex- 
clusive. Oh,  by  the  way  Mr.  Homeseller,  you  know  I  can't  discriminate  because 
of  race  or  creed  so  I  don't  get  what  you  mean  by  selling  right. 

In  about  ten  minutes  the  parade  begins.  You're  not  to  say  a  word  about  price, 
let  Mr.  Smooth  handle  it.  Hollywood  baths,  er —  sorry,  the  kids  are  using  it 
Mr.  Buyer,  all  the  basements  are  the  same;  the  house  is  warm  isn't  it.  Don't 
worry  about  that  watermark  around  the  light  fixture,  that's  those  new  Latex 
paints.  We'll  paint  it  up  and  you'll  never  notice  it  flying  by  in  a  jet  at  midnight. 
O.K.  You  like  it.  Sold.  Mr.  Buyer  let's  go  back  to  the  office  and  fill  out  the  papers. 

Sign  here,  here,  here,  here  and  here.  Don't  worry,  I  told  you  I'll  take  care  of 
everything.  Government  guarantees  you  a  loan.  Years  ago  I  couldn't  get  you  a 
mortgage,  now  with  the  new  laws  you  haven't  got  anything  to  worry  about. 

Go  home,  I'll  call  you  in  a  few  days. 

Hello,  Mr.  Seller  gotcha  the  $31,000.  Go  to  contract  Wednesday;  bring  your 
lawyer.  O.K.  got  to  hurry  up  now,  got  to  get  your  buyer  a  mortgage. 

Let's  see;  credit  application  signed  in  blank. 

Mortgage  application  signed  in  blank. 

Just  fill  in  the  names  and  numbers.  Got  to  help  these  people  otherwise  they'll 
never  get  ahead. 

Go  to  contract.  No  down  payment  or  maybe  $500.00.  Made  sure  applicant  for 
mortgage  has  sufficient  cash  on  hand,  set  up  bank  account  with  $2000.00  to  be 
closed  after  credit  check. 

Within  24  hours  Mortgage  commitment  and  F.H.A.  guarantee,  appraisal — 
everything. 

Day  of  closing.  Broker  with  assistance  of  clients  lawyer  who  he  supphed  as  a 
service,  all  apologies  that  buyer  is  one  or  two  thousand  short;  you'll  have  to 
accept  less  or  we're  in  trouble.  Seller's  attorney  doesn't  deal  Uke  this  and  prepares 
to  walk  out.  Seller  says  O.K.  Got  to  close  later  on  new  house.  Deal  complete. 
Seller  bitter. 

Buj'er  is  ecstatic,  now  owns  his  own  home  when  he  was  only  looking  for  a 
bigger  apartment.  Then  the  real  monthly  cost  is  apparent.  Got  to  get  a  second 
job.  Money  really  tight.  Three  months  behind.  What  do  you  mean  the  heat  don't 
work.  Eleven  hundred  dollars  for  a  new  unit?  Do  you  know  what  Mr.  Smooth 
told  me  I  can  do,  I  can  go  to  the  Foster  Home  Agencj'  and  take  in  3  kids  and 
can  use  the  money  for  the  mortgage.  Your  sister  is  being  thrown  out;  look  we'll 
rent  her  the  upstairs.  Got  to  pay  the  mortgage. 

We  have  to  get  out  of  here.  I  got  us  an  apartment  back  in  the  old  neighborhood. 

House  is  foreclosed.  Uncle  Sam  pays  off.  Boards  up  windows  and  doors.  Then 
it  can  go  in  a  few  directions.  Sometimes,  Mr.  Smooth  gets  it  back  again.  Sometimes 
it  goes  to  Welfare.  Sometimes  it  goes  to  ruin.  Even  standing  there  all  boarded  up 
somebody  is  getting  $80.00  per  month  out  of  it.  He  is  managing  the  property  and 
putting  it  back  in  shape. 

Is  that  enough  for  you?  Is  that  enough,  that  this  house,  that  symbol  of  the 
American  Dream  starts  to  join  others  in  a  steady  and  profitable  decline.  I  mean 
no  disrespect  for  the  buyer,  I  mean  no  disrespect  for  the  seller,  I  mean  no  dis- 
respect for  the  broker.  I  just  want  to  point  out  and  I  began  by  stressing  this  was 
hypothetical.  The  sad  fact  is  I  built  this  story  on  fact. 

Let's  look  at  what  attracted  the  buyer.  Look  at  this  flyer.  If  you  were  living 
under  the  conditions  the  recipients  of  this  flyer  lived,  you  would  run  not  walk 
to  this  opportunity. 

If  you  were  going  to  sell  and  you  were  hustled  from  broker  to  broker  and 
you  were  tired  of  promises,  wouldn't  you  turn  to  the  Yellow  Book  and  listen 
to  this  ad. 
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$2,000,000.— Whose  money? 

Let's  get  back  to  the  reality  of  Laurelton  and  N.A.P.  There  is  a  new  light 
going  up  on  the  pole  in  front  of  that  boarded  up  house,  somebody  is  starting  to 
fill  the  potholes  in  front  of  the  curb.  There  aren't  as  many  postcards  or  flyers 
under  the  door  since  the  Sec.  of  State  declared  the  area  a  non-solicitation  area. 
The  City  Commission  on  Human  Rights  surveyor  doesn't  stop  by.  There  are 
beer  and  soda  cans  among  the  high  grass.  The  back  door  swings  gently  back 
and  forth  exposing  Hypodermic  needles,  insect  crawlings. 

No  this  isn't  happening  all  over  the  N.A.P.  area  in  Southeastern  Queens.  Only 
SI  houses  out  of  7000.  That's  today.  6,979  good  solid  homes. 

And  today  across  the  street  from  the  house  I  live  in,  a  trade  in  narcotics  so 
brazen  that  the  only  one  not  able  to  comprehend  what  is  going  on  in  that 
house  is  the  Police  Department.  Their  hands  are  tied. 

I  could  go  on  and  on  about  the  negative.  So  many  do.  However,  there  is 
someting  that  is  going  on  that  is  beginning  to  reverse  this  negativism. 

It  is  the  Concerned  Citizens  of  Cambria  Heights,  two  merchants  associations 
on  our  two  avenues  and  the  Federation  of  Laurelton  Block  Associations.  This 
is  their  first  publication. 

They  are  going  to  unite  the  6,979  homeowners  in  this  area  in  a  new  fight. 
They  have  begun  and  we  are  working  with  them. 

N.A.P.  has  begun  to  bring  the  disparate  population  of  a  neighborhood  to- 
gether and  they  are  gathering  steam.  In  the  schools,  battling  bars  and  grills, 
battling  the  ever  increasing  numbers  of  real  estate  hustlers,  who  like  vultures 
swoop  down  from  their  once  distant  locations  on  Hillside  Ave.  Hillside  Avenue  is 
just  like  Blue  Hill  Ave.  in  Boston.  Chicago  has  its  Avenue,  Kansas  City, 
Cleveland,  even  Mound,  Minnesota. 

Store  after  store  after  store,  Real  Estate  Brokers  and  more  Real  Estate 
Brokers.  Clustered  around  the  end  of  the  subway  line  in  central  Queens  which 
spills  out  the  tired,  the  hungry  and  the  poor,  all  in  search  of  the  American 
dream.  A  Better  Place  to  Live.  Mr.  Smooth  sits  behind  the  desks  in  these 
places  and  waits.  The  Neon  signs  flash,  the  windows  all  decorated  with  enticing 
slogans,  all  selling  the  American  Dream. 

I  would  like  to  know  the  number  of  black  buyers  sent  to  look  at  homes  South 
of  Hillside  Ave.  and  the  number  of  white  buyers  sent  North  of  Hillside  Ave.  to 
continue  the  apartheid  structuring  of  my  adopted  borough.  I  would  like  to  know 
the  number  of  dollars  made  in  the  numbers  of  schemes  that  exist  to  separate 
people  from  their  hard  earned  dollars. 

Do  you  want  to  know  the  weapons  that  N.A.P.  and  residents  have  to  choose 
from  in  battling  the  war  of  transition? 

The  City  Commission  on  Human  Rights  has  been  given  the  power  to  declare 
any  4  block  area  after  a  public  hearing  to  prove  once  and  for  all  there  is  block- 
busting in  that  4  block  area,  a  non-solicitation  area  or.  City  Commission  on 
Human  Rights  can  take  legal  action  if  there  is  a  direct  right  on  the  button,  act 
of  discrimination. 

It  is  apparent  that  continuous  shunting  of  our  ethnic  group  to  one  area  and 
another  to  another  area  is  not  right  on  the  button. 

Or  the  City  Commission  on  Human  Rights  can  refer  more  serious  violations  to 
the  Secretary  of  State  for  action  against  brokers. 

The  anti-blockbusting  law  was  passed  through  the  State  Legislature.  There 
is  no  city  anti-blockbusting  law  that  I  can  use  in  my  battle. 

On  the  state  side,  Secretary  of  State,  John  Lomenzo,  acted  and  was  upheld. 
He  responded.  In  the  declaration  of  Non-Solicitation  for  3  N.A.P.  areas. 

But,  you  have  to  get  up  pretty  early  to  beat  some  of  these  guys.  Here  are  3 
solicitations  sent  into  this  area  by  non-licensed  speculators. 

And  since  Sec.  of  State  Lomenzo  declared  that  no  new  brokers  applications 
would  be  processed  for  stores  in  the  Laurelton  N.A.P.  area,  only  four  stores  have 
opened  with  a  fifth  trying  to  come  in. 

That  Federation  of  Laurelton  Block  Associations  really  went  all  out  and 
prevented  another  from  opening  who  chose  to  withdraw  his  application  because 
he  didn't  want  to  perform  a  disservice  to  the  area. 

One  of  the  other  brokers  who  steadfastly,  adamantly  stuck  to  his  guns,  spent 
$21,000.00  and  opened  a  store.  Called  the  community  bigots  and  proceeded 
to  open  a  branch  way  out  on  the  Island.  His  first  real  estate  ad. — -F.H.A.  and  V.A. 
Foreclosures.  We  lost  that  one  Mr.  Lomenzo,  but  we'll  still  work  with  you; 
you're  all  we've  got  at  the  State  level  that  has  tried  to  help. 

A  bit  of  good  news  has  reached  me  in  the  past  few  days.  State  Senator  Ralph 
Marino  finally  has  gotten  his  bill  through  to  license  real  estate  speculator?. 
We'll  be  right  with  you  Mr.  Lomenzo  and  Mr.  Cea.  We  need  another  weapon. 
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Now,  let's  go  on.  What  can  the  Federal  Government  do  to  assist  us  now.  The 
city  has  responded,  the  N.A.P.  is  in  there  battling.  The  State  has  responded. 
Secretary  Lomenzo  has  given  it  all  he  can. 

So  six  months  ago  I  approached  your  Senator  Hart  after  attending  the  hearings 
in  Boston.  I  am  here  today.  In  the  next  days  we  will  hear  about  the  hidden  part 
of  the  iceberg  of  destruction.  A  weapon  intended  for  good  turned  around  and 
used  to  destroy.  Who  points  this  destroyer  at  our  community.  It  can't  be  the 
broker.  He  has  to  be  backed  by  someone. 

You  know,  six  months  ago  when  the  City  Commission  on  Human  Rights  held 
its  public  hearing  in  Laurelton,  a  young  man  who  is  one  of  the  motivators  of  the 
Federation  of  Laurelton  Block  Associations  testified  to  the  difficulty  he  had  in 
obtaining  a  mortgage  for  his  house.  He  could  afford  any  mortgage,  the  bank  told 
him  so  and  he  had  enough  down  payment,  it's  just  too  bad  he  chose  Laurelton 
because  this  bank  doesn't  write  conventional  mortgages  in  that  area.  After  that 
testimony  I  went  to  the  Realdex,  a  borough  wide  listing  of  all  mortgages  and  I 
couldn't  find  many  banks  that  did.  All  or  almost  all  were  mortgage  firms.  They 
were  F.H.A.  or  V.A.  guaranteed. 

Now  I  know  I  didn't  spend  four  years  as  a  bank  auditor  for  nothing.  Something 
was  wrong.  I  asked  you,  Senator  Hart,  and  I  know  you're  going  to  tell  me  and 
the  rest  of  this  country.  You  are  going  to  tell  us  that  the  system  designed  to  help 
is  being  used  to  destroy  my  city.  All  for  a  few  hundred  millions  of  dollars. 

But,  Senator  Hart,  I  need  more  than  you  and  your  committee  to  help  me  and 
the  Laurelton  N.A.P.  Area.  I  want  you  and  your  colleagues  and  even  the  President 
himself  to  respond  to  the  needs  of  our  communities.  I  don't  want  highways  built 
through  my  community  to  escape,  I  want  those  highway  funds  given  to  fix  the 
streets  that  were  never  done  properly.  I  want  those  transportation  monies  to  go 
to  buses  and  high  speed  conveyors  of  people  to  enable  us  not  to  travel  to  the 
moon  but  merely  to  get  us  to  the  North  of  Queens. 

I  want  you  Senator  Hart  to  assist  me  in  influencing  those  Federal  officials  not 
to  scrap  the  mortgage  programs  that  are  needed  but  to  open  the  Northeast 
Region  to  equal  opportunity. 

In  summary,  we  have  only  begun  here.  All  levels  of  Government  must  get 
involved  in  areas  in  transition.  If  cultured  properly  at  an  early  enough  time,  we 
just  might  be  able  to  point  with  pride  to  viable  integrated  housing  in  dynamic 
communities. 

This  country  cannot  afford  to  write  off  these  six  N.A.P.  areas.  They  need  a 
different  type  of  assistance  than  the  Watts,  E.  St.  Louis,  Bedford  Stuyvesant 
areas.  They  need  the  inspiration  that  hope  can  give. 

Mr.  Washington,  who  for  the  past  fourteen  months  has  shared  the  task  with 
me  in  attending  to  the  problems  of  our  neighborhood,  regrets  he  couldn't  be  here 
to  address  you  today.  Mr.  Washington  has  just  been  given  a  major  responsibility 
within  the  New  York  City  Administration.  However,  he  asked  me  to  convey  to 
you  that  the  contents  of  this  presentation  constitute  our  mutual  efforts. 


Laurelton  Neighborhood  Action  Program, 

Laurelton,  N.Y.,  February  22,  1972. 

Dear  Friend  and  Neighbor:  Feb.  16,  1972,  marked  the  completion  of  the 
first  year  of  service  to  the  Cambria  Heights,  Laurelton  and  Springfield  Gdns. 
communities  by  the  Neighborhood  Action  Program. 

The  Neighborhood  Action  Program  is  a  program  which  was  initiated  by  the 
Mayor  with  a  specific  goal  of  dealing  with  the  problems  of  a  community  in 
transition. 

Our  staff  listed  as  follows  is  made  up  of  residents  who  live  within  the  program 
area  and  who  are  well  aware  of  the  many  problems  we  have  faced  within  the  past 
year  and  will  be  facing  this  coming  year. 

Director,  Allen  W.  Hessel;  Deputy  Director,  Russell  E.  Washington;  Com- 
munity Worker,  Kerstene  Morse;  Secretary,  Lena  Ruden. 

The  program  has  been  operating  with  your  particular  interests  and  needs  in 
mind.  Wherever  needed  we  have  directed  our  efforts  toward  improving  the 
services  of  City  Agencies  operating  within  this  area;  Improving  Lighting  and  road 
conditions  by  allocating  N.A.P.  funds  within  the  financial  limits  provided. 

Many  of  the  accomplishments  documented  herein  were  made  possible  through 
the    cooperation    of    Communitj^    Organizations,    Concerned    Citizens,    Elected 
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Officials,  Block  Associations  and  Merchants  Organizations.  We,  therefore,  cannot 
overemphasize  the  importance  of  the  continued  cooperation  of  these  groups  in 
improving  the  life  style  of  our  communities. 

As  the  year  progresses,  let  us  not  forget  that  strength  is  achieved  only  through 
Community  Involvement. 


Respectfully  yours, 


Allen  W.  Hessel,   Director. 

Russell  E.  Washington, 

Deputy  Director. 


Laurelton  Area  N.A.P.  Progress  Report,   1971 

Conducted  Community  Surveys  in  order  to  determine  the  communities  needs. 

Organized  a  Community  Advisory  Council  consisting  of  Concerned  residents 
within  the  N.A.P.  area.  The  responsibility  of  the  group  was  to  provide  community 
imputs  relative  to  spending  funds  for  needed  capital  improvements. 

Organized  a  Governmental  Advisory  Council  consisting  of  all  elected  officials 
representing  the  N.A.P.  area.  The  purpose  was  to  improve  communication  be- 
tween the  community  and  its  elected  officials.  This  arrangement  resulted  in  a 
greater  awareness  on  the  part  of  elected  officials  regarding  community  needs  and 
problems. 

N.A.P.,  in  an  effort  to  reduce  area  crime,  approached  the  105th  Precinct  Com- 
mander during  March  1971  with  the  intent  of  encouraging  his  support  of  our 
request  for  a  Neighborhood  Police  Team.  Such  a  program  was  initiated  in  the 
N.A.P.  area  during  Oct.  1971.  No  allocation  of  N.A.P.  funds  was  required. 

The  N.A.P.,  during  April  1971,  in  coordination  with  the  Sanitation  Dept., 
conducted  a  major  area  clean  up  project.  All  local  streets  were  swept,  washed  and 
bulk  refuse  picked  up  and  disposed  of.  The  project  included  cleaning  of  empty 
lots  which  normally  is  not  a  city  responsibilit}^ 

The  N.A.P.  has  allocated  funds  for  the  following  projects: 

Street  lighting  (entire  NAP  area) $150,  000 

Luca  Lux  Ughting  (Merrick  &  Linden) 43,  000 

Sanitation  equipment  (used  exclusively  NAP  area  Dist.  66  and  67).  48,  000 

54  local  streets  to  be  strip  paved 205,  500 

Total  allocated 446,  500 

Through  cooperation  with  The  Springfield  Gardens  H.S.  Principal  and  P.T.A. 
President,  the  N.A.P.  contacted  and  negotiated  with  the  Traffic  Dept.  to  arrange 
for  proper  traffic  signs  in  the  vicinity  of  the  school  which  were  installed  during 
Sept.  1971.  No  allocation  of  N.A.P.  funds  were  required. 

N.A.P.,  in  cooperation  with  5  local  Civic  groups  contacted  and  negotiated  with 
the  Highway  Dept.  to  complete  the  Springfield  Blvd.  Project.  Several  meetings 
were  held  in  the  community  and  the  final  plans  were  pubUcly  reviewed  during 
July  1971.  Bids  were  then  let  out  during  Aug.  1971  and  the  work  started  during 
Oct.  1971.  The  construction  is  located  between  Merrick  Blvd.  North  to  112th 
Ave.  along  Springfield  Blvd.  There  was  also  a  ground  breaking  ceremony  held 
during  Oct.  1971.  Cost  of  the  Project  is  $1.8  million.  No  allocation  of  N.A.P. 
funds  was  required. 

N.A.P.,  in  cooperation  with  the  BSA,  helped  to  plan  a  BSA  Scout  conservation 
Day  during  June  1971.  N.A.P.  arranged  for  Sanitation  pick  up,  plastic  bags,  police 
barricades  and  permits. 

N.A.P.  also  assisted  in  the  instruction  of  Leadership  classes  at  Andrew 
Jackson  H.S.  as  well  as  Urban  Affairs  classes  at  Queens  Community  College. 
The  N.A.P.  staff  gave  lectures  covering  such  topics  as  Government  Operation 
and  Community  Problems. 

N.A.P.  was  instrumental  in  reorganizing  2  Merchants  Organizations  along 
Merrick  and  Linden  Blvds.  N.A.P.  has  met  with  the  groups  over  the  past  2-3 
months  to  help  structure  a  leadership  body. 

The  N.A.P.  assisted  the  Staff  of  the  Laurelton  Community  Center  by  arranging 
for  Buses  to  be  used  by  the  group  during  the  Summer  1971  and  making  flyers  on 
several  occasions.  This  project  is  a  community  funded  operation  designed  to 
provide  our  youth  ^ith  a  constructive  recreation  center. 
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N.A.P.,  when  informed  by  one  of  our  local  Civic  Organizations  as  to  the  need 
for  replacement  of  fire  equipment  at  Springfield  Blvd.,  investigated,  contacted 
and  negotiated  with  Comm.  Lowery  for  a  commitment  to  replace  the  old  appa- 
ratus. This  Equipment  was  delivered  during  the  month  of  Oct.  1971.  No  allocation 
of  N.A.P.  funds  was  required. 

N.A.P.,  in  an  effort  to  stop  the  panic  selling  of  homes  in  our  area  as  a  direct 
result  of  Blockbusting,  initiated  a  plan  to  organize  Block  Associations  as  a  means 
of  focusing  attention  to  the  problem  by  improving  communications  between 
ethnic  groups  on  a  block  basis.  To  date  we  have  organized  approx.  25  such  asso- 
ciations, each  of  which  is  actively  performing  vital  community  services. 

N.A.P.  met  with  the  Queens  Director  of  Parks  in  an  effort  to  have  them  recon- 
dition and  clean  up  all  parks  within  the  N.A.P.  area.  N.A.P.  accompanied  the 
Parks  Director  during  a  survey  which  was  made  in  September  1971.  Some  parks 
have  been  cleaned  to  date. 

N.A.P.  worked,  in  cooperation  with  the  Boro  Presidents  office  and  the  N.Y.C. 
Transit  Authority,  to  further  reduce  delays  in  the  start  of  our  2  express  bus  routes 
(Q20X  &  Q24X).  Copies  of  routes  and  time  schedules  were  distributed  by  our 
office  to  area  residents.  The  N.A.P.  office  provided  hot  coffee  to  the  first  passengers 
to  ride  on  the  Q24X  bus.  These  services  were  started  during  Sept.  &  Oct.  1971. 

The  N.A.P.,  in  cooperation  with  the  Merrick  Blvd.  Merchants,  helped  to 
sponsor  a  Street  Festival  which  was  held  on  Oct.  17,  1971.  Entertainment  and 
prizes  was  provided.  The  intent  of  the  Festival  was  to  create  an  awareness  that  the 
local  shopping  area  was  alive  and  viable. 

The  N.A.P.  cited  the  Laurelton  Safety  Patrol  for  service  to  the  community.  The 
Safety  Patrol  was  nominated  as  a  possible  recipient  of  an  award  by  N.Y.C.  under 
Operation  Better  Block.  During  Oct.  1971,  they  received  such  an  award  which  was 
presented  by  Mayor  Lindsay  along  with  a  check  for  $400.00  to  be  used  in  con- 
junction with  their  project. 

The  N.A.P.  organized  and  held  a  Hanukkah-Christmas  party  for  the  area 
children.  The  N.A.P.  did  cooperate  and  combine  their  efforts  with  those  of  the 
Merrick  Blvd.  Merchants  in  distributing  gifts  to  several  hospitals  during  the 
Christmas  Season. 

The  N.A.P.  has  allocated  funds  for  improved  lighting  within  our  area.  Increased 
lighting  acts  as  a  deterrent  to  crime.  This  is  the  type  of  improvement  which  will  be 
provided  on  all  blocks  within  the  N.A.P.  area.  Installation  is  scheduled  for  Spring 
1972.  Luca-Lux  Lights  will  be  installed  along  Merrick  and  Linden  Blvds.  at  the 
same  time. 

The  N.A.P.  has  allocated  funds  for  strip  paving  of  54  of  our  local  streets.  Work 
is  expected  to  start  during  Spring  1972.  This  is  an  attempt  to  improve  the  condi- 
tions of  our  local  roadways.  Additional  road  construction  will  take  place  depending 
upon  the  availability  of  funds. 

The  N.A.P.  has  allocated  funds  to  purchase  additional  Sanitation  Sweepers  for 
Dists.  66  and  67.  This  equipment  will  be  used  exclusively  in  our  area  for  keeping 
local  streets  and  curbs  cleaned  on  a  more  frequent  schedule. 

The  N.A.P.  has  been  very  successful  in  keeping  our  area  free  of  abandoned  cars. 
N.A.P.  reported  the  locations  to  our  local  Sanitation  Districts  for  tagging  and  re- 
moval. In  the  process  N.A.P.  has  contacted  at  least  6  persons  whose  vehicles  were 
stolen.  The  i^articular  vehicles  were  1966  to  1970  models  in  excelhnt  condition.  The 
farthest  owner  was  located  in  Southern  N.J.  In  each  incident  the  owner  had  his 
vehicle  returned. 

N.A.P.,  in  an  effort  to  insure  continued  services  to  the  area,  has  met  with  the 
following  Depts.  on  several  occasions  to  discuss  area  problems: 

N.Y.C.  Transit  Authority  Police  Dept. 

Parks  Dept.  Sanitation  Dept. 

City  Planning  Comm.  Social  Service  Depts. 

Boro  Pres.  Office  Sec.  of  N.Y.  State 

Highway  Dept.  N.Y.C.  Comm.  Human  Rights 

Bureau  Gas  &  Electricity 

N.A.P.  has  participated  in  the  105th  Police  Pet.  Community  Council  in  an 
effort  to  keep  abreast  of  crime  problems  within  the  N.A.P.  area. 

N.A.P.  is  coordinating  all  of  its  activities  with  the  local  planning  board.  A  co- 
ordinator has  been  designated  to  coordinate  between  the  two  groups.  (Community 
Planning  Board  13) 

N.A.P.  throughout  the  year  has  handled  several  hvmdreds  of  complaints  per- 
taining to  potholes,  clogged  sewers,  etc.  Each  of  these  complaints  was  forwarded 
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to  the  proper  agency  for  maintenance  and/or  corrective  action.  N.A.P.  also 
monitored  to  see  that  the  work  was  accomplished  within  a  reasonable  time  sched- 
ule. 

N.A.P.  contacted  the  Traffic  Dept.  in  an  effort  to  have  damaged  or  missing 
traffic  signs  replaced.  To  date  all  of  the  signs  reported  have  been  replaced. 

The  N.A.P.  assisted  the  Laurelton  Athletic  Assoc,  by  providing  them  with  a 
monthly  meeting  place  at  the  N.A.P.  office.  This  service  was  also  provided  to  the 
Merchants  and  several  community  Block  Associations. 

N.A.P.,  during  the  year  has  coordinated  Anti-Block  Busting  activities  by  co- 
operating with  agencies  on  all  government  levels.  N.A.P.  was  instrumental  in 
encouraging  the  Secretary  of  State  to  declare  our  communities  Non-Solicitation 
Areas. 

Senator  Hart.  You  also  scheduled  the  conclusion  of  your  testimony 
at  an  appropriate  moment.  Again,  the  signal  has  been  given  that  a  vote 
on  the  floor  is  occurring,  a  few  minutes  ago. 

All  of  us  up  here,  I  am  sure,  as  you  reached  your  conclusion,  were 
going  to  join  everybody  on  the  bare  side  of  the  aisle. 

In  1968  we  thought  we  had  identified  a  problem  and  enacted  that 
Federal  fair  housing  practice.  We  thought  this  would  be  protection. 

What  you  described,  it  would  seem  to  me  to  be  a  sort  of  probable 
cause  situation  with  respect  to  the  real  estate  group. 

As  I  recall  the  1968  act,  the  Government  itself  can  undertake  action 
on  the  stuff  that  you  have  given  us.  It  would  indicate,  after  we  identi- 
fied that  problem  and  passed  a  law,  not  very  many  changes  occurred. 

I  think  we'd  better  recess.  We  will  be  back  in  about  10  minutes. 

Mr.  Hessel.  Thank  you. 

[Whereupon,  a  short  recess  was  taken.] 

Senator  Hart.  We  will  be  in  order. 

Would  you  explain  to  me  again  the  problem  of  getting  a  conventional 
financing  arrangement  in  Laurelton? 

Mr.  Hessel.  Senator,  basically,  I  had  no  quarrel  on  that  63^  years 
ago. 

Senator  Hart.  I  know  you  said 

Mr.  Hessel.  The  cost  is,  I  think,  is  turning  over  of  all  the  arrange- 
ments to  the  broker.  I  think  the  real  basic  difference  is  the  fact  that 
when  I  got  my  mortgage,  I  went  with  my  own  attorney  to  a  bank  and 
we  applied  for  the  mortgage.  Now,  a  person  buying  a  home  in  Laurel- 
ton, is  totally  dependent  upon  the  broker  to  provide  him  with  that 
particular  service  of  obtaining  a  mortgage. 

Senator  Hart.  If  you  were  to  buy  in  Laurelton  today,  would  you  be 
able  to  get  conventional  financing  as  you  did  6  years  ago? 

Mr.  Hessel.  As  for  myself,  I  don't  think  so.  If  I  compare  myself 
to  this  other  person  whose  testimony  I  quoted  with  a  regular  job, 
where  even  though  he  had  a  large  income,  a  stable  income,  and  was 
willing  to  put  down  a  good  amount  of  money,  he  was  not  able  to  get 
conventional  money  until  he  absolutely  threatened  the  withdrawal  of 
his  firm's  multimillion  dollar  account  in  a  national  bank,  and  then 
he  got  his  mortgage. 

And  that,  he  got  his  mortgage.  And 

Senator  Hart.  I  am  sure,  the  question  I  was  going  to  ask  you,  I 
would  ask  you  to  make  a  judgment  about  having  available  to  you  a 
knowledge  that  would  justify  it.  But  there  are  others  who  can  ask  a 
question. 

Mr.  Blum.  I  would  just  like  to  thank  you  for  the  great  help  you 
have  provided  the  staff  in  our  investigation  in  New  York  and  the 
Laurelton  area. 
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I  think,  without  your  help,  our  job  in  trying  to  find  out  what  hap- 
pened to  New  York  would  be  greater.  On  behalf  of  myself  and  the 
members  of  the  staff,  thank  you. 

Mr.  Hessel.  Thank  you  for  coming  to  New  York. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  I,  too,  want  to  thank  Mr.  Hessel.  I'm  glad  to  see 
you  again. 

I  know  we  went  through  the  Boston  hearings,  and  I  appreciate  the 
conferences  I  had  with  him  over  the  phone  relating  to  these  hearings 
in  New  York. 

Mr.  Hessel.  Thank  you. 

Senator  Hart.  You  said  that  some  time  ago,  effort  was  made 
through  the  Jewish  Community  Center,  and  other  groups  to  encourage 
Jewish  families  to  purchase  homes  in  the  neighborhood.  Can  you  tell  us 
about  it? 

Mr.  Hessel.  This  started  at  the  Jewish  Community  Center  by  an 
enterprising  rabbi,  Rabbi  Singer.  He  became  a  real  estate  broker. 
He  went  to  school.  I  don't  know  if  he  got  his  license  or  not,  but  he  took 
a  course  and  his  main  concern  was  the  replacement  of  this  draining 
population  that  was  really  having  an  effect  on  the  religious  institutions 
in  town. 

When  they  openly  advertised  for  new  membership,  it  was  the 
various  well-intending  organizations,  and  I  think  they  were  really 
clamoring  in  their  battle  for  an  open  city  (which  does  not  exist  in 
New  York  City),  that  were  critical.  They  brought  the  matter  before 
the  city  commission  on  human  rights  who,  at  that  time,  Judge  Booth 
now,  arbitrated  it  and  there  was  a  mutual  agreement  that  some- 
thing was  needed,  really,  to  attract  young  white  families  to  the 
community. 

And  no  charges  were  ever  enforced  by  Judge  Booth,  or  at  that  time. 
Commissioner  Booth.  It  sort  of  died  down  for  a  while.  But,  periodically, 
there  would  be  a  charge  brought  up  that  there  was  discrimination,  or  so, 
and  yet,  when  brought  before  the  State  commission  on  human  rights, 
the  city  commission  on  human  rights,  there  never  was  grounds  for 
proof  on  that  particular  thing.  It  was  something  where 

Senator  Hart.  The  reason  I  wanted  to  get  a  clearer  understanding, 
there  seems  general  agreement  among  those  who  are  described  as 
sympathetic  toward  an  integrated,  balanced  community,  that  you 
have  to  guard  against  an  attempt  to  forestall  massive  white  d.^parture, 
massive  black  entry. 

Now,  an  effort  was  undertaken  by  the  rabbi  to  forestall  it,  wasn't 
that  his  claim? 

Mr.  Hessel.  That  was  his  intention. 

Senator  Hart.  Why  was  it  misinterpreted  when  you  apply  it? 
Doesn't  the  rule  apply  it? 

Mr.  Hessel.  I  wish  I  could  really  have  hard,  concrete  evidence  to 
present  to  you  that  the  objection  was  something  that  I  suspect.  I 
suspect  the  objection  would  be  that  this  is  a  holding  action,  holding 
back  a  time  schedule  of  turnover  in  this  community,  in  anticipation 
of,  in  other  words,  it  was  a  blocking  action.  Like  in  the  war  I  described, 
that  this  particular  battleground  would  not  be  captured  in  conjunction 
with  some   prearranged   schedule   of  continuing   the   ever-widening 
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ghetto,  because  if  one  does  bring  in  white  residents,  you  are  defeating 
the  continuation  of  the  expansion  of  the  ghetto. 

In  other  words,  it  is  fair  housing  in  reverse,  so  to  speak.  It  is  bringing 
white  families  into  a  community  that  is  becoming  predominantly 
black,  to  hold  off,  it  is  a  holding  action.  It  is  a 

Senator  Hart.  I  am  trying  to  find  out  if  that,  in  fact,  was  the  pur- 
pose, why  did  the  civil  rights  group  protest? 

Mr.  Hessel.  I  don't  know  why  they  protested,  because  I  look  at 
this  as  being  the  purpose,  and  this  is  why  I  went  along  with  the 
religious  institutions  in  town.  By  the  way,  that  was  expanded.  One 
of  the  decisions  by  Commissioner  Booth  was  to  expand  it  to  all  the 
religious  institutions  in  town,  to  attract  young  white  families  to  the 
community,  to  offset  this  tremendous  burden  m  here.  And  yet  those 
who  are  foremost  to  defend  the  charges,  I  can't  directly  link  them  to 
the  real  estate  industry,  but  I  suspect  that  they  are  pretty  comfortable 
allies. 

The  problem  is  I  can't  prove  it. 

Senator  Hart.  The  real  estate  group  you  suspect  was  the  com- 
fortable ally  of  whom? 

Mr.  Hessel.  The  individuals  who  were  making  the  charges,  that 
this  particular  home  finance  service  was  a  discriminatory  practice. 
They  had  individuals  there,  attorneys  who  were  on  the  other  side, 
pushing  these  charges,  who  were  also  sympathetic  to  the  real  estate 
mdustry  in  closings  and  such.  I  can't  prove  that;  I  wish  I  could  have 
more  to  prove  that. 

Senator  Hart.  The  only  reason  I  am  troubled  by  it  is  there,  if  it  is 
true  that  massive  turnover,  rapid  turnover,  is  undesirable,  undesirable 
to  those  who  seek  a  balanced,  integrated  community,  whether  some- 
body then  undertakes  to  forestall  that  and  finds  he  is  going  to  get  shot 
down,  as  an  anticivil  rights  force,  then  you  are  not  going  to  have 
people  working  to  stop  the  turnover.  That  is  the  only  reason  I  am 
trying  to  find  out  what  happened. 

Mr.  Hessel.  I  agree  with  your  line  there.  In  a  sense,  I  am  also  puz- 
zled by  that  type  of  approach  by  groups.  This  is  the  same  community 
that  led  the  battle,  so  to  speak,  to  reveal  this  changing  nature  of  com- 
munities. It  has  been  fighting  for  6  or  7  years  to  do  so.  Yet  when  we  try 
to  come  up  with  an  individual  program,  it  is  criticized  severely  by 
those  who  could  possibly  benefit  most. 

Senator  Hart.  Thank  you  very  much, 

Mr.  Hessel.  Thank  you. 

Senator  Hart.  And  now  we  welcome  Mr.  Ronald  G.  Yelenik. 

(Whereupon,  Mr.  Yelenik,  Mr.  Prosnitz  and  Mr.  Walters  were  duly 
sworn  by  the  chairman.) 

Senator  Hart.  Will  you  identify  yourselves  for  the  record  and  then 
proceed? 

Mr.  Yelenik.  My  name  is  Ronald  G.  Yelenik.  I  am  the  attorney  in 
charge  of  East  New  York  Legal  Services,  a  neighborhood  legal  services 
office,  funded  by  GEO  and  located  in  the  east  New  York  section  of 
Brooklyn. 

On  my  right  is  Mr.  Eugene  Prosnitz;  on  my  left  is  Mr.  Gerard  O. 
Walters.,  colleagues  of  mine,  and  attorneys  working  in  the  east  New 
York  office. 
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STATEMENT  OF  RONALD  G.  YELENIK,  ATTORNEY-IN-CHAEGE,  EAST 
NEW  YORK  LEGAL  SERVICES,  INC. 

Mr.  Yelenik.  First,  Mr.  Chairman,  and  members  of  the  staff,  I 
would  Hke  to  thank  you  for  this  opportunity  to  come  before  you  and  to 
try  to  relate  to  you  the  situation  in  the  east  New  York  area  of  Brooklyn 
and  how  we  see  that  it  has  been  affected  by  the  FHA  mortgage  fore- 
closure syndrome. 

First,  I  would  like  to  start  off  by  explaining  a  little  bit  about  our 
office. 

Our  office  was  established  for  the  purpose  of  representing  indigent 
clients  in  civil  actions.  It  provides  legal  services  to  a  geographical  area 
with  a  population  in  excess  of  a  quarter  of  a  million  people. 

The  ethnic  makeup  of  east  New  York  is  largely  black  and  Puerto 
Rican,  and  the  area  consists  mainly  of  two-family  dwellings,  many  of 
which  are  subject  to  FHA  guaranteed  mortgages. 

We  are  an  atypical  ghetto  in  New  York  City  in  that  many  of  the 
dwellings  were  once  four-family  homes.  Approximately  one-half  of  the 
workload  of  our  office  is  devoted  to  defending  housing  cases,  and  in  the 
context  of  these  cases  the  attorneys  act  through  the  legal  process  in 
attempting  to  combat  the  deplorable  housing  conditions  which  our 
clients  are  forced  to  endure,  and  the  causation  of  the  same. 

By  means  of  this  experience,  we  have  become  involved  in  the  FHA 
issue  and  the  surrounding  Government-insured  mortgage  foreclosure 
syndrome,  which  I  referred  to  previously.  We  have  discerned  the  effect 
of  this  syndrome  upon  both  homeowners  and  tenants,  alike,  in  east 
New  York. 

My  involvement  in  this  matter  and  the  office's  involvement  leads 
us  to  conclude  that  FHA  policies  and  practices  have  failed  to  imple- 
ment the  purposes  of  the  1968  National  Housing  Act,  in  that  families 
of  low  and  moderate  income  have  not  been  given  a  bonafide  oppor- 
tunity to  own  and  maintain  their  own  homes,  and  I  emphasize  bonafide. 

This  failure  has  resulted  in  a  multitude  of  mortgage  foreclosures 
and,  in  turn,  it  has  caused  displacement  of  a  large  number  of  minority 
residents  and  an  increase  in  the  number  of  abandoned  buildings  in 
the  area. 

The  displacement  of  a  large  number  of  minority  residents  and  an 
increase  in  the  number  of  abandoned  buildings  has  contributed  to 
urban  blight  and  to  the  general  deterioration  of  the  neighborhood. 

The  National  Housing  Act  of  1968,  FHA  was  to  help  families  with 
low  and  moderate  incomes  to  purchase  their  own  homes.  Federal 
assistance  is  twofold.  The  FHA  makes  interest  reduction  payments 
to  the  mortgagee  to  reduce  annual  interest  payments  and  guarantees 
the  mortgage  so  that  the  prospective  homeowner  need  only  pay  a 
small  down  payment. 

The  rationale,  as  I  am  sure  you  are  aware,  was  based  upon  the 
theory  that  many  of  the  national  housing  ills  could  be  cured  by  ex- 
tending to  low-  and  moderate-income  families  the  same  opportunities 
for  home  ownership  enjoyed  by  middle-  and  upper-income  families. 

Unfortunately,  due  to  widespread  abuses  in  two  main  areas,  one 
of  which  is  related  to  the  sale  of  houses  in  substandard  condition  and 
the  second  of  which  is  related  to  the  sale  of  houses  at  inflated  prices, 
the  program  has  failed  to  attain  its  goal. 
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With  reference  to  houses  sold  in  substandard  condition,  since  the 
inception  of  the  Government  insurance  program  under  the  National 
Housing  Act,  both  statutes  and  regulations  have  provided  for  appraisal 
and  inspection  of  housing  prior  to  certification  for  mortgage  guarantee. 
These  provisions  purportedly  safeguard  both  the  Federal  Government 
and  the  purchaser-mortgagor  from  the  danger  of  dealing  with  property 
whose  value  is  inflated  or  which  is  in  such  poor  condition  that  it  will 
not  last  the  life  of  the  mortgage. 

It  has  been  the  experience  of  a  large  number  of  low-income  families 
in  our  area,  who  have  purchased  homes  with  FHA  mortgages,  to  find 
serious  defects  in  the  property  once  they  take  possession. 

The  most  common  defects  and  deficiencies  include  faulty  or  in- 
complete plumbing,  leaky  roofs,  flooded  basements,  cracked  and 
falling  plaster,  faulty  or  inadequate  electrical  wiring,  rotten  or  infested 
wood,  and  faulty  or  incomplete  heating  systems,  especially  boilers. 

While  it  is  the  appraiser's  and/or  the  inspector's  obligation  to 
report  and  the  FHA's  duty  to  see  that  all  structural  and  other  serious 
defects  are  rectified  prior  to  certification,  in  reality  this  seldom  occurs. 
It  is  a  widespread  practice  for  either  real  estate  agents  or  private 
mortgagees  to  induce  appraisers  and  inspectors  to  overlook  items  of 
repair  or  otherwise  inflate  the  actual  market  value  of  the  property. 
Since  FHA  has  no  practice  itself  of  actual  inspection  of  these  proper- 
ties prior  or  subsequent  to  their  certification,  a  substandard  house  is, 
in  effect,  certified  up  to  standard  and  the  property  is  significantly 
overvalued. 

In  reference  to  the  real  estate  speculation  and  these  inflated  prices, 
I  may  comment  by  saying  that  many  real  estate  speculators  have 
means  of  purchasing  homes  at  extremely  low  prices,  with  money 
loaned  from  local  mortgage  or  funding  companies,  having  it  ap- 
praised— these  homes — at  a  much  higher  value,  and  finding  a  low- 
income  family  to  purchase  these  homes  with  an  FHA-guaranteed 
mortgage  draw^n  on  a  local  mortgage  company. 

We  have  seen  this  happen  time  and  time  again  and  some  of  these 
companies  have  in  fact  been  cited  and  indicated  by  the  U.S.  attorney 
in  New  York  City. 

In  order  to  have  the  homes  assessed  at  double  or  treble  their  value, 
appraisers  are  bribed  or  otherwise  induced  to  make  such  appraisals. 
Subsequently,  a  low-income  family  is  located  and  talked  into  buying 
"their  own  home."  This  I  would  say  in  quotation,  "their  own  home," 
because  this  is  a  carrot  that  is  held  out  to  minority  groups  in  our  area, 
the  concept  of  owning  anything  that  is  their  own. 

They  are  then  told  that  they  will  be  able  to  purchase  the  house  with 
a  small  downpayment  and  a  promised  FHA  mortgage. 

The  prospective  purchaser's  annual  salary  does  not  equal  one-half 
of  the  purchase  price  and  is  then  falsified  on  the  mortgage  application. 
The  application  is  then  forwarded  to  the  local  mortgage  company 
which  steers  the  credit  check  through  an  affiliated  credit  company 
for  financial  clearance.  Thus,  ineligible  buyers  are  approved  and 
credit  companies  become  implicated  and  act  as  a  contributing  factor 
to  the  real  estate  speculation  fraud  syndrome. 

After  the  clearance,  FHA  approval  of  the  mortgage  is  secured  and 
the  family  becomes  the  owner  of  a  home  which  they  cannot  afford. 
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The  local  mortg:age  company  usually  unloads  the  mortgage  to 
Federal  National  Mortgage — Fannie  Mae — or  another  Government 
a-gency,  at  a  discount.  It  does  not  wait  for  the  maturity  of  that 
mortgage. 

Between  the  time  of  the  purchase  by  the  speculator  and  the  time  a 
buyer  is  located,  the  real  estate  speculator  will  often  rent  the  apart- 
ment in  the  building  to  welfare  recipients,  thus  collecting  cash  bounty 
from  the  department  of  social  services. 

Id  exchange  for  this  bounty,  the  apartment  will  be  rented  at 
exorbitant  prices  and  the  speculator  will  provide  little  or  no  services 
while  these  tenants  occupy  the  apartments.  An  example  would  be  not 
to  provide  fuel  in  winter  and,  as  you  are  aware,  we  have  some  cold 
winters  in  New  York. 

In  some  cases,  the  speculation  begins  with  block  busting  which  was 
alluded  to  previously,  the  concept  of  white  homeowners  being  panicked 
into  selling  their  homes  by  the  threat  of  or  the  actual  purchasing  of 
dwellings  by  black  and  Puerto  Rican  families.  Ugly  scare  tactics  are 
employed  and  the  homes  are  sold  at  much  below  their  market  value. 

In  areas  of  the  community  already  inhabited  by  black  and  Puerto 
Rican 

Senator  Hart.  May  I  interrupt,  mth  an  apology?  Another  vote  is 
occurring  on  the  floor  and  given  time,  if  there  is  no  objection,  why 
don't  you  continue  with  this  statement?  Is  there  any  objection  to  that? 

Mr.  Yelenik.  I  have  no  objection. 

Senator  Hart.  I  A\dll  be  back. 

Mr.  Yelenik.  Thank  you. 

As  I  was  saying,  in  the  areas  of  the  community  already  inhabited  by 
black  and  Puerto  Rican  families,  speculators  point  out  the  vast  num- 
ber of  foreclosed  properties  or  otherwise  scare  local  homeowners  into 
selling,  so  it  is  not  just  a  blockbusting  tactic  in  white  areas,  but  it  is 
also  used  in  areas  inhabited  by  minority  groups. 

Even  though  many  attempts  are  made  by  unscrupulous  agents  ar^d 
firms  to  cash  in  on  the  aforementioned  abuses,  a  vast  majority  of  these 
abuses  could  be  thwarted  if  the  FHA  established  a  program  to  counsel 
the  unsophisticated  low-income  person  who  has  never  owned  a  home 
and  who  has  had  few  financial  dealings. 

In  reference  to  the  typical  type  of  buyer  that  we  have  come  in 
contact  with,  he  is  not  on  an  equal  footing  mth  the  agent,  the  seller 
or  the  speculator  who  is  only  interested  in  his  respective  commission 
or  profit.  The  future  homeowner  lacks  experience  with  regard  to  home- 
ownership  and  he  is  unaware  of  the  prospective  costs  of  capital 
improvement,  maintenance,  repairs,  cost  of  utilities,  property  taxes, 
et  cetera. 

Usually  the  only  thing  he  is  advised  of  is  the  amount  of  the  monthly 
payments  that  he  will  have  to  make.  At  no  time  is  the  prospective 
owner's  ability  to  cope  with  his  new  role  appraised,  nor  does  he 
receive  advice  as  to  home  ownership. 

Thus,  it  is  not  unusual  to  find  the  homeowner  is  budgeted  so 
stringently  that  he  is  unable  to  meet  his  mortgage  payments  if  one 
substantial  repair,  such  as  a  roof  or  boiler,  et  cetera,  is  nee  led. 

Even  in  cases  of  extreme  emergencies,  such  as  unemployment  or 
serious  illness,  he  is  not  informed  of  his  right  to  relief,  which  is  avail- 
able under  HUD  regulations.  The  fact  that  if  a  homeowner  is  ill  or 
has  encountered  some  emergency  he  can  be  extended  a  deferred  pay- 


107 

ment  schedule  in  reference  to  his  mortgage.  The  homeowner  never 
learns  of  this  right  and  is  never  educated  as  to  this  fact. 

I  would  say  that  this  withholding  of  information  is  almost  tanta- 
mount to  fraud,  in  that  the  failure  to  provide  this  information  can 
result  in  a  very  serious  situation  and  eventually  in  the  foreclosure  of 
the  mortgage  due  to  the  homeo\vners  inability  to  keep  up  his  mortgage 
payments. 

Consequently,  when  some  of  these  people  buy  a  home  they  are 
really  purchasing  a  disaster,  one  which  is  not  only  personal,  but  which 
spreads  like  a  cancer  throughout  the  community. 

In  the  East  New  York-Brownsville  community,  there  have  been 
over  1,500  mortgage  foreclosures  during  the  period  of  1968  to  1971. 
These  are  primarily  on  two-family  homes. 

This  means  not  only  a  loss  of  3,000  dwelling  units  in  an  area  which 
already  faces  a  critical  housing  shortage,  but  results  in  a  further  deteri- 
oration of  the  neighborhood  and  the  continued  spread  of  urban  blight 
in  East  New  York  and  Brownsville. 

After  foreclosure,  these  houses  are  tinned  up  and  left  standing 
vacant.  The  houses  are  subsequently  broken  into,  they  are  vandalized, 
they  are  stripped  of  their  fixtures  and  piping,  and  they  are  left  to 
become  a  deathtrap  for  children,  a  fire  and  health  hazard,  and  a 
breeding  place  for  addicts. 

As  the  foreclosures  increase,  further  selling  to  speculators  occurs 
and  neighborhood  deterioration  continues  extending  the  urban  ghetto 
from  the  downtown  tenements  to  a  section  once  composed  and  still 
composed  primarily  of  two-family  homes. 

Thus,  the  Federal  Government  is  left  with  thousands  of  shells  for 
which  it  has  paid  out  millions  of  dollars  with  the  prospect  of  nominal 
recovery.  The  frustrated  disappointed  poor,  the  real  victims  who  have 
been  bilked,  cheated,  and  exploited,  are  faced  with  another  failure  of 
the  system,  and  the  failure  of  a  program  which,  if  administered 
properly,  could  make  tremendous  strides  in  accomplishing  the  goals 
of  the  National  Housing  Act. 

At  this  time,  I  would  like  to  submit,  as  part  of  the  record,  several 
pictures  of  the  homes  which  I  have  described  in  the  East  New  York 
area,  which  I  believe  will  vividly  depict  the  situation  that  we  now 
encounter.  They  are  at  various  stages  of  mortgage  foreclosure. 
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Peter  Gardner  and  wife,  parents  of  11  children  at  488  "S'ermont  Street,  East 
New  York,  March  31,  1972.  House  being  foreclosed  by  FHA. 

[Credit  :  Tony  Rollo— Newsweek.] 
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Foreclosed  house  capable  of  rehabilitation. 


no 


Foreclosed  house  in  early  stages  of  destruction. 


Ill 


Totally  destroyed  block  of  foreclosed  houses. 

One  of  the  pictures,  you  will  note  is  almost  of  an  entire  block  of 
homes.  I  believe  that  there  are  approximately  20  homes  on  the  block, 
14  of  which  are  tinned  up. 

At  this  point,  I  would  like  to  defer  to  my  colleague  Mr.  Walters,  and 
ask  him  to  elaborate  as  to  some  of  the  case  histories  or  horror  stories, 
as  we  term  them;  some  of  the  actual  people  who  have  been  victims 
of  this  FHA  procedure. 

STATEMENT  OF  GERARD  A.  WALTERS,  ESQ.,  EAST  NEW  YORK 
LEGAL  SERVICES 

Mr.  Walters.  My  name  is  Gerry  Walters.  I  am  a  staff  attorney 
with  East  New  York  Legal  Services,  and  I  have  been  associated  with 
the  organization  since  September  of  1969. 

Over  that  period  of  time,  through  my  daily  work,  I  have  come  into 
contact  with  no  less  than  75  to  100  tenants  and  owners  of  properties 
with  FHA  mortgages. 

The  problems  encountered  are  generally  in  the  area  of  tenants 
being  displaced  after  an  FHA  mortgage  is  foreclosed.  The  Federal 
regulations  require  that  prior  to  collection  of  the  guarantee,  the 
mortgagee  must  have  the  foreclosed  property  vacated.  This,  in  itself, 
adds  to  an  already  critical  housing  shortage  in  the  community. 

The  second  problem  that  we  have  are  actual  buyers  purchases — 
mortgagors  of  FHA  property  which  is  being  foreclosed.  These  mort- 
gagors have  generally  no  idea  why  the  property  is  being  foreclosed 
other  than  the  fact  they  haven't  met  their  payments.  Initially  they 
are  told  that  they  are  supposed  to  keep  up  a  certain  monthly  payment 
on  their  mortgages.  They  really  have  no  idea  of  what  their  other 
responsibilities  are. 
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As  Mr.  Yelenik  said,  it's  a  largely  black  and  Puerto  Rican  com- 
munity. Most  of  the  residents  of  that  community  do  not  have  any 
expertise  in  economic  affairs  or  in  affairs  that  deal  with  owning  their 
own  homes.  They  are  not  provided  with  counseling  by  the  mortgagee, 
by  FHA,  or  the  real  estate  brokers,  and  in  many  cases  they  are  almost 
in  a  situation  where  they  are  going  to  be  forced  into  foreclosure  as  they 
purchase  the  house. 

Now,  these  are  just  a  few  of  the  cases  that  I  have  dealt  with  since 
I've  been  in  East  New  York  Legal  Services.  I'm  going  to  refrain  from 
naming  the  parties  involved  because  some  of  these  cases  are  still  in 
litigation.  They  will  be  supplied  upon  request  if  the  committee  so 
desires. 

Mr.  "B"  was  induced  into  purchasing  a  home  on  Vermont  Street  in 
East  New  York  by  a  real  estate  agent  who  informed  him  that  there 
were  no  existing  apartments  for  his  family  of  seven.  He  was  originally 
seeking  an  apartment,  and  did  wish  not  to  purchase  a  home. 

Mr.  "B"  was  told  that  he  could  own  his  own  home  after  giving  a 
$500  downpayment  and  that  he  would  receive  an  FHA  mortgage  even 
though  his  annual  salary  was  below  the  required  amount  for  an  FHA 
mortgage. 

During  the  entire  purchase  proceedings,  the  only  fact  that  Mr.  "B" 
was  told,  and  this  is  general  throughout  most  of  these  purchasing 
agreements  that  I've  been  involved  in,  was  that  his  new  home  would 
cost  him  a  certain  monthly  amount,  and  that  amount  was,  as  stated 
before,  the  monthly  mortgage  payment. 

Approximately  2  months  after  Mr.  "B"  and  his  family  took  posses- 
sion of  the  house,  he  found  that  the  roof  was  going  to  require  extensive 
repairs  amounting  to  $1,000.  He  informed  the  real  estate  agent  of  that 
fact,  and  the  real  estate  agent  told  him  that  he'd  have  somebody  check 
it  out  for  him. 

Finally,  Mr.  "B"  decided  to  make  the  repairs  himself.  This  was  after 
a  couple  of  months.  As  a  result,  he  could  no  longer  make  his  mortgage 
payments.  The  mortgage  was  foreclosed  and  his  family  was  evicted. 

We  have  the  case  of  Mr.  "S",  a  carpenter  who  spoke  very  little 
English,  a  Spanish  gentleman.  He  had  no  reading  comprehensio  i  of 
English.  And  he  was  asked  to  make  repairs  on  a  house  by  a  real  estate 
agent.  The  real  estate  agent  requested  him  to  ^-ign  a  paper  which  was 
written  in  English  and  he  didn't  understand  it,  and  was  told  that  it  was 
a  construction  contract.  Two  months  later,  Mr.  "S"  was  served  with  a 
summons  and  complaint  and  a  mortgage  foreclosure  proceeding. 

He  had  signed  a  bonded  mortgage  and  the  mortgage  was  being  fore- 
closed for  his  failure  to  keep  up  monthly  payments.  His  original  com- 
prehension of  the  contract  was  that  he  was  signing  a  contract  for  the 
repair  of  a  home. 

Then  we  come  to  the  case  of  Mrs.  "J".  She  purchased  a  three-family 
house  in  East  New  York,  on  Pennsvlvania  Avenue,  in  January  of 
1968.  In  order  to  meet  the  purchase  price,  Mrs.  "J"  secured  two 
mortgages,  neither  of  which  was  Government  insured. 

On  March  15,  1972,  Mrs.  "J"  received  a  72-hour  notice  of  eviction 
from  a  New  York  City  marshal  which  listed  a  Mr.  "R"  as  landlord- 
owner  of  the  premises  in  which  she  was  living. 

She  brought  the  summons  to  our  office,  which  was  two  blocks  from 
her  house,  and  I  drew  up  papers  to  vacate  the  warrant  of  eviction. 
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Now,  subsequent  to  the  filing  of  tlie  motion  in  civil  court  in  New 
York,  I  received  a  phone  call  from  the  purported  landlord's  attorney. 

He  subsequently  sent  me  documents.  The  documents  that  I  received 
were  a  certification  from  the  VA  to  Mr.  "R"  that  he  purchased  and 
had  obtained  a  certified  VA  mortgage  and  that  he  had  purchased  the 
house  on  December  23,  1971.  Also  included  was  a  certification  from 
FHA  that  a  commitment  was  made  to  a  Mr.  and  Mrs.  "L",  a  Puerto 
Rican  family,  and  that  they  had  purchased  the  house  in  July  of  1971. 

The  mortgage  was  being  held  by  United  Institutional  Services 
Corp.  The  third  document  was  a  petition  for  nonpayment  of  rent; 
Mr.  "R"  was  seeking  $1,600  in  rent  from  Mrs.  "J"  representing  the 
period  August  1971  to  February  1972. 

Now,  after  further  investigation,  this  is  done  by  checking  the  deeds 
at  the  county  registrar's  office,  I  found  that  in  1968,  a  deed  was 
recorded  in  Mrs.  "J's"  name,  that  in  1970,  a  deed  transferring  the 
property  from  Mrs.  "J"  to  a  "C"  operating  corporation  was  filed. 

When  I  approached  Mrs.  "J"  with  a  copy  of  this  deed,  I  asked  her 
whether  or  not  she  had  ever  made  such  a  sale,  and  she  said  "No,"  and 
after  comparing  the  signatures,  I  found  that  they  were  just  so  com- 
pletely different  that  it  couldn't  have  been  hers.  She  denied  any  knowl- 
edge of  the  transaction. 

There  were  no  other  deeds  recorded  after  that  time.  She  sa'd  that 
she  had  lived  in  the  house  since  1968,  and  she  rented  to  two  other 
families  and  that  no  other  families  in  the  house  were  Puerto  Rican.  I 
make  that  reference  because  the  firm  commitment  to  grant  an  FHA 
mortgage  in  July  of  1971  was  to  a  Puerto  Rican  family. 

Mrs.  "J"  said  she  never  received  any  summons  and  complaint  in- 
stituting any  foreclosure  proceedings  on  her  mortgage,  and  that  the 
first  paper  she  got  after  her  original  mortgage  was  a  notice  from  the 
city  marshal  which  said  that  she  was  going  to  be  evicted  in  72  hours. 

On  April  25,  1972,  the  return  date  of  the  motion  in  ci\dl  court,  the 
landlord  failed  to  appear.  From  the  documents  acquired,  it  seemed 
there  was  not  only  fraudulent  transfer  of  Mrs.  "J's"  property,  but  that 
fictitious  purchasers,  Mr.  and  Mrs.  "L,"  were  granted  an  FHA  mort- 
gage, the  status  of  which  I  have  been  unable  to  ascertain  as  to  this 
date. 

Had  Mrs.  "J"  not  been  two  blocks  away  from  our  office,  she  would 
have  been  out  on  the  street  today. 

The  last  cases  that  I  am  going  to  present  are  cases  of  tenants  who 
were  living  in  FHA-foreclosed  premises  and  who  were  evicted  sub- 
sequent to  mortgage  foreclosure. 

Mrs.  "M"  and  her  husband,  her  adult  daughter,  and  10  minor 
children  and  grandchildren,  were  tenants  in  a  two-family  house  on 
Shefiield  Avenue  in  East  New  York.  The  house  was  structurally  sound 
and  in  good  condition  and  the  two  apartments,  both  upper  and  lower 
floors  of  the  building  were  occupied  bj^  the  families. 

The  mortgage  was  foreclosed  and  they  were  evicted  by  the  Buffalo 
Savings  Bank  who  was  the  mortgagee,  acting  under  instructions  from 
FHA  in  March  of  1972.  They  moved  to  a  new  house.  They  are  cur- 
rently living  in  one  apartment  which  is  not  adequate  for  13  people, 
and  are  paying  approximately  the  same  rent  that  they  had  paid  for 
their  former  two  apartments 

Their  former  residence  has  been  tinned  up  and  is  currently  standing 
vacant. 
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The  last  case  is  that  of  a  Mr.  "KC",  who  Hves  with  his  wife  and 
seven  children  in  a  two-family  house  on  Warwick  Street  in  East 
New  York.  The  mortgage  has  been  foreclosed.  They  have  an  order 
from  the  State  court  to  vacate  the  premises  and  are  awaiting  eviction 
while  seeking  unsuccessfully  so  far,  to  obtain  other  housing  accom- 
modations. 

The  house  is  now  owned,  or  has  been  transferred  to  Federal  National 
Mortgage  Association  and  the  "KC's"  have  not  received  any  main- 
tenance or  services  on  their  house  since  the  mortgage  has  been  fore- 
closed. 

That  concludes  the  case  histories  that  I'm  going  to  submit  to  the 
committee  at  this  time. 

Mr.  Yelenik.  Thank  you,  Mr.  Walters. 

If  I  may,  the  tenant,  as  Mr.  Walters  alluded  to  briefly,  in  a  dwelling 
subject  to  the  foreclosure  of  an  FHA  mortgage  finds  himself  in  a  very 
precarious  position,  the  reason  being  that  this  entire  mortgage  fora- 
closure  process  sometimes  lasts  for  as  long  as  a  year  and  a  half. 

And  during  this  time,  the  owner,  if  he  was  an  owner,  who  was 
living  and  residing  on  the  premises  has  abandoned  the  building,  and 
if  not,  he's  nowhere  to  be  seen.  Now,  the  result  of  this  is  that  the 
tenant  is  left  high  and  dry,  high  and  dry  in  the  sense  that  no  services 
are  provided  to  him,  the  essential  services  such  as  heat  in  the  winter, 
the  repair  and  reparation  as  to  windows,  windows  which  are  broken, 
rat  infestation.  And  this  is  the  manner  in  which  the  tenant,  who  has 
been  left  behind,  must  live  in  until  he's  eventually  evicted,  which  is 
another  problem. 

The  eviction  of  tenants  by  FHA  has  come  to  our  attention,  and  in 
order  to  rectify  some  of  the  injustices  that  the  FHA  tenant  is  currently 
forced  to  endure,  our  office  has  initiated  an  action  which  is  now  pending 
in  the  eastern  district  of  the  Federal  court.  Mr.  Prosnitz  has  been  quite 
involved  in  this  litigation  and  he  will  briefly  describe  the  action  itself. 

Mr.  Prosnitz.  It  is  this  action  that  involves  a  situation  which 
I  want  to  call  to  the  careful  attention  of  the  committee  because  I 
think  it  involves  one  particular  aspect  of  this  problem  which  none 
of  the  other  witnesses  today  have  addressed  themselves  to  so  far. 

So  far  today,  we  have  been  discussing,  primarily,  the  plight  of  the 
homeowner  who  is  victimized  by  this  whole  FHA  situation.  Now, 
this  is  a  serious  problem  which  has  been  very  well  dealt  with  by  the 
other  witnesses  and  I  concur  with  most  of  what  they  have  presented. 

However,  there  is  an  additional  facet  of  the  problem  which  I  would 
like  to  call  to  the  committee's  attention  now.  And  these  are  the 
problems  of  the  other  innocent  victims  of  this  whole  FHA  situation. 
These  are  the  tenants  who  are  living  in  properties  where  the  mortgages 
are  foreclosed. 

And  as  Mr.  Yelenik  stated,  we  have  instituted  an  action  which  is 
pending  now  in  Federal  court.  The  title  of  the  action  is  Manners  and 
Castanon  v.  Romney,  Oullidge,  Federal  National  Mortgage  Association 
and  Bujffalo  Savings  Bank.  This  is  a  class  action  pending  before  Judge 
John  Dooling  in  the  Eastern  District  Court  of  New  York. 

It  is  an  action  brought  on  behalf  of  all  tenants  who  are  being,  or 
who  have  been,  evicted  from  their  homes  subsequent  to  foreclosure  of 
FHA  mortgages  on  one  to  four-family  homes. 

Now,  our  decision  to  institute  this  action  was  based  on  the  following 
circumstances:  In  the  Brownsville  East  New  York  section,  there  has 
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been,  perhaps,  thousands  of  foreclosures  in  the  4  years  in  which  the  one 
tlu-ough  four-family  house  program  has  been  in  operation. 

Subsequent  to  the  foreclosures,  the  FHA's  policy  has  been  to  evict 
the  tenants  from  the  houses  in  question,  allegedly  for  the  purpose  of 
rehabilitation  and  resale.  In  actual  fact,  however,  that  has  not 
happened.  What  has  happened,  in  actual  fact,  is  that  the  buildings 
have  been  left  tinned  up,  standing  vacant  for  several  years,  in  many 
cases. 

At  the  present  time  in  East  New  York  and  in  Brownsville,  there 
are  hundreds  of  these  tinned  up  houses  standing  around  vacant  and 
useless,  and  the  photograph  which  Mr.  Yelenik  submitted  earlier, 
which  the  committee  has,  if  you  look  at  these  houses,  I  think  there's 
a  photograph  of  one  block  which  may  have  half  a  dozen,  yes,  that's  it, 
Senator,  I  was  just  informed  there  are  nine  tinned-up  houses  on  that 
one  block  alone. 

And  as  you  can  see,  many  of  those  houses  are  structurally  solid 
brick  houses  which,  with  a  few  minor  repairs,  certainly  could  be 
livable  and  could  be  used  to  lessen  the  housing  shortage  which  is  very 
severe,  especially  in  New  York. 

Senator  Hart.  May  I  interrupt?  Is  the  eviction,  prior  to  turnover, 
required  by  law? 

Mr.  Prosnitz.  No;  it  is  not.  It  is  a  regulation.  The  regulation 
provides  discretion.  As  a  matter  of  fact,  the  regulation  provides  that 
the  Commissioner  has  the  discretion  to  accept  the  properties,  either 
vacant  or  tenanted. 

This  is  one  of  the  contentions  in  our  lawsuit,  that  FHA  insists  the 
tenants  be  put  out.  It  is  our  position,  it  is  unsound  from  the  standpoint 
of  humanity  and  from  ths  social  standpoint,  providing  a  place  to  live 
for  the  tenant.  It  is  unsound  from  the  HUD  economic  standpoint. 
We  say  it  is  unsound  because  the  houses  become  vandalized  and 
deteriorate  in  value  and  the  government  ends  up  selling  them  for  less 
money  than  they  would  have  gotten. 

From  another  standpoint,  it  is  unsound  economically  because  many 
of  these  tenants  are  people  on  welfare.  Because  of  the  housing  shortage, 
when  they  are  evicted  from  these  houses,  they  get  placed  into  other 
houses  where  the  rental  may  be  twice  as  much,  and  if  they  are  on 
w^elfare,  part  of  the  rent  is  being  paid  by  Federal  funds.  Incidentally, 
in  Boston,  we  understand  that  the  FHA  local  office  has  adopted  a 
policy  of  keeping  many  of  these  tenants  in. 

Now,  actually,  what  we  are  concerned  with  is  a  whole  period  of  2 
or  3  years.  In  other  words,  what  happens — and  I'd  like  to  give,  briefly, 
the  whole  chronological  background. 

First,  the  mortgage  is  foreclosed.  And  at  the  point  where  the 
mortgage  is  foreclosed,  the  owner,  w^ho  is  already  in  trouble  because 
he  cannot  meet  the  mortgage  payments,  is  highly  unlikely  to  be 
making  any  repairs  on  the  premises,  so  the  building  starts  to  go 
downhill  and  nobody  makes  any  repairs. 

Then,  after  the  foreclosure  sale,  the  banks,  or  Fannie  Mae,  or  what- 
ever mortgage  company  happens  to  be  involved,  takes  over  the 
property.  And  we  have  found  that  the  lending  institutions,  which 
now  are  the  owners  of  the  property,  having  bought  in  a  foreclosure 
sale,  we've  found  that  they  do  absolutely  nothing  to  maintain  the 
properties. 
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They  don't  collect  rent.  The  tenants  have  to  buy  their  o^vn  fuel. 
The  tenants  have  to  fix  whatever  needs  to  be  fixed,  so  nothing  gets  done 
on  the  properties;  they  just  stand  there. 

Then,  eventually  what  happens  is  that  the  banks,  who  now  own 
the  properties,  acting — or  Fannie  Mae,  which  is  in  the  same  category 
as  the  banks — acting  under  instructions  from  the  FHA,  they  proceed 
to  evict  the  tenants  by  obtaining  a  writ  in  State  supreme  court.  And 
they  evict  the  tenants  prior  to  conveying  the  deed  to  the  FHA. 

Now,  there  is  one  interesting  wrinkle  m  this.  In  the  cases  of  the 
two-family  houses,  the  banks  proceed  to  evict  the  tenants  first,  and 
then  convey  title  to  the  property  to  the  FHA.  In  the  case  of  the  three 
or  four-family  houses,  in  New  York  City,  most  of  the  three  or  four- 
family  houses  are  rent-controlled  under  New  York  City  law. 

Under  the  New  York  City  and  State  rent  control  laws,  tenants 
may  not  be  evicted  from  rent  control  property.  However,  there  is  an 
exception.  Property  owned  by  the  Federal  Government  is  not  sub- 
ject to  rent  control. 

So,  in  these  cases,  the  banks  convey  the  deed  to  the  FHA  before 
eviction  of  the  tenants.  Very  often,  the  very  same  attorney  who  used 
to  go  into  court  on  behalf  of  the  banks  who  evict  the  tenants,  now 
puts  on  his  other  hat,  goes  into  court  on  behalf  of  the  FHA,  which 
now  holds  title  to  the  property,  and  proceeds  to  evict  the  tenants. 

Then  the  property  is  vacant  and  no  longer  subject  to  rent  control, 
so  that,  in  effect,  the  FHA  is  helping  to  circumvent  the  New  York 
City  rent  control  laws. 

Now  then,  the  FHA  says  that  they  are  evicting  tenants  for  purposes 
of  rehabilitation  and  resale.  In  practice,  what  we  have  found  has 
happened  is  that  the  properties  are  neither  rehabilitated  nor  resold 
immediately,  and  many  of  these  properties  just  stand  there  vacant 
and  unused  for  many  years,  for  several  years,  and  as  you  can  see  by 
the  pictures,  or  if  members  of  the  committee  were  to  go  through  East 
New  York,  vou  would  see  hundreds  of  tinned-up  houses  in  East  New 
York. 

Now,  during  the  time  that  they  are  tinned  up,  the  houses  are  fre- 
quently vandaHzed  by  drug  addicts  and  other  criminals.  In  addition, 
the  presence  of  the  vacant  and  deteriorating  houses  has  a  pyramiding 
effect  on  the  community.  Often  the  blight  from  these  houses  spreads 
to  the  surrounding  dwellings  and  the  whole  block  deteriorates.  And, 
in  fact,  East  New  York,  which  used  to  be  a  rather  pleasant  middle 
class  area,  has  become  a  blighted  area  in  recent  years,  partly  as  a 
result  of  all  of  these  abandoned  houses. 

Now,  our  position  is  that  the  FHA  should  allow  the  tenants  to 
remain  in  these  houses,  whenever  possible,  after  foreclosure  and  that 
every  attempt  should  be  made  to  rehabilitate  and  resell  the  proper- 
ties with  the  tenants  in  occupancy,  possibly  moving  the  tenants  to 
temporary  quarters  during  a  rehabilitation  period. 

In  other  words,  much  of  this  rehabilitation  could  be  done  in  a  few 
days  in  which  tenants  could  be  moved  from  one  side  of  the  building 
to  the  other,  or  from  one  building  to  another  building  a  block  away, 
and  then  move  back  in  a  few  days  later. 

We  also  feel  that  the  FHA  should  arrange  to  have  a  receiver  ap- 
pointed during  the  interim  period,  between  the  commencement  of  the 
foreclosure  proceedings  and  the  eventual  sale  to  a  new  owner;  the 
idea  being  that  said  receiver  would  manage  the  properties,  collect  the 
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rent,  maintain  the  properties  so  that  they  will  not  deteriorate,  and 
will  remain  fit  for  future  occupancy. 

This,  of  course,  would  also  save  the  Government  money,  both  be- 
cause rents  would  be  being  collected,  and  also  because  with  the  houses 
being  maintained,  when  the  FHA  comes  to  sell  the  property  to  the 
new  owner,  they  would  get  a  higher  price. 

Now,  I'd  like  to  describe,  briefly,  some  of  the  theories  which  we  are 
presenting  in  our  lawsuit.  As  I  stated  earlier,  we  are  suing  on  behalf 
of  the  right  of  tenants  to  remain  in  these  houses  and  not  being  evicted 
by  the  FHA. 

Our  first  theory  is  that  the  Federal  courts  have  held  in  several 
recent  cases,  that  public  housing  authorities  may  not  evict  tenants 
without  establishing  good  cause  and  without  affording  tenants  due 
process.  In  other  words,  a  fair  hearing. 

We  contend  that  the  same  standards  should  apply  to  evictions 
undertaken  by  the  FHA.  Incidentally,  one  of  the  leading  cases  in  the 
field,  in  our  area,  which  is  the  second  circuit,  is  Escalera  v.  New  York 
City  Housing  Authority,  where  the  second  circuit  said  that  even  though 
a  tenant's  lease  is  up,  the  housing  authority  may  not  evict  the  tenant 
without  good  cause,  and  the  tenant  has  a  right  to  a  hearing  at  which 
witnesses  will  be  presented  and  good  cause  for  eviction  must  be  proven. 

Now,  we  say  the  same  thing  should  be  required  of  the  FHA,  and 
we  say  that  the  fact  that  the  actual  eviction  is  handled  by  the  banks 
makes  no  difference  because  the  banks  are  really  not  private  parties 
here,  they  are  acting  under  instructions  from  the  FHA. 

Furthermore,  they  receive  Federal  financial  assistance  from  the 
FHA,  the  financial  assistance  being  the  fact  that  the  FHA  is  guaran- 
teeing their  mortgage.  Therefore,  we  say  that  the  tenants  are  entitled 
to  due  process  and  a  statement  of  reasons  and  a  fair  hearing  before 
being  evicted. 

Secondly,  we  say  that  the  actions  of  the  FHA  in  evicting  tenants 
from  sound  housing,  adding  to  the  housing  shortage  and  adding  to 
neighborhood  deterioration  and  urgan  blight  are  arbitrary,  capricious 
and  abusive  discretion,  and  in  violation  of  the  policies  of  the  National 
Housing  Act. 

Therefore,  the  court  may  enjoin  said  policies  in  accordance  with  the 
Administration  Procedure  Act,  which  was  passed  by  Congress  for  tie 
exDress  purpose  of  permitting  aggrieved  parties  to  obtain  judicial 
review  of  arbitrary  agency  action. 

Thirdly,  we  say  that  tenants  who  are  the  victims  of  these  policies 
are  predominantly  black  or  Puerto  Rican.  This  is  mainly  in  ghetto 
areas  that  these  foreclosures,  which  we  have  been  talking  about  ah 
day,  occur. 

Now,  because  of  their  race  and  their  poverty,  they  find  it  very  diffi- 
cult to  obtain  new  housing,  thus,  in  effect,  the  FHA  policies  and  prac- 
tices have  a  racially  discriminatory  effect,  and  that  they  serve  to 
create  additional  difficulties  in  obtaining  housing  for  a  predominantly 
black  and  Puerto  Rican  class  of  tenants. 

Now,  these  three  theories  all  refer  to  the  effort  to  permit  tenants  to 
remain  in  the  premises.  In  addition,  some  tenants  have  already  been 
evicted  and  we  claim  that  the  tenants  who  have  already  been  evicted 
are  entitled  to  relocation  benefits  under  the  Uniform  Relocation 
Assistance  Act  of  1970. 
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Without  going  into  a  long  discussion  of  that  act,  it's  a  new  act  and 
the  courts  have  not  fully  interpreted  it  yet,  but  there  is  a  possibility 
that  the  courts  may  hold  that  the  thousands  of  tenants  who  have 
been  evicted  by  the  FHA  are  entitled  to  relocation  benefits  which 
would  cause  an  additional  expense  to  the  Federal  Government. 

And  frankly,  we  are  not  out  to  have  the  Federal  Government  shell 
out  a  lot  of  money  here,  we  would  rather  have  them  save  the  money 
and  keep  the  tenants  in  the  houses  in  the  first  place  so  the  tenants 
can  have  a  place  to  live. 

At  this  point,  I'll  turn  the  microphone  back  to  Mr.  Yelenik  who  I 
believe  is  going  to  describe  a  proposal  which  we  have  prepared  to 
alleviate  some  of  these  problems. 

Mr.  Yelenik.  Thank  you,  Mr.  Prosnitz. 

Our  office  has  prepared  a  proposal  which  we  plan  to  submit  to  the 
FHA  regional  office  in  New  York  with  the  intention  that  it  form  the 
basis  for  written  agreement  between  FHA,  the  New  York  Urban 
Coalition  and  East  New  York  Legal  Services. 

It  is  hoped  that  the  implementation  of  this  agreement  will  serve  to 
alleviate  some  of  the  abuses  and  deficiencies  of  the  current  program, 
and  also  protect  homeowner  and  tenant  alike. 

Furthermore,  some  of  the  suggested  changes  included  in  this 
proposal  might  be  utilized  for  the  purpose  of  amending  current  regula- 
tions or  for  forming  the  basis  for  new  legislation. 

Basically,  the  proposal  deals  with  three  main  areas:  One  being  the 
premortgage  contract  and  counseling  of  prospective  purchasers;  the 
second  part,  dealing  -with  FHA  premortgage  procedure  and  post- 
mortgage  servicing;  and  the  last  part,  property  management  and 
maintenance  during  foreclosure,  including  the  dispositions  of  property. 

Just  to  touch  the  highlights  of  the  proposal,  it  would  include  a 
mandatory  counseling  program  which  would  require  that  every  pur- 
chaser receive  counseling  from  certified  FHA  counselors  as  to  qualifi- 
cations of  the  buyer-mortgagor,  subsidies,  warranties,  the  role  of  the 
parties  involved — such  as  the  funding  companies,  the  mortgagee, 
et  cetera — the  contract  itself  and  its  significance. 

In  addition,  it  would  be  required  that  bilingual  contracts  be  pro- 
vided where  necessary.  The  mortgage  counselers  would  explain  the 
mortgage  foreclosure  procedure,  which  most  minority  buyers  in  our 
area  really  have  no  cognizance  of;  the  right  to  forbearance  relief, 
which  I  alluded  to  before  and  I  reemphasize  now. 

Senator  Hart,  I  believe  you  were  out  at  that  time. 

What  I  alluded  to  was  that  there  is  a  regulation  which  entitles  a 
mortgagor  to  forebearance  relief  in  case  of  emergency  or  illness. 
And  this  is  never  brought  to  the  attention  of  these  homeowners, 
and  should  there  be  an  emergency,  should  there  be  an  illness  in  the 
family  or  loss  of  a  job,  the  mortgagor  will  default  and  the  mortgage 
will  be  foreclosed.  And  they  will  be  summarily  evicted  just  because 
they  don't  have  that  knowledge. 

So,  I  emphasize  that  point. 

And  lastly,  I  think  that  there  should  be  a  grace  period  when  the 
buyer-mortgagor  could  decide  whether  or  not  to  go  forward  with  the 
contract  itself.  It  would  be  a  short  one.  And  the  better  the  counseling 
program,  the  shorter  the  grace  period  could  be. 

In  reference  to  FHA  procedures,  inspection  and  appraisal,  the 
evaluation  should  not  only  take  into  account  the  assessed  value  and 
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the  market  value,  but  the  actual  value  of  the  property  based  upon  the 
conditions  itself,  the  structural  defects,  et  cetera,  and  this  is  rarely 
done. 

In  addition  to  that,  copies  of  these  reports  of  the  conditions  of  the 
home  should  be  given  to  the.  prospective  buyer.  This  is  also  rarely 
done  before  the  granting  of  the  mortgage  itself. 

And  then,  there  should  be  a  reinspection  of  the  premises  within  3 
months  of  purchase  to  determine  if  the  buyer  is  there  or  whether  the 
house  is  just  being  used  for  real  estate  speculation. 

In  addition,  in  the  case  of  a  mortgagor's  default,  the  mortgagee 
should  inform  the  mortgagor  in  writing  of  the  default,  the  reason 
for  the  default,  how  he  may  cure  the  default  and  the  right  to  fore- 
bearance  relief. 

And  as  to  the  foreclosure,  a  procedure  should  be  established  to 
give  owner  and  tenant  alike,  adequate  notice  in  accordance  with  due 
process  as  to  the  proceedings.  Specifically  in  the  case  of  the  tenant, 
written  notice  should  be  given  by  FHA  that  they  desire  the  house  to 
be  transferred  vacant  and  the  reason  for  it. 

In  addition,  the  tenant  should  be  advised  of  his  right  to  a  hearing 
and  the  mechanics  of  same.  Hopefully,  this  proposal,  if  accepted,  will 
provide  for  a  hearing  and  perhaps  alleviate  the  necessity  for  granting 
us  part  of  the  relief  for  which  we  are  seeking  in  our  lawsuit. 

If,  after  the  hearing,  the  tenant  is  displaced  from  this  foreclosed 
property,  an  allowance  should  be  given  to  him  in  accordance  with  the 
Uniform  Relocation  Assistance  Act  of  1970. 

Lastly,  the  final  part  of  the  proposal  deals  with  property  manage- 
ment  during   foreclosure   and   subsequent    to   property   disposition. 

We  are  trying  to  work  out  a  procedure  whereby  New  York  Urban 
Coalition  would  be  appointed  receiver  at  the  outset  of  the  mortgage 
foreclosure  procedure  so  that  they  could  act  to  collect  the  rent  and 
possibly  maintain  the  premises. 

As  I  stated  before,  these  procedures  sometimes  take  18  months, 
and  the  people  living  within  these  houses,  during  that  period  of 
time,  are  not  provided  with  any  services. 

In  the  case  of  the  East  New  York  area,  in  addition  to  that,  we 
would  hope  that  the  urban  coalition,  if  they  were  interested,  could 
purchase  some  of  these  properties  from  FHA.  Mr.  Thomas  spoke  of 
this  previously,  that  they  would  purchase  it  from  FHA  as  a  not-for- 
profit  corporation,  and  thereby,  in  a  sense,  alleviate  the  housing 
situation  in  East  New  York. 

Mr.  Senator,  and  members  of  the  staff,  I  hope  that  we  have  given 
you  what  we  feel  is  an  accurate  picture  of  the  mortgage  foreclosure 
process,  from  the  foreclosure  to  the  deterioration  of  neighborhoods 
and  to  the  resulting  urban  blight. 

And  to  reiterate  what  I  stated  at  the  outset,  the  goals  of  the 
National  Housing  Act  to  provide  decent  housing  for  all  Americans,  and 
to  extend  to  low-and  moderate-income  families  the  same  oppor- 
tunity to  owTi  their  homes  as  those  more  fortunate  are  not  only 
valid  purposes  but  necessary  ones. 

This  program  has  the  potential  to  achieve  the  aforementioned  goals, 
but  it  must  be  properly  administered.  We  feel  it  has  not. 

We  thank  you  for  your  time  and  courtesy. 
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Senator  Hart.  As  you  described  it  in  East  New  York,  it  certainly 
has  not — I  have  been  leafing  through  some  of  the  materials  that  I 
missed. 

Mr.  Blum? 

Mr.  Blum.  Are  there  situations  that  you  are  aware  of,  with  a 
mortgage  and  foreclosure  and  no  rent  legally  due  to  anyone,  where 
someone  has  collected  rent  illegally  which  have  come  to  your  atten- 
tion? 

Mr.  Yelenik.  Yes,  we  have  had  on  occasion  people  who  come 
into  our  office  and  question  us  as  to  who  they  should  pay  their 
rent  to.  They  have  been  called  by  a  bank  that  the  mortgage  has  been 
foreclosed.  They  don't  know  where  the  owner  is.  A  man  comes  in  and 
he  says,  "I  am  the  owner,  pay  the  money  to  me."  This  happens  time 
and  time  again  with  multiple  dwelling  as  well  as  one-  to  four-family 
homes. 

Mr.  Blum.  When  someone  comes  in  with  a  notice  saying  he  is  to 
be  evicted  for  nonpayment  of  rent,  do  you  routinely  try  to  check  to 
see  if  someone  has  the  right  to  collect  rent? 

Mr.  Yelenik.  Yes,  we  do. 

Mr.  Blum.  How  many  times  do  you  discover  he  doesn't? 

Mr.  Yelenik.  Quite  frequently,  to  his  embarrassment. 

Senator  Hart.  In  your  situation,  is  FHA  one  in  10? 

Mr.  Yelenik.  I  would  say  it  is  one  in  40.  If  it  was  one  in  10,  we 
would  have  a  much  worse  situation  than  we  do  presently. 

Mr.  Prosnitz.  There  is  a  related  situation  to  that  which  we  found. 
Under  the  FHA  program,  mortgages,  FHA  mortgages  are  supposed 
to  be  granted  to  low  income  persons  who  intend  to  occupy  the  homes. 
Very  often,  what  we  found  was  that  a  real  estate  speculator  will  use 
a  low  income  minority  group  person  as  a  front,  get  that  person  to 
put  his  name  up,  buy  the  home,  and  in  reality,  that  person  has  no 
connection  with  the  building,  and  the  real  estate  speculator  is  the 
owner  even  though  his  name  has  not  been  given  for  purposes  of  obtain- 
ing the  FHA  mortgage. 

So  then,  the  real  estate  speculator  proceeds  to  collect  the  rent 
because  he  is  the  one  who  actually  bought  the  property,  even  though 
the  owner  of  record  on  the  deed  is  a  minority  group  person,  who  in 
actual  fact,  was  just  a  front  used  by  the  real  estate  speculator  who 
never  went  near  the  property. 

Mr.  Blum.  Are  any  of  those  cases  ones  in  which  you  have  verified 
the  real  estate  speculator  who  has  done  that?  Have  you  specifically 
identified  a  real  estate  speculator  in  New  York? 

Mr.  Prosnitz.  We  have  suspicions.  We  don't  have  a  legal  proof. 
This  is  something  which  the  Criminal  Division  of  the  U.S.  attorney's 
office  is  looking  into. 

Mr.  Blum.  Have  any  of  the  real  estate  speculators  been  told  to 
sign  things  in  blank  and  have  they,  in  effect,  been  asked  to  commit 
some  sort  of  fraud? 

Mr.  Yelenik.  Yes,  we  have  heard  stories  in  that  vein,  the  story 
Mr.  Walters  alluded  to  of  a  carpenter  who  was  asked  by  a  real  estate 
agent  to  fix  a  house,  not  his  house,  was  told  to  this  carpenter,  who 
had  no  working  knowledge  of  English,  very  little  reading  comprehen- 
sion, to  sign  this  form,  which  he  was  told  was  a  construction  contract, 
and  subsequently,  within  2  months  was  served  with  mortgage  fore- 
closure papers  for  a  house  he  never  owned. 
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Mr.  Blum.  It  is  perfectly  clear  he  was  being  induced  into  a  fradu- 
lent  purchase  of  the  house  subject  to  an  FHA  mortgage. 

Mr.  Yelenik.  No  question  about  it. 

Mr.  Blum.  Likewise,  the  case  Mr.  Walters  mentioned  of  the  lady 
who  owned  the  house  was  being  evicted,  and  discovered  there  was  a 
forgery,  then,  the  entire  transaction  must  have  been  fradulent. 

Mr.  Yelenik.  Yes.  Apparently,  there  were  several  subsequent 
owners  after  the  time  she  purchased.  She  had  no  knowledge  about 
any  of  them.  One  of  the  owner-mortgagors  had  been  granted  an 
FHA  mortgage. 

Mr.  Blum.  Have  the  details  of  this  case  been  turned  over  to  the 
U.S.    attorney's    office? 

Mr.  Walters.  The  case  is  still  in  litigation  in  civil  court  in  New 
York.  We  haven't  turned  it  over  to  complete  our  action. 

Mr.  Blum.  Are  you  waiting  for  your  action  to  be  complete,  before 
you  turn  it  over? 

Mr.  Walters.  We  haven't  ascertained  all  of  the  information  yet- 

Mr.  Yelenik.  I  think  we  would  like  to  be  sure  before  we  turn  it 
over  to  them.  We  have  our  suspicions. 

Mr.  Blum.  It  must  be  extremely  difficult  for  your  office  to  try  to 
investigate  what  the  facts  of  each  of  these  cases  are.  What  problems 
have  you  confronted  trying  to  get  to  the  bottom  of  this? 

Mr.  Yelenik.  Initially,  it  is  very  difficult  in  the  sense  that  we  are 
mandated  to  cover  a  geographical  area  which  includes  over  a  quarter 
of  a  million  people.  We  are  six  attorneys,  and  you  can  imagine,  just 
by  pla3dng  the  numbers  game,  how  difficult  it  is  to  try  to  ascertain 
some  of  these  facts,  to  try  to  follow  up  on  it. 

But  in  the  field  of  FHA  and  housing,  we  have  made  that  one  of  our 
priorities  and  hope  that  we  can  continue  to  do  so  in  the  future,  and  to 
assist  this  committee  and  the  people  in  east  New  York. 

Mr.  Prosnitz.  I  want  to  add  something  to  that.  In  the  course  of  our 
lawsuit,  we  served  the  FHA  with  numerous  interrogatories  asking 
them  for  detailed  civic  information  about  the  several  hundred  fore- 
closures which  have  taken  place  just  in  the  Brownsville  and  east 
New  York  section  of  Brooklyn,  and  the  reply  which  we  obtained  from 
the  U.S.  attorney  who  was  representing  the  FHA  was  that  it  was 
undulv  burdensome  to  give  us  this  information  and  that  it  would 
take  four  people  working  8  hours  a  day  for  30  days  to  obtain  this 
information. 

Now,  from  this,  I  draw  one  of  two  conclusions,  that  either  the  FHA 
is  playing  games  with  us  and  doesn't  want  to  give  us  the  information 
or  that  they've  been  managing  their  operation  in  such  an  incompetent 
manner  that  they  don't  really  know  what's  going  on  in  the  New 
York  area,  and  that — in  other  words,  it  is  my  feeling  that  if  it  would 
take  them  that  many  man-hours  to  gather  all  of  this  information 
about  600  foreclosures  which  should  be  right  in  their  records,  their 
operation  must  be  a  complete  mess  and  they  don't  know  what  they 
are  doing. 

Either  it  is  that  or  they  just  don't  want  to  cooperate  with  us  and 
give  us  the  information.  I  would  say,  though,  that  since  this  committee 
has  been  investigating  the  whole  FHA  area,  we  get  a  feeling  that  we 
are  receiving  more  cooperation  than  formerly,  and  we  do  feel  that 
congressional  pressure  is  a  powerful  weapon  to  help  an  agency  improve 
its  management. 
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Senator  Hart.  Mr.  O'Leary? 

Mr.  O'Leary.  Mr.  Yelenik,  with  respect  to  the  mortgage  companies 
whom  you  have  described  in  your  statement,  in  your  area,  eastern 
New  York,  are  these  principally  those  that  have  been  mentioned 
earlier;  namely.  United,  Inter-Island,  and  Eastern  Services? 

Mr.  Yelenik.  Yes,  the  three  names  you  usually  hear. 

Mr.  O'Leary.  I  assume  there  are  other  mortgage  companies  that  do 
business  in  your  area,  but  these  are  the  three  largest? 

Mr.  Yelenik.  Yes,  that's  correct. 

Mr.  O'Leary.  Earlier  in  your  statement,  you  say,  there  is  a 
widespread  practice  for  the  real  estate  companies  to  bribe  or  otherwise 
induce  the  speculators  to  otherwise  inflate  the  property. 

One  of  the  things  that  has  been  of  interest  to  the  staff  since  our 
experience  in  Boston,  given  the  nature  of  this  market,  it  seems  that 
it  IS  in  everyone's  interest  to  have  the  appraisal  come  in  high;  namely, 
the  greater  the  amount  of  mortgage,  the  more  the  funding  o  npany 
makes;  the  higher  the  sales  price,  the  more  the  real  estate  broker 
makes  in  commission,  the  more  he  makes  as  a  speculator  if  he  has 
previously  bought  the  property  himself. 

In  effect,  the  FHA  appraisal  fixes  the  price.  If  there  is  a  con?piracy 
to  fix  that  price  high,  those  of  us  on  the  staff  have  speculated  that 
perhaps  all  those  buyers  and  all  those  sellers  in  that  changing  ne  ghbor- 
hood  might  have  a  cause  of  action. 

It  is  a  theory  that  we  have  been  searching  to  find  the  proof  of. 
Unfortunately,  we  have  not  found  it. 

Since  it  w^ould  seem  that  it  is  in  everyone's  interest  that  such  an 
agreement  expressed  or  implied  might  exist,  do  you  have  any  reaction 
or  do  you  share  my  feeling  that  it  is  out  there  somewhere  waiting  to 
be  found? 

Mr.  Yelenik.  I  totally  share  your  feeling,  and  your  re''erence  to 
the  Sherman  Act  is  interesting.  I  think  it  should  be  locked  into. 

Mr.  O'Leary.  Thank  you.  Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

Prior  to  the  act  of  1968,  did  you  have  problems  similar  to  the  ones 
you  related  to  the  subcommittee,  or  related  this  morning  to  the 
subcommittee? 

Mr.  Yelenik.  I  really  can't  answer  that  question  directly  in  the 
sense  that  the  office  was  only  established  in  1968  and  I  have  only 
been  there  since  1970.  I  really  can't  answer  that  question. 

Mr.  Chuimbris.  We  noticed  that  the  situation  in  Boston — I  believe 
testimony  shows  that  the  original  plan  of  banks  getting  together 
and  putting  up  a  fund,  was  created  back  in  1962.  And  it  carried  on 
for  a  while  and,  for  some  reason,  the  plan  was  put  aside  and  was 
renewed  again  about  1967  or  1968,  so  there  were  problems  in  Boston 
that  go  back  further,  prior  to  the  1968  act. 

I'm  just  wondering  what  you  ran  into  and  if  you  ran  into  any  cases 
that  preceded  the  1968  act  or  whether  because  of  the  1968  act  to  try 
to  help  the  low-income  people,  this  was  an  opportunity  for  someone 
who  thought  they  could  make  a  fast  buck  and  take  advantage  of 
the  situation. 

Mr.  Yelenik.  Yes.  If  I  may  just  comment  on  the  act  itself,  I 
don't  think  it  is  a  result  of  the  act,  I  think  it  is  the  result  of  the 
administration  of  the  act  and  the  implementation  of  the  act.  I  think 
the  purpose  of  the  act  is  well  taken. 
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Mr.  Chumbris.  Yes.  I'm  not  trying  to  be  critical  of  the  act  at  all. 
My  point  is  that  the  act  did  provide  to  help  low-income  people,  and 
because  of  that,  did  that  open  up  an  opportunity  for  someone  who 
could  see  a  way  of  getting  around  the  law  and  use  the  shenanigans 
that  has  been  used  in  the  cases  as  related  to  us  in  inducing  possibly 
persons  who  are  connected  with  the  Government  itself  to  overlook 
the  requirements  inspection  and  proper  evaluation  of  property?  I  am 
just  wondering. 

Mr.  Yelenik.  I  don't  think  the  act  itself  opened  up  a  Pandora's 
box.  I  think  that  the  careful  scrutiny  of  the  act  w^ould  have  provided 
the  desired  result.  In  other  words,  the  proper  implementation  of  the 
act  itself  would  have  provided  the  result.  It  is  hard  to  judge,  since 
in  my  opinion,  it  was  not  properly  implemented. 

Mr.  Chumbris.  Perhaps  we  are  not  having  a  meeting  of  the  minds. 
Perhaps  you  are  trying  to  read  into  something  that  I  have  made  an 
inference  that  the  act  itself  is  creating  a  problem. 

Mr.  Prosnitz.  Maybe  I  could  respond.  I  agree  with  Mr.  Yelenik. 
I  don't  think  there  is  anything  in  the  act  itself  which  creates  a  problem. 
You  don't  need  any  acts  of  Congress  to  create  corruption.  It  has 
nothing  to  do  with  the  act. 

But  I  think  that  it  is  the  administration  of  the  act.  I  think  that  what 
you  need  is  an  agency  which  will  ride  herd  on  all  of  these  speculators 
much  more  so  than  has  been  done. 

And  actually,  we  are  dealing  with  a  program  which  has  only  been 
in  existence  since  1968,  a  program  of  one-  through  four-family  houses, 
but  in  the  main,  I'd  like  to  repeat  what  one  of  the  speakers  said  this 
morning,  which  is,  we  are  not  interested  in  assessing  blame,  we  are 
interested  in  correcting  the  situation. 

Most  people  agree  that  the  program  has  not  been  administered  well, 
whose  fault  or  which  party's  fault,  I  don't  think  is  relevant,  particu- 
larly. But  I  think  the  thing  is  to  clean  up  the  situation  now,  and  for 
this  committee  to  use  its  congressional  influence  over  the  executive 
branch  to  help  get  the  situation  cleaned  up. 

Mr.  Chumbris.  I  see  no  reason  to  pursue  the  point  any  further, 
but  you  have  answered  what  I  thought  I  would  like  to  get  into  the 
record.  Thank  you. 

Mr.  Blum? 

Mr.  Blum.  East  New  York  has  become  a  neighborhood  referred 
to  by  many  as  a  welfare  haven  because  of  the  large  number  of  people 
in  it  on  welfare.  I  wonder  if  any  of  you  have  had  particular  experience 
with  the  welfare  relocation  programs,  and  perhaps  seen  active  use  1  y 
brokers  in  those  programs  for  turning  houses  over  to  collect  a  relocaticn 
payment  or  commissions  from  the  Welfare  Department. 

Mr.  Yelenik.  This  particular  procedure  has  come  to  our  attention. 
I  think  I  alluded  to  it  briefly  in  my  statement.  There  is  a  bounty  paid 
by  the  department  of  social  services  for  relocation,  and  the  cunning 
speculator  can  grab  a  house  at  a  low  price,  fill  it  with  welfare  recipients , 
collect  the  bounty,  and  since  they  have  no  lease,  he  might  try  to  bring 
a  holdover  proceeding  against  them,  put  them  out,  go  on  to  another 
welfare  family,  and  the  syndrome  continues. 

Mr.  Blum.  Each  time  collecting  the  bounty  he  gets  from  the  welfare 
department? 

Mr.  Yelenik.  Yes. 
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Mr.  Blum.  This  aids  him  in  chasing  out  the  remaining  neighbors. 

Mr,  Yelenik.  That  is  certainly  true. 

Mr.  Blum.  Have  you  discussed  that  problem  of  foreclosure  with 
officials  of  Fannie  Mae? 

Mr.  Prosnitz.  Yes.  Here  again,  in  connection  with  our  lawsuit, 
we  have  discussed — we  had  a  conference  at  which  all  of  the  parties  of 
the  lawsuit  were  invited.  The  only  people  who  appeared  on  the  other 
side  were  the  FHA. 

Now,  when  we  have  spoken  to  Fannie  Mae's  lawyers,  they  say  they 
will  do  whatever  the  FHA  tells  them  to  do.  In  other  words,  if  the 
FHA  says,  throw  the  tenants  out  or  keep  the  tenants  in,  they  will  do  it. 

And  here,  Fannie  Mae  is  acting — is  in  the  same  position  as  the  banks, 
they  are  just  following  the  lead  of  the  FHA.  That's  why  we  feel  the 
solution  is  with  the  FHA. 

In  other  words,  for  example,  if  the  FHA  tells  the  bank  to  give 
forbearance  relief  and  to  allow  a  certain  homeowner  to  make  deferred 
payments  on  his  mortgage  because  maybe  the  homeowner  was  injured 
and  has  to  stay  out  of  work  for  a  while,  and  as  a  result  could  not  keep 
up  with  his  payment,  and  if  this  man  applies  to  the  FHA  for  for- 
bearance relief,  and  the  FHA  instructs  the  banks  to  give  him  for- 
bearance relief,  then  they  will  go  along.  I  think  the  main  way  to  attack 
the  problem  is  through  the  FHA. 

Mr.  Blum.  In  your  conversation,  Fannie  Mae  has  said  it  is  the 
instrument  of  FHA  and  it  will  do  whatever  FHA  wants,  in  effect? 

Mr.  Prosnitz.  They  don't  say  it  exactly  in  those  words.  That's  the 
impression  one  gets  in  dealing  with  them. 

Mr.  Blum.  In  a  house  that  isn't  for  foreclosure,  who  has  the 
responsibility,  legally,  for  making  repairs?  Does  anyone? 

Let  me  put  that  question  another  way.  If  a  bank  appointed  a 
receiver  and  began  collecting  rents,  would  he  have  any  more  respon- 
sibility than  if  it  did  not  appoint  a  receiver? 

Mr.  Prosnitz.  Legally,  and  in  New  York  State  law  and  in  the 
New  York  State  Building  Code,  the  owner  of  a  house  is  legally 
responsible. 

In  other  words,  up  to  the  date  of  the  foreclosure  of  a  sale,  the  out- 
going homeowner  is  legally  responsible.  Of  course,  he  is  losing  his 
house,  and  he  can't  really  be  expected  to  do  anything. 

After  the  foreclosure  sale,  usually  the  bank  buys  the  property  and 
holds  it  for  several  months  until  it  is  conveyed  to  the  FHA. 

Now,  during  that  period  of  time,  the  bank,  as  the  legal  owner,  is 
legally  responsible  for  maintaining  the  property.  In  fact,  they  don't  do 
so.  We're  contemplating  briDging  actions  against  the  bank  to  tell 
them  to  maintain  the  property.  We  decided  against  it  because  we  felt 
that  if  we  brought  such  an  action,  the  banks  would  throw  the  tenants 
out  even  faster. 

So  we  feel  that  the  way  to  attack  this  problem  is,  first,  to  establish 
procedures  by  which  tenants  stay  in  the  houses,  and  then,  establish 
procedures  by  which  the  properties  are  maintained. 

Now,  since  the  banks  are  not  in  the  housing  business  and  don't 
have  the  facilities  to  maintain  property,  the  best  solution  would  appear 
to  be  to  have  receivers  appointed  who  would  maintain  these  properties 
during  the  interim  period. 

Mr.  Yelenik.  If  I  may  just  comment  further  on  that.  It  is  not 
only  important  to  have  a  receiver  named  by  the  court  but  to  have  that 
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receiver  appointed  at  the  outset,  because  as  I  stated  before,  this  pro- 
cedure can  take  as  long  as  18  months. 

Now,  during  that  period  of  18  months,  just  imagine  what  can 
happen  to  a  dwelUng  that  is  not  maintained.  So  this  is  one  of  the  hopes 
that  we  have  with  this  particular  proposal,  to  have  the  Urban  Coali- 
tion— New  York  Urban  Coalition — appointed  as  the  receiver  at  the 
initial  stages  of  proceeding,  and  it  would  be  their  obligation  to  main- 
tain the  premises,  collect  rents,  and  generally  to  look  after  the  house 
itself. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  I  want  to  thank  you  very  much.  I'm  sorry  we  had 
to  go  so  deeply  into  the  day. 

Mr.  Yelenik.  Thank  you. 

Senator  Hart.  Thank  you. 

Thank  you  for  coming. 

The  committee  adjourns  to  resume  at  10:30  a.m.  Wednesday  in 
this  room. 

(Thereupon,  at  6:37  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  10:30  a.m.,  Wednesday,  May  3,  1972.  Testimony  resumes  on  p.  185.) 

Material  Relating  to  the  Testimony  of 
Allen  Hessel 

EXHIBIT  1 

New  York  Times  Article  From  Real  Estate  Section  of  October  24,  1971. 
"In  Praise  of  Laurelton" 

In  Praise  of  Laurelton,  Old  Houses  Good  Buys  in  Queens 

(By  Jerome  Siegel) 

(Mr.  Siegel,  a  native  of  Brooklyn,  is  a  teacher  at  Junior  High 
School  263  in  Brownsville.  He  is  a  graduate  of  Brooklyn  College.) 

Laurelton  is  a  small  area  in  southeastern  Queens  near  the  Nassau  County  line. 
It  has  been  in  the  news  recently  in  a  tangential  way. 

The  Secretary  of  State  and  the  Commission  on  Human  Rights  have  initiated 
investigations  of  "block-busting"  in  three  areas  of  New  York  City.  Laurelton  is 
one  of  them.  The  investigations,  it  is  hoped,  will  lead  to  state  orders  against 
solicitations  by  real  estate  brokers  and  speculators. 

Unfortunately,  little  can  be  done  by  government  to  distract  the  feverish  eyes  of 
profit.  The  history  of  any  "changing"  neighborhood  makes  a  mockery  of  professed 
liberalism  and  decency,  Laurelton  grows  steadily  out  of  balance. 

All  well-meaning  talk  aside,  there  is  only  one  way  to  save  a  place  like  Laurelton 
from  turning  totally  black.  White  people  must  not  leave  in  droves,  and  they  must 
encourage  other  wliites  to  move  there.  My  point  here  is  to  encourage  whites  who 
now  live  in  segregated  white  suburbs  in  other  parts  of  the  city  to  move  to  Laurelton 

My  wife  and  I  moved  to  Laurelton  in  the  summer  of  1968  from  Hempstead,  L.  I. 
We  thought  it  was  a  good  location  since  my  wife  was  teaching  in  Long  Island  and  I 
was  teaching  in  Brooklyn.  For  our  purposes  Laurelton  is  centrally  situated.  It  is 
close  to  all  parkways. 

At  the  same  time,  Laurelton  was  about  half  white  and  half  black.  We  were 
advised  by  many  brokers  to  stay  away,  although  some  did  show  us  houses  there, 
possibly  because  my  wife  is  Puerto  Rican. 

We  found  that  quite  a  few  houses  were  for  sale,  so  we  decided  to  dispense  with 
brokers  and  go  knocking  on  doors.  We  concentrated  on  attached  Tudor-style 
houses,  but  we  could  have  chosen  a  Spanish  ranch  or  a  Colonial  or  a  detached 
brick  house,  all  with  large  grounds. 

Aesthetically,  Laurelton  is  on  a  par  with  more  expensive  areas.  We  finally 
found  a  house  to  which  very  little  had  been  done  in  the  way  of  decorative  disasters 
and  bought  it  for  $21,500,  with  a  10  per  cent  down  payment.  We  still  had  some 
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money  left  over  to  make  improvements.  Fortunately,  we  knew  a  former  plumber 
of  considerable  talent. 

Now  understand,  the  house  was  not  in  need  of  overhaul,  only  some  minor 
modernization.  It  is  brick  and  stone  and  concrete  separates  it  from  neighboring 
houses.  It  has  rough-textured  plaster  walls  and  the  floor  beams  are  three  feet 
thick  and  12  feet  long.  The  huge  sunken  living  room  has  exposed  ceiling  beams  and 
leaded  stained-glass  windows. 

Two  steps  lead  into  a  large  dining  room  with  a  large  and  sunny  eat-in  kitchen 
hard  by.  Our  numerous  plants  are  thriving. 

There  are  two  functioning  brick  firepaces  one  in  the  living  room  and  one  in 
the  wormwood  paneled  basement. 

Upstairs  there  are  two  large  bedrooms  and  one  small  one.  One  of  the  bedrooms 
has  a  window  seat  and  leaded  glass  windows.  The  huge  bathroom  has  a  stall 
shower  as  weU  as  a  bathtub,  and  the  floor  and  walls  are  of  stone  tile.  All  the 
fixtures  are  cast  iron. 

There  is  a  small  yard  in  the  rear  reached  by  either  the  back  entrance  to  the 
basement  by  a  kitchen  porch  or  by  the  community  drive  where  the  semidetached 
garage  is  situated. 

When  we  moved  in  we  changed  the  wiring  and  put  in  new  outlets  for  air- 
conditioners  and  other  major  appliances.  We  tore  down  two  walls  to  make  an 
additional  entrance  to  the  kitchen  and  to  make  a  passageway  between  the  kitchen 
and  dining  room.  We  put  tile  on  the  dining  room  and  kitchen  floors.  We  painted 
the  whole  place  inside,  using  white  and  yellow.  We  installed  spotlights  in  the  yard 
and  garage  and  changed  the  kitchen  sink  and  counter. 

All  these  improvements  cost  us  about  $2,500.  You  might  say  that  the  total  cost 
of  the  house  was  $24,000,  but  sometimes  we  think  that  if  the  same  quarters  were 
on  the  Upper  East  Side,  they  would  be  worth  four  or  five  times  as  much. 

But  they  aren't.  This  is  Laurelton,  and  there  are  black  people  in  Laurelton.  We 
don't  remember  ever  having  better  neighbors.  If  some  white  people  move  in, 
Laurelton  could  become  racially  stabilized. 

Here  are  a  few  numbers.  Our  monthly  housing  costs— including  bank  payment, 
taxes,  heat  and  utilities,  and  deducting  tax  breaks — are  about  $175.  For  those  who 
come  to  Laurelton  now  the  cost  might  be  slightly  higher  because  the  value  of  the 
houses  has  gone  up.  This  is  in  defiance  of  the  old  myth  about  black  influence  on 
property  values. 

People  who  are  tired  of  paying  $200  a  month  or  more  for  three  rooms  might  well 
look  at  Laurelton.  It  is  a  good  place. 
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Exhibit   2. — Classified    Ads    from    El    Diario-La 

New  York 
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VIU  UCINUIU 
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DOCTOR  C.  K.  DAVIS 
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DR.  JUAK  0.  HEBNANDH 
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MEDICOS  HISPANOS 
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OR.  lUIS  A.  HORAUS 
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DR.  UUSES  ARANGO 
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Gilberto  Silva  Acosta 
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mADMii  t  itnitemeits 
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Gratis 

Estrictamente 
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EXHIBIT  3 

Correspondence  Between  Mr.  Hessel  and  Mr.  Ed.  Rafif,  Concerning  His 

Foreclosed  Home 

Laurelton  Area,  Neighborhood  Action  Program, 

Laurelton,  N.Y. 

Dear  Mr.  Hessel:  We  purchased  our  home  at  135-09  231st  Street  approxi- 
mately two  and  a  half  years  ago.  At  the  time  we  were  interested  in  renting  but 
the  broker  talked  us  into  this  deal.  When  we  moved  in  the  house  had  been  empty 
for  approximately  eight  years.  The  owners  had  retired  and  built  a  home  elsewhere. 
He  only  used  the  house  for  one  or  two  weekends  a  month.  By  the  time  they 
finished  clearing  it  out  and  we  moved  in  the  house  had  been  completely  stripped 
down  to  and  including  the  kitchen  appliances  and  even  cabinets. 

Naturally,  with  all  the  unexpected  expenses  we  found  ourselved  in  a  financial 
bind. 

With  one  thing  and  another  we  fell  behind  in  payments  and  the  house  was 
advertised  in  the  newspaper  for  foreclosure.  We  contacted  the  bank  in  an  attempt 
to  settle  but  they  would  not  agree. 

We  then  started  receiving  continuous  telephone  calls  from  a  Mr.  Leonard  who 
represented  Fifth  Avenue  Realty  and  Honey  Properties  located  in  Cambria 
Heights.  He  kept  saying  he  could  save  the  house  and  finally  in  desperation  I  went 
to  his  office.  They  (Mr.  Leonard,  Mr.  Glass  and  Mr.  Rappaport)  offered  to  give 
us  five  hundred  dollars  and  let  us  stay  in  the  house  for  sixty  days.  I  refused  and 
the  next  offer  was  to  give  us  a  second  mortgage  to  cover  the  payments  due  plus 
the  inevitable  judgements  which  usually  follow  along  with  this  type  of  situation. 
This  was  to  be  repayable  in  five  years.  I  agreed  to  this  arrangement.  They  told 
me  there  would  be  papers  to  sign  and  they  would  contact  me.  Although  I  called 
repeatedly  nothing  was  forthcoming.  About  one  week  before  foreclosure  they  called 
and  really  kept  me  busy  on  the  phone  and  running  back  and  forth  to  their  office. 
Each  time  I  was  called  to  the  office  for  another  signature  it  was  "necessary  to 
come  right  over  because  it  was  something  they  forgot  and  the  whole  deal  was  in 
jeopardy.  Believe  me,  the  last  few  days  they  kept  me  running  back  and  forth  so 
much  I  really  lost  track  of  what  I  was  doing.  This  may  be  hard  to  believe  but  the 
pressures  were  quite  intense.  The  night  before  foreclosure  I  was  again  called 
about  something  they  forgot  and  was  told  that  without  this  last  signature  they 
could  not  go  ahead  and  that  they  hoped  there  was  still  enough  time  to  save  the 
house.  Well,  it  seems  they  had  no  trouble  reinstating  the  mortgage  with  the  bank. 
It  also  seems  that  some  of  the  judgements  listed  against  me  were  not  actually 
mine,  for  example,  one  from  a  physician  for  approximately  several  hundred 
dollars. 

The  agreement  for  the  second  mortgage  amounted  to  five  thousand  dollars. 
They  said  this  would  cover  all  emergencies  and  that  the  note  would  be  adjusted 
after  everything  was  finished.  Of  course  this  was  never  done. 

It  seems  what  I  finally  signed  was  an  agreement  to  sell  them  the  house  for  one 
dollar:  An  agreement  that  they  would  return  title  to  the  house  to  me  after  five 
years  (upon  repayment)  and  an  agreement  to  pay  regular  mortgage  payments 
of  one  hundred  seventy  seven  dollars  per  month  plus  ninety  two  dollars  per 
month  covering  the  second  mortgage  in  addition  I  was  to  pay  a  lump  sum  of 
two  thousand  dollars.  All  this  totals  a  repayment  of  seven  thousand  five  hundred 
dollars  on  the  second  mortgage  of  five  thousand  which  should  have  been  adjusted 
down  to  about  twenty  five  to  three  thousand  dollars. 

I  was  also  told  by  Mr.  Leonard  that  I  could  make  my  monthly  payments  by 
getting  him  about  three  families  per  month  who  were  interested  in  selling  their 
homes.  He  stipulated  that  these  families  must  be  white. 

During  one  of  our  visits  Mr.  Rappaport  told  me,  partly  because  I  was  in  his 
office  during  receipt  of  a  long  distance  call,  that  he  had  many  other  deals  cooking. 
It  seems  he  also  arranges  for  a  five  thousand  dollar  fee  that  a  union  be  taken  off 
the  back  of  a  business  owner  when  they  are  trying  to  get  the  employees  to  organize. 

I  also  find  that  although  I  am  paying  the  first  mortgage  all  tax  benefits  realized 
will  go  to  them. 

There  are  many  additional  things  I  could  go  into  and  if  necessary  I  will. 
However,  I  feel  that  the  most  important  parts  have  been  covered. 

Ed.  Raff. 
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TRENDS  IN  THE  RACIAL  DISTRIBUTION  OF  THE 

POPULATION  OF  THE  CITY  OF  NEW  YORK 

BETWEEN   1950  AND    1957: 

AN  ECOLOGICAL  ANALYSIS 

Harold  Goldblatt 


This  survey  of  trends  in  the  racial  distribution  of  the  population  of 
the  City  of  New  York  was  made  possible  because  both  the  decennial 
census  of  1950  and  the  special  census  of  1957  reported  the  racial  com- 
position of  census  tracts.  The  Planning  Commission  of  the  City  of  New 
York  computed  the  racial  proportions  of  the  population  in  each  census 
tract  for  1950  and  also  for  1957.  What  follows  is  an  ecological  trend 
analysis  in  which  the  census  tract  is  the  tabulation  unit.  The  organiza- 
tion of  the  report  is  as  follows:  first,  a  description  of  the  situation  as  of 
1950  for  the  city  as  a  whole  and  for  each  of  the  five  boroughs  sepa- 
rately; second,  an  analysis  of  the  extent  of  change,  again  for  the  city 
as  a  whole  and  for  each  borough  separately;  and,  finally,  a  description 
of  how  matters  stood  in   1957. 


I 

Approximately  half  the  census  tracts  in  New  York  City  were  exclu- 
sively white  in  1950  (Table  I).  Manhattan  had  the  smallest  percentage 
of  all-white  census  tracts  (7.69%)  and  Queens  had  the  largest  (60.48 °'o). 
The  other  boroughs  ranked  between  them,  in  this  order:  Richmond, 
39.47%;  The  Bronx,  43.85%;  Brooklyn,  51.42%.  (See  Appendix  Table  1.) 
Therefore  it  can  be  stated  that  in  1950  fewer  than  half  of  all  the  census 
tracts  in  the  city  as  a  whole  were  all  white.  This  was  true  also  in 
three  of  the   five   boroughs. 
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TABLE 


Proportion    of   Nonwhite   Population    In 
New  York  City  Census  Tracts,   1950 


Proportion  of  Proportion  of 

Nonwhites  in  Census 

Census  Tracts  Tracts 


None  47.02  % 

Less  than  1  %  26.82 

1  -    9.9  15.66 

10-24.9  3.65 

25  -  49.9  2.43 

50-74.9  1.66 

75  7o  or  more  2.76 

Total  Tracts 

=  100%  (2,465) 


Caution  is  required  in  interpreting  these  figures  in  a  segregation- 
desegregation  context.  In  the  first  place,  the  segregation-desegregation 
pattern  is  a  continuum  at  any  given  time,  and  where  to  draw  the 
line  between  the  two  parts  is  a  matter  of  arbitrary  choice.  In  the  second 
place,  the  proportion  of  nonwhites  residing  in  mainly  white  areas  under 
conditions  of  socio-economic  inequality  with  the  white  residents— that  is, 
Negroes  holding  jobs,  such  as  those  of  building  superintendent  or  domes- 
tic servant— is  unknown.  It  will  be  noted  (Table  I)  that  the  racial  dis- 
tribution of  the  total  population  of  the  city  in  1950  was  skewed  strongly 
to  the  left  with  decreasing  proportions  of  census  tracts  in  each  succeeding 
category  except  the  last  one.  The  modally  typical  distribution  for  the 
city  as  a  whole  (see  Table  I)  was  the  all-white  census  tract,  for  47.02% 
of  all  the  census  tracts  were  in  this  category.  The  distribution  for 
Brooklyn,  largest  of  the  five  boroughs,  most  closely  resembled  the 
distribution  pattern  for  the  city  as  a  whole.  (See  Appendix  Table  1 .) 
Manhattan  departed  from  the  pattern  in  being  the  only  borough  where 
the  single  largest  proportion  of  census  tracts  (41.96%>)  had  nonwhite 
residents  but  only  in  the  proportion  of  less  than  1  %  of  the  population 
—and  the  census  tract  having  a  nonwhite  population  of  less  than  1  % 
was  the  modally  typical  census  tract  for  this  borough.  Manhattan  also 
was  the  only  borough  that  had  a  substantial  (12.24%,)  proportion  of 
census  tracts  having  75%  or  more  nonwhite  residents.  Richmond,  too, 
departed   markedly  from  the  city  pattern   in   having  an  unusually  large 
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proportion  of  tracts  with  a  1-9.9%  representation  of  nonwhites  and  no 
tracts  with  50%  or  more  of  the  population  nonwhite.  The  Richmond 
distribution    was   thus   bi-modal. 

The  slope  of  these  distributions  describes  crudely  the  extent  to  which 
racial  segregation  was  the  custom  in  the  City  of  New  York  in  1950. 
A  bell-shaped  or  normal  curve  would  be  more  characteristic  of  desegre- 
gation. It  is  quite  clear  that  of  all  the  boroughs  Manhattan  alone 
approaches  this  type  of  curve.  A  final  set  of  figures  on  this  point; 
For  the  city  as  a  whole,  89.50  7o  of  the  census  tracts  had  nonwhite 
populations  in  1950  that  were  smaller  than  10%>  of  the  total  populations 
of  the  census  tracts.  The  comparable  statistics  for  each  of  the  boroughs 
were  as  follows:  Manhattan,  75.17%;  The  Bronx,  91.50%;  Brooklyn, 
90.46%;  Queens,   91.93%;   Richmond,  94.74%. 


Between  the  decennial  census  of  1950  and  the  special  census  of 
1957  the  racial  composition  of  almost  65%  of  the  census  tracts  in  the 
City  of  New  York  underwent  a  change.  The  change  was  more  often  an 
increase  (45.84%)  in  the  proportion  of  nonwhites  than  a  decrease 
(18.54%),  the  ratio  being  more  than  two  census  tracts  to  one.  (See 
Table   ll-l.) 

Whether  an  increase  or  a  decrease,  these  changes  were  most  fre- 
quently of  small  proportion.  Thus,  of  tRe  census  tracts  that  showed  an 
increase  in  nonwhite  population,  more  than  4  out  of  10  showed  an 
increase  of  less  than  1  %;  the  same  is  true  of  7  out  of  10  census  tracts 
that  showed  a  decrease  in  nonwhite  population.  As  may  be  seen  from 
Appendix  Table  2,  Brooklyn,  partly  because  it  is  the  largest  borough, 
most  resembled  the  pattern  for  the  city  as  a  whole,  while  Manhattan  was 
first  both  in  the  number  of  tracts  that  showed  an  increase  and  in  the 
number  that  showed  a  decrease  in  the  proportion  of  nonwhite  residents. 
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Change  in  Racial  Proportions  of  Population  of 
Census   Tracts   in   New  York   City,    1950-1957 


Extent  of  Proportion  of 

Change  Census  Tracts 

None  35.62% 

Increase  45.84 


Less  than  1%  19.55 

1  -    9.9  17.40 

10-24.9  5.03 

25  -  49.9  2.72 

50  -  74.9  0.98 

75°/o  or  more  0-16 


Decrease 


18.54 


Less  than  1%  13.67 

1  -    9.9  410 

10- 24^9  0.57 

25  -  49.9  0.20 

50%  or  more  0.00 

Total  =  100%  (2,465) 


Where  did  the  change  occur?  The  data  describe  roughly  the  extent  to 
which  racial  segregation  remained  customary  between  1950  and  1957 
-and  the  extent  to  which  it  did  not.  As  Table  11-2  indicates,  the  extent  to 
which  the  population  of  nonwhites  increased  in  a  census  tract  between 
1950  and  1957  depended  markedly  on  the  proportion  of  nonwhites 
already  resident  in  the  area. 
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TABLE    11-2 


Proportionate    Increases    in    Nonwhite    Population,    1950-1957, 
by   Proportion   of   Nonwhite    Population    in    1950 


Proportionate  Increase 
in  Nonwhite  Population 
of  Census  Tracts, 
1950-1957 

None 

Less  than  1  % 

1  -9.9% 

10%  or  more 

Total  census  tracts 
In  which  proportion 
of  nonwhites  increased 


Proportion  of  Nonwhite  Population  of  Census 
Tracts  in  New  York  City  in    1950 


None 

Less  than  1  %, 

1-9.9% 

10% 

or  more 

70.58% 

12.57% 

1.90% 

3.08% 

19.84 

48.20 

14.76 

12.82 

5.70 

32.31 

60.99 

38.97 

3.88 

6.92 

22.35 

45.13 

(1,159) 


(390) 


(264) 


(195) 


Thus  a  comparison  of  the  areas  classified  according  to  proportion 
of  nonwhite%  in  1950  shows  that  the  proportion  of  census  tracts  in 
which  the  nonwhite  population  increased  10%  or  more  from  1950 
to  1957  rose  steadily  from  3.88  °4  (among  the  all-white  tracts)  to 
45.13%  (among  the  tracts  with  a  nonwhite  population  of  10%   or  more). 

Yet  another  piece  of  information  on  the  source  of  the  changes  in 
racial  distribution  of  population  between  1950  and  1957  may  be  found 
in  Table  II-3,  which  compares  proportionate  increases  and  decreases 
by  nonwhite  concentrations  in  1950.  This  table  shows  clearly  the  tend- 
ency for  the  increases  in  nonwhite  population  from  1950  to  1957  to  occur 
more  often  in  proportion  to  the  nonwhites  already  in  the  area.  The  table 
shows  also  a  clear  tendency  for  the  decreases  between  1950  and  1957 
to  occur  more  often  in  the  census  tracts  "less  than  1  %>"  nonwhite  than 
in  the  census  tracts  "1-9.9%,"  nonwhite  and  more  often  in  the  latter 
category  than  in  the  tracts  "10%,  or  more"  nonwhite.  Also  of  interest  is 
the  fact  that  the  proportion  of  census  tracts  that  changed  varies  nega- 
tively with  the  racial  composition  of  the  tracts  in  1950.  Of  those  census 
tracts  exclusively  nonwhite  in  1950,  71%  did  not  change;  of  those 
less  than  1  %,  nonwhite,  7.4%  did  not  change;  of  those  1-9.9%  nonwhite, 
1.3%>  did  not  change.  Thereafter  the  figure  rises  to  2.3 %>  for  the 
10% -or- more   group. 
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70.6% 

7.4%      1.3% 

2.3% 

29.4 

51.6       67.1 

73.0 

0.0 

41.0       31.6 

24.7 
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TABLE  11-3 

Proportionate  Change  in  Nonwhite  Population 
of  New  York  City  Census  Tracts,  1950-1957,  by 
Proportion    of    Nonwhite     Population    in     1950 

Proportion  of  Nonwhite  Population  in  1950 

None     Less  than  1%    1-9.9%    10%  or  more 

No  Change 

Increase 

Decrease 

Total  Census 

Tracts  =100%  (1,159)  (661)       (386)  (259) 

Table  11-3  describes  the  average  relationship  between  the  initial  racial 
composition  of  census  tracts  in  1950  and  the  rate  and  type  of  subse- 
quent change.  The  breakdowns  for  the  five  boroughs  are  given  in 
Appendix  Table  3.  Trends  in  Brooklyn  and  Richmond  follow  those  of 
the  city  pattern  fairly  closely.  Manhattan  is  particularly  notable  for 
the  smaller-than-average  proportion  of  census  tracts  in  the  "10%  or 
more"  group  that  decreased  in  proportion  of  nonwhites.  The  Bronx  is 
not  notably  above  average  in  this  respect,  but  the  downward  trend  in 
the  relationship  between  the  nonwhite  concentration  in  1950  and  de- 
creases thereafter  is  not  consistent  (uninterrupted)  here.  Queens  is  notable 
for  the  above-average  increase  in  the  "10%   or  more"  nonwhite  group. 

A  close-up  look  at  some  of  the  exceptions  to  the  general  pattern 
would  be  instructive  but  will  not  be  attempted  at  this  time.  There  is, 
for  example,  a  relatively  small  number  of  tracts  in  each  borough 
(except  in  Richmond,  where  the  number  is  larger)  that  registered  neither 
an  increase  nor  a  decrease  in  racial  proportions.  What  makes  these 
areas  different  from  the  others?  Likewise,  consider  the  areas  that  were 
all  white  in  1950  but  that  gained  nonwhites  by  1957:  Were  these  all 
fringe  areas?  And  if  not,  how  do  they  differ  from  the  others? 


Ill 

How  stood  matters  in  1957?  For  the  city  as  a  whole,  the  distribution 
of  census  tracts  with  varying  proportions  of  nonwhites  is  presented 
in   Table   lll-l. 
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TABLE   lll-l 

Proportion     of    Nonwhite     Population 
in  New  York  City  Census  Tracts,   1957 

Proportion  of  Proportion  of 

Nonwhites  in  Census 

Census  Tracts  Tracts 

None  40.89% 

Less  than  1  %  23.65 

1-9.9  19.07 
10-24.9  5.76 

25  -  49.9  4.06 

50  -  74.9  2.47 

75%  or  more  4.10 

Total  Tracts 
=  100%  (2,465) 

As  in  1950,  the  all-white  census  tract  was  modally  typical  of  the 
city  as  a  whole.  But  the  proportion  of  such  tracts  decreased  from  47.02% 
(Table  I)  to  40.89%  (Table  lll-l).  In  this  seven-year  period  the  propor- 
tion of  census  tracts  with  fewer  than  1  %  nonwhites  also  diminished— 
from  26.82%  to  23.65%.  The  proportion  of  census  tracts  in  all  other 
categories   increased. 

Readers  of  these  data  may  feel  that  the  diminution  in  the  propor- 
tion of  all-white  tracts  represents  a  gain  for  integration;  on  the  other 
hand,  they  may  feel  that  the  increase  in  the  proportion  of  tracts  50% 
or   more   nonwhite   does    not   represent   a    gain. 

The  interpretation  is  not  a  simple  one,  for  while  there  has  indeed 
occurred  a  wider  distribution  of  nonwhites  for  the  city  as  a  whole 
(and  dispersal  is  an  accepted  measure  of  integration)  apparently  the 
areas  of  nonwhite  concentration  also  have  expanded  (and  concentra- 
tion is,  of  course,  the  usual  indicator  of  residential  segregation).  Appen- 
dix Table  4  presents  the  proportion  of  Negro  (nonwhite)  population  in 
census  tracts  for  each  borough  as  of  1957.  Of  all  the  boroughs,  not 
Richmond  but  Queens  had  the  largest  proportion  of  all-white  census 
tracts,  as  in    1950;  Manhattan   had  the  fewest,  again   as  in   1950. 

But  Manhattan  is  also  the  only  borough  in  which  the  proportion  of 
all-white  census  tracts  increased— from  7.69%  to  10.80%,  or,  in  absolute 
terms,  from  22  to  31.  (Compare  Appendix  Tables  1  and  4.)  This  is,  of 
course,  a  net  increase.  Actually,  a  total  of  16  Manhattan  census  tracts 
changed  to  all-white  in  the  seven-year  period.  In  Table  III-2  comparable 
figures  are  given  for  ail  the  boroughs  in  1957  and,  in  parallel  columns, 
the  proportion  of  nonwhites  in  the  census-tract  population  seven  years 
earlier  (1950). 
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TABLE    III-2 


Census    Tracts    in    Which    the    Racial    Distribution    of    the 
Population  Changed  to  All  White  Between  1950  and  1957 


Borough 

Bronx 

Brooklyn 

Manhattan 

Queens 

Richmond 


Total  Number  of 

Tracts  That  Became  No.   of   Newly  All-white   Tracts   (1957) 

All  White  Between  Proportion  of  Nonwhites  in  1950 

1950  and  1957  Under  1  %            1  -  9.9%     10%  or  More 


47 

39 

4 

4 

66 

50 

12 

4 

16 

10 

5 

1 

50 

38 

8 

4 

7 

6 

1 

0 

TOTAL 


186 


143 


30 


13 


The  major  point  of  this  table  is  that  residential  integration  once 
attained  is  not  necessarily  attained  forever.  While  3  out  of  4  (76.88%) 
of  the  census  tracts  that  became  all  white  in  1957  had  been  almost 
all  white  in  1950— and  a  strong  question  may  be  raised  whether  tracts 
under  1  %  in  nonwhite  populations  should  not  be  classed  as  segre- 
gated because  of  the  way  the  stastistics  behave— there  were  43  tracts 
in  which  the  loss  of  nonwhite  population  appears  to  have  been  sub- 
stantial. The  tracts  that  became  all  white  (186)  are  no  more  than  a 
fourth  of  the  number  of  all-white  tracts  that  gained  nonwhite  residents: 
1  .S°L  compared  with  29.4 7o.  However,  they  serve  to  remind  us  that 
the  changing  neighborhood  or  changing  community  changes  away  from 
nonwhite  occupancy  as  well  as  toward  it.  Thus  the  processes  of  urban 
change  are  not  all  in  the  direction  of  increasing  dispersion  of  nonwhites. 

As  to  the  shapes  of  the  racial  distributions  of  the  population  in 
1957  in  each  borough,  no  two  boroughs  were  quite  alike.  Brooklyn,  the 
largest  borough  (Appendix  Table  4-b),  most  closely  resembled  the  aver- 
age distribution  for  New  York  City  as  a  whole  (Table  lll-l);  that  is, 
skewed  to  the  left  with  smaller  proportions  of  census  tracts  per  category 
as  the  nonwhite  population  increases  except  for  the  last  category.  Again, 
as  in  1950,  Manhattan  most  nearly  resembled  a  normal  curve,  while 
Richmond  and,  to  a  lesser  extent,  the  Bronx  were  bi-modal,  and  Queens 
tended  toward  a  "U"  shape.  (See  Appendix  Table  4.) 


141 


Summary:— The  following  points  stand  out  as  salient  in  this  ecological 
description  of  racial  trends  in  New  York  City  between   1950  and  1957: 


1.  Between  these  two  years  the  racial  composition  of  65%  of 
the  census  tracts  changed.  This  change  was  toward  an  increase 
in  the  proportion  of  nonwhites  twice  as  often  as  toward  a 
decrease. 


2,     The  extent  of  the  change   in  any  given  area   depends   strongly 
on   the   initial   racial   composition   of   the   area. 


3.  The  larger  the  proportion  of  nonwhites  in  an  area  in  1950, 
the  greater  the  proportionate  increase  of  nonwhites  between 
1950  and  1957.  One  hundred  eighty-six  census  tracts  (or  7.5% 
of  the  total)  that  had  some  nonwhites  in  1950  had  none  in 
1957. 
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APPENDIX 


Table   1 


Proportion   of   Nonwhite   Population    in   Census 
Tracts   in   Each    Borough,   in    1950 


Proportion  of 

Nonwhite 

Population 

None 

Less  than  1  % 

1  -  9.9 
10-24.9 
25  -  49.9 
50  -  74.9 
75%  or  more 


Table  1-a 

Table  1-b 

Table  1-c 

Bronx 

Brooklyn 

Manhattan 

Census 

Census 

Census 

Tracts 

Tracts 

Tracts 

43.85% 

51.42% 

7.69% 

31.10 

25.00 

41.96 

16.55 

14.04 

25.52 

3.36 

33.62 

6.64 

3.13 

2.19 

3.15 

1.12 

1.54 

2.80 

0.89 

2.19 

12.24 

Tota  {Tracts  =  100% 


(447) 


(912) 


(286) 


None 

Less  than  1  % 

1  -  9.9 
10-24.9 
25  -  49.9 
50  -  74.9 
75°/o  or  more 


Table  1-d 

Table  1-e 

Queens 

Richmond 

60.48% 

39.47% 

21.53 

19.30 

9.92 

35.97 

2.69 

3.51 

2.13 

1.75 

1.98 

0.00 

1.27 

0.00 

Tota  {Tracts  =  100%, 


(706) 


(114) 
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Table   2 


Change    in    Racial    Proportions    of    Population 
of    Census    Tracts     by     Borough,     1950-1957 


Extent  of 

Change  in 

Nonwhite 

Proportion  Bronx         Brooklyn  Manhattan     Queens    Richmond 

None  33.11%        38.71%     10.14%        49.90%       27.19% 


Increase 

49.89 

44.19 

65.38 

36.83 

50.00 

Less  than 

r/o 

17.23 

19.52 

25.17 

17.99 

24.56 

1  -    9.9 

25.28 

15.46 

34.62 

7.08 

22.81 

10-24.9 

5.15 

5.59 

4.89 

4.67 

2.63 

25  -  49.9 

2.01 

3.40 

0.35 

3.68 

0.00 

50  -  74.9 

0.22 

0.22 

0.00 

2.98 

0.00 

75%  or  more 

0.00 

0.00 

0.35 

0.43 

0.00 

Decrease 

17.00 

17.10 

24.48 

18.27 

22.81 

Less  than 

1% 

12.53 

13.05 

13.99 

15.01 

14.04 

1  -    9.9 

2.91 

3.40 

9.79 

2.69 

8.77 

10-24.9 

0.89 

0.65 

0.35 

0.43 

0.00 

25  -  49.9 

0.67 

0.00 

0.35 

0.14 

0.00 

50  -  74.9 

0.00 

0.00 

0.00 

0.00 

0.00 

75%  or  more 

0.00 

0.00 

0.00 

0.00 

0.00 
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Table  3 


Proportionate    Change   in    Nonwhite   Borough    Population, 
1950-1957,  by  Proportion  of  Nonwhite  Population  in  1950 

Proportion   of   Nonwhite   Population   in    1950: 
None  Less  than  1%  1-9.9%       10%  or  more 


The  Bronx 

No  Change 

71.9% 

Increase 

28.1 

Decrease 

0.0 

Total  Tracts 

=  100% 

(196) 

Brooklyn 

No  Change 

69.9 

Increase 

30.1 

Decrease 

0.0 

Total  Tracts 

=  100% 

(469) 

Manhattan 

No  Change 

63.6 

Increase 

36.4 

Decrease 

0.0 

Total  Tracts 

=  100% 

(22) 

Queens 

No  Change 

71.2 

Increase 

28.8 

Decrease 

0.0 

Total  Tracts 

=  100% 

(427) 

Richmond 

No  Change 

68.9 

Increase 

31.1 

Decrease 

0.0 

Total  Tracts 

rr:  100% 

(45) 

3.6% 
60.4 
36.0 

(139) 


10.9 
47.4 
41.7 

(228) 

5.0 
71.1 
23.3 

(120) 

8.6 
57.2 
34.2 

(152) 

0.0 
50.0 
50.0 

(22) 


1.3% 
83.8 
14.9 

(74) 


0.0 

62.5 
37.5 

(123) 

5.5 

74.0 
20.5 

(73) 

0.0 

50.0 
50.0 

(70) 

0.0 

68.3 
31.7 

(41) 


2.7% 
68.4 
28.9 

(38) 


0.0 
85.1 
14.9 

(87) 

7.1 
54.9 
38.0 

(71) 

0.0 
87.7 
12.3 

{57) 


0.0 
66.7 
33.3 


(6) 
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Table   4 


Proportion  of  Nonwhite  Population   in  Census 
Tracts   in    Each    Borough,    in    1957 


Proportion  of  Nonwhite 
Population 

None 

Less  than  1  % 


1 
10 
25 
50 
75 


9.9 
24.9 
49.9 
74.9 
^  or  more 


Table  4-a 

Table  4-b 

Table  4-c 

Bronx 

Brooklyn 

Manhattan 

Census 

Census 

Census 

Tracts 

Tracts 

Tracts 

42.72  7o 

43.20% 

10.80% 

17.23 

25.55 

23.35 

25.73 

16.34 

35.89 

6.71 

5.26 

10.10 

4.70 

4.39 

4.18 

2.24 

2.08 

2.09 

0.67 

3.18 

13.59 

Total  Tracts  =  100%, 


(447) 


(912) 


(286) 


None 

Less  than  1  %. 

1  -  9.9 
10-  24.9 
25-49.9 
50  -  74.9 
75°L  or  more 


Table  4-d 

Table  4-e 

Queens 

Richmond 

50.00% 

35.96% 

26.63 

14.04 

8.50 

38.60 

3.40 

9.65 

3.54 

1.75 

3.68 

0.00 

4.25 

0.00 

Total  Tracts  =  100% 


(706) 


(114) 
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THE  COST  AND  QUALITY  OF  HOUSING  IN  WHITE  AND 
NEGRO  AREAS  OF  NEW  YORK  CITY,  1960 

By  Harold  Goldblatt 


My  topic  tonight  is  patterns  and  trends  of  racial  distribution  in  New  York 
City.  My  talk  is  based  on  an  analysis  of  data  from  the  1960  census.  We  do 
not  as  yet  have  accurate,  systematic  and  recent  information  about  the  Puerto 
Rican  community  as  we  do  about  the  Negro  community.  So  I  have  chosen 
to  restrict  my  remarks  in  this  talk  to  the  Negro  population  only. 

Let  me  first  give  you  some  figures  on  the  increase  in  the  Negro  popula- 
tion of  this  city.  Today  there  are  more  than  one  million  Negroes  in  New 
York.  For  the  city  as  a  whole  Negroes  constitute  about  14%  of  the  total  pop- 
ulation. In  terms  of  growth  of  the  Negro  population  in  the  city  the  figures 
stand  like  this:  Since  the  turn  of  the  century  the  total  population  of  the  city 
has  increased  about  2^  times;  the  total  Negro  population,  about  18  times. 
If  we  break  the  figures  down  by  boroughs,  the  Negro  population  of  Staten 
Island  increased  by  about  9  times  during  the  past  sixty  years;  that  of  Man- 
hattan by  about  11  times;  that  of  Brooklyn  by  about  20  times;  that  of 
Queens  by  about  56  times;  and  that  of  the  Bronx  by  about  69  times.  At 
present  the  population  of  Manhattan  is  23%  Negro;  Brooklyn  is  14%  Negro; 
the  Bronx  12%;  Queens,  8%;  and  Staten  Island  4%.  Or,  percentaging  the 
other  way,  we  can  say  that  of  the  total  Negro  population  about  36%  live  in 
Manhattan,  34%  in  Brooklyn,  15%  in  the  Bronx,  13%  in  Queens,  and  1% 
in  Richmond.* 

So  much  for  the  growth  of  the  Negro  population  in  New  York.  I  want 
now  to  present  you  with  information  on  race  and  housing  in  New  York  in 


*These  statistics  are  taken  from  Florence  M.  Cromien,  Negroes  in  the  City  of  New  York: 
Their  Number  and  Proportion  in  Relation  to  the  Total  Population,  1790-1960.  City 
of  New  York  Commission  on  Intergroup  Relations,  May  1961.  (Since  March  23,  1962,  City 
Commission  on  Human  Rights  of  New  York) 
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1960.  We  can  reach  some  important  conclusions  concerning  race  and  hous- 
ing in  this  city  by  taking  the  census  tract  as  our  unit  of  analysis.  In  other 
words,  where  the  individual  person  is  the  counting  unit  in  most  discussions 
of  race  and  housing,  the  census  tract  is  the  unit  of  analysis  in  this  presenta- 
tion. The  census  tract  is  an  urban  area  ranging  in  population  from  fewer 
than  100  residents  to  several  thousand.  I  want  tonight  to  study  the  way  in 
which  three  characteristics  of  these  urban  areas  or  neighborhoods  are  re- 
lated. These  three  characteristics  are  the  racial  composition  of  the  area,  the 
quality  of  housing  in  the  area,  and  the  rentals  charged  the  people  living 
in  the  area. 

There  are  approximately  2200  residential  census  tracts  in  this  city.  We 
can  classify  each  tract  or  area  arbitrarily  into  one  of  five  groups  according 
to  the  percentage  of  Negroes  living  in  it.  At  one  extreme  we  have  the  areas 
of  white  segregation,  or  about  400  areas  that  are  all  white.  At  the  other 
extreme  are  about  190  areas  that  are  at  least  half-Negro.  Between  these 
extremes  are  the  fringe  or  so-called  integrated  areas  —  those  that  are  fringe 
to  the  white  ghettos  and  therefore  have  only  small  proportions  of  Negroes, 
let  us  say  fewer  than  2.5%,  and  those  that  are  fringe  to  the  Negro  ghettos 
and  are,  let  us  say  between  10%  and  49%  Negro.  Finally,  there  is  a  fifth 
category  of  areas,  those  that  are  between  2.5%  to  9.9%  Negro. 

So  racial  composition  is  the  first  characteristic  of  an  urban  area  in  New 
York  City  for  which  we  have  information  that  is  systematic  and  recent  and 
above  all  accurate.  A  second  characteristic  is  the  quality  of  the  housing  in 
the  census  tract.  The  census  enumerators  classified  every  single  residential 
building  according  to  its  structural  soundness  and  whether  or  not  it  had 
interior  plumbing  facilities  in  the  right  amount  and  condition.  Therefore 
we  can  classify  each  area  in  the  city  on  the  basis  of  the  quality  of  the  hous- 
ing in  the  area  as  to  whether  it  is  among  the  "bestf  housing  areas  in  the 
city,  or  one  of  the  "fairly  good"  housing  areas,  or  one  of  the  "fairly  poor" 
housing  areas.  When  I  talk  about  the  "best"  housing  areas  or  the  "fairly 
good"  housing  areas  or  the  "fairly  poor"  housing  areas  in  the  city,  I  am 
using  these  labels  purely  for  linguistic  convenience  because  I  do  not  want 
to  strain  your  attention  any  more  than  I  have  to.  But  by  these  rather  vague 
labels  I  have  in  mind  very  precise  statistical  meanings.  By  "best"  housing 
areas  I  mean  those  census  tracts  in  which  at  least  95%  of  all  the  residential 
buildings  in  the  census  tract  are  structurally  sound  and  the  plumbing  ade- 
quate by  census  definition.  By  the  "fairly  good"  housing  areas  I  mean  those 
in  which  between  65%  and  95%  of  the  housing  is  good  housing  according 
to  census  definition.  And  by  "fairly  poor"  housing  areas  I  mean  those  in 
which  less  than  65%  of  the  housing,  ranging  all  the  way  down,  is  good  hous- 
ing according  to  census  definition. 
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Now  suppose  we  take  all  2200  residential  census  tracts  in  the  city  and 
classify  every  single  one  of  them  according  to  racial  composition  and  at  the 
same  time  according  to  the  quality  of  the  housing.  This  we  have  done,  and  we 
found  out  that  in  1960  in  the  City  of  New  York  as  a  whole  and  in  each  of 
the  five  boroughs  analyzed  separately  the  poorer  the  housing,  the  larger  the 
proportion  of  Negroes  living  in  the  area.  Take,  for  example,  the  394  all- 
white  census  tracts.  Fifty-seven  percent  of  them  a^-e  in  the  category  of  "best" 
housing  areas  as  we  are  using  that  term  tonight.  On  the  other  hand,  take  the 
190  tracts  that  are  at  least  half  Negro.  Only  21%  of  them  are  "best"  housing 
areas.  If  we  look  at  the  "fairly  poor"  housing  areas  in  the  city,  we  will  be 
driven  to  the  same  conclusion.  For  example,  of  the  all-white  areas  only  about 
7%  are  "fairly  poor"  housing  areas  whereas  for  the  largely  Negro  areas  the 
figure  rises  to  fully  44%.  In  other  words,  the  farther  you  go  from  the  Negro 


Table  I 

Racial  Composition  of  Residential  Census  Tracts 
AND  Quality  of  Housing  in  the  Tract 

Percent  Negro 


Quality  of 
Housing  Area 

0.0 

0.01-2.49 

2.50-9.9 

10.0-49.9 

50.0  or  more 

'*Best  Housing''  Areas 

57.4% 

58.3% 

29.7% 

23.6% 

21.1% 

"Fairly  Good  Housing" 
Areas 

36.0 

33.7 

42.4 

39.7 

34.7 

"Fairly  Poor  Housing" 
Areas 

6.6 

(394) 

8.0 
(990) 

27.9 
(276) 

36.7 
(275) 

44.2 
(190) 

areas  the  higher  the  percentage  of  good  housing  becomes.  Which  means  that 
if  you  are  Negro  and  you  want  housing  as  good  as  the  whites  have  got,  then 
on  the  average  you  have  got  to  go  where  the  whites  are.  The  farther  you  go 
from  your  Negro  relatives,  friends,  neighbors,  and  neighborhood  institutions 
into  white  territory  the  better  your  chances  for  finding  housing  as  good 
as  the  whites  have  got.  Well,  that  of  course  is  desegregation,  and  in  this  corre- 
lation between  race  and  housing  quality  you  have  in  very  forceful,  dramatic 
style  the  story  of  the  social  pressure  upon  the  Negro  to  leave  the  Negro 
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neighborhoods  if  he  wants  to  raise  his  standard  of  living,  his  style  of  life. 
Quite  apart  from  the  symbolic  meaning  of  integration  or  desegregation  as 
an  assertion  of  social  equality  and  of  civil  rights  there  is  this  economic  sig- 
nificance. 

What  I  have  said  about  the  correlation  between  race  and  housing  quality 
for  the  city  as  a  whole  is  true  also  for  each  one  of  the  boroughs  analyzed 
separately.  It  is  true  in  Queens  and  it  is  true  in  Richmond.  It  is  true  in 
Brooklyn.  It  is  strongly  true  in  Manhattan.  Of  all  the  boroughs  it  is  most 
true  in  the  Bronx. 

Table  1-A 

Percent  of  Census  Tracts  Which  are  "Best  Housing"  Areas 
BY  Racial  Composition  of  Tract:  All  Boroughs 

Percent  Negro 


Borough 

0.0 

0.01-2.49 

2.50-9.9 

10.0-49.9 

50.0  or  more 

Bronx 
Brooklyn 
Manhattan 
Queens 
Staten  Island 

68.27o 
57.6 

* 

56.5 
42.9 

61.6% 

59.5 

17.2 

70.8 

38.7 

48.5% 
24.1 
5.4 
51.2 
19.2 

30.4% 

14.0 

15.1 

47.5 

23.1 

8.3% 
15.6 

6.7 
37.7 

** 

Total  City 

57.4% 

58.3% 

29.7% 

23.6% 

21.1% 

*  Fewer  than  10  census  tracts 
**No  census  tracts 


Let  me  leave  this  relationship  between  race  and  housing  quality  for  the 
time  being  and  talk  about  the  rentals  that  people  pay  for  housing  in  white 
and  in  Negro  areas.  Again  to  make  conversation  easier,  let  us  arbitrarily  call 
an  area  where  the  average  monthly  rental  is  less  than  $69  a  relatively  low- 
rental  area.  And  let  us  call  an  area  where  the  average  rental  is  $80  a  month 
or  more  a  relatively  high  rental  area.  And,  finally,  let  us  call  the  areas  where 
the  average  rental  is  between  $70  and  $79  an  intermediate  rental  area.  On 
this  basis  of  classification  about  44%  of  the  census  tracts  in  the  City  of  New 
York  are  what  I  am  calling  tonight  relatively  low  rental  areas,  and  about 
35%  are  relatively  high  rental  areas. 

Now  the  general  finding  is  that  the  larger  the  percentage  of  Negroes  in 
an  area,  the  lower  the  average  rental  in  that  area.  The  interpretation  of  this 
finding  is  surely  not  very  far  to  seek.  It  is  simply  that,  on  the  average. 
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Negroes  are  economically  poorer  than  whites  and  that,  again  on  the  average, 
poorer  people  live  in  poorer  housing  and  pay  lower  rentals  than  more  afflu- 
ent people  do. 

Table  II 

Average  Rental  per  Census  Tract  by 
Racial  Composition  of  the  Tract 

Percent  Negro 


Average  Rental 

0.0-2.49% 

2.50-9.9% 

10.0%  or  more 

Through  $69.00 
S70.00-$79.00 
$80.00  or  more 

34.6% 

23.5 

41.9 

66.0% 

18.1 

25.9 

65.6% 

14.8 

19.6 

Total  Tracts 

(1,249) 

(259) 

(440) 

The  rule  that  average  rentals  are  lower  in  Negro  areas  than  in  white 
areas  is  subject  to  certain  qualifications,  however.  I  would  like  to  go  into 
these  qualifications  in  a  little  detail  because  our  statistics  enable  us  to  locate 
the  basis  of  two  assertions  that  are  heard  frequently.  First,  that  Negroes 
must  pay  more  for  their  slum  dwellings  than  whites  pay  for  theirs;  and  sec- 
ond, that  even  those  Negroes  who  can  afford  to  pay  for  the  more  expensive 
housing  are  shut  out  from  it. 

Imagine  a  line  drawing  showing  the  percentage  of  city  areas  with  rela- 
tively high  rentals  according  to  the  proportion  of  Negroes  in  the  area.  That 
line  drawing  has  the  shape  of  a  sliding  pond.  Let  us  take  the  Borough  of 
the  Bronx  as  a  case  in  point.  You  climb  the  steps  of  the  sliding  pond  until 
you  get  to  the  step  marked  24%.  At  the  24%  level  on  the  scale  of  high-rental 
areas  you  are  standing  in  all-white  territory.  When  you  get  to  the  top  of  the 
sliding  pond  you  are  at  the  31%  level,  and  you  are  then  standing  in  fringe- 
white  territory.  From  there  the  sliding  pond  goes  all  the  way  down  to  zero, 
which  means  that  there  are  no  high  rental  areas  at  all.  At  that  level,  you  are 
in  the  mostly  Negro  areas.  The  statistical  curve  for  Brooklyn  is  very  much 
like  that  for  the  Bronx.  The  fringe-white  areas  have  the  largest  proportion  of 
high  rental  areas  while  the  Negro  ghettos  have  none.  In  Manhattan  almost 
60%  of  the  fringe-white  areas  are  high  rental  areas  while  this  is  so  of  only 
4%  of  the  mostly  Negro  areas.  Queens,  however,  is  a  clear  exception  to  the 
rule.  In  the  Borough  of  Queens  there  is  no  apparent  relationship  at  all  be- 
tween the  proportion  of  Negroes  in  an  area  and  the  proportion  of  high 
rental  housing. 


153 


Table  II-A 

Percentage  of  Census  Tracts  Which  Are 

'Relatively  High  Rental"  Areas  by  Racial 

Composition  of  Tract:  All  Boroughs 

Percent  Negro 


Borough 

0.0 

0.01-2.49 

2.50-9.9 

10.0-49.9 

50.0  or  more 

Bronx 

Brooklyn 

Manhattan 

Queens 

Richmond 

24.2% 

23.7 

* 

30.6 
63.6 

31.4% 

35.5 

59.4 

63.5 

60.7 

11.9% 

16.3 

46.4 

42.9 

21.7 

9.4% 

9.1 
22.0 
40.5 

* 

0.0% 
0.0 
4.4 
70.0 

* 

Total  Gty 

28.3%, 

46.7% 

25.9% 

16.2% 

24.2%o 

*  Fewer  than  10  census  tracts 

Now  suppose  we  take  a  look  at  the  lowest-rental  areas,  those  with  an 
average  rental  of  $49  a  month  or  less.  Everywhere  throughout  the  city  except 
in  the  Bronx  all-white  areas  have  a  higher  proportion  of  low  rental  areas 
than  the  mostly-Negro  areas  have.  This  means,  apparently,  that  everywhere 
except  in  the  Bronx  poor  Negroes  pay  more  rent,  on  the  average,  than  poor 
whites  do.  Another  way  to  put  these  findings  is  this:  The  range  of  rentals  is 
much  narrower  for  the  Negroes  in  this  city  than  it  is  for  the  whites.  Negroes 
less  often  live  in  the  cheapest  housing  and  also  less  often  live  in  the  relatively 
expensive  housing.  The  significance  of  this  finding  lies  in  the  comparative 

Table  II-B 

Percentage  of  Census  Tracts  Which  Are 
"Lowest  Rental  Areas"  by  Racial  Com- 
position OF  Tract:  All  Boroughs 

Percent  Negro 


Borough 

0.0 

0.01-2.49 

2.50-9.9 

10.0-49.9 

50.0  or  more 

Bronx 

Brooklyn 

Manhattan 

Queens 

Richmond 

0.0% 

11.9 

* 

3.7 
0.0 

2.2% 
10.1 
12.5 

1.1 

0.0 

1.7% 
23.2 
32.1 

0.0 

4.4 

3.1% 
16.1 
24.0 

2.7 

16.7% 
3.1 
6.7 
0.0 

* 

Total  City 

6.7% 

6.1% 

15.4% 

12.0% 

3.9% 

*  Fewer   than   10   tracts 
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occupational  distribution  of  Negroes  and  whites.  According  to  our  tabula- 
tions from  the  special  census  of  1957,  more  than  twice  as  many  Negroes  as 
whites  are  employed  at  semi-skilled  and  unskilled  occupations,  in  other  words, 
at  the  low  income  occupations.  The  average  personal  income  for  whites  in 
1957  was  about  $4500;  for  Negroes  about  $2900.  As  a  result  of  this  combi- 
nation of  facts  we  have  the  racial  pressure  on  the  public  housing  projects. 
It  explains  why,  if  the  occupancy  of  public  housing  is  left  to  the  ordinary 
workings  of  the  housing  rental  market,  the  chances  for  obtaining  a  balanced 
ratio  of  low-income  whites  and  low-income  Negroes  in  housing  projects  are 
not  very  good.  Our  figures  tell  us  of  a  squeeze  situation  where  the  relative 
proportion  of  low-income  workers  is  greater  among  the  Negroes  than  among 
the  whites  but  where  at  the  same  time  the  proportion  of  lowest-rental  areas 
is  greater  in  the  white  ghettos  than  in  the  Negro  ghettos. 

So  far  we  have  considered  the  quality  and  the  cost  of  housing  available 
in  white  and  in  Negro  areas.  Now  we  have  all  heard  and  heard  often  that 
there  is  systematic  rental  discrimination  because  of  race.  It  is  said  that  there 
is  rent  gouging  in  the  slums;  it  is  said  that  at  the  level  of  good  housing 
Negroes  must  pay  premium  rentals.  But  we  have  learned  from  our  analysis 
of  the  most  recent,  the  most  accurate,  and  the  most  systematic  data  avail- 
able to  anyone  that  on  the  average  Negroes  do  not  in  fact  pay  higher  rentals 
than  whites  in  the  City  of  New  York.  Indeed,  they  pay  lower  rentals.  If 
there  is  rental  discrimination  then,  is  it  only  occasional,  only  random,  only 
sometime  discrimination?  Or,  is  rental  discrimination  really  a  considerable 
part  of  the  social  and  economic  orgzmization  of  this  city? 

To  answer  that  question  we  must  separate  out  the  influence  of  housing 
queJity  on  rentals  from  the  influence  of  race  on  rentals.  We  need  an  answer 
to  the  question:  To  what  extent  do  Negroes  pay  extra  because  they  are 
Negroes  for  housing  comparable  in  quality  to  that  enjoyed  by  whites?  We 
can  study  the  extent  to  which  rentals  are  high  according  to  the  racial  com- 
position of  the  area  and  at  the  same  time  according  to  the  quality  of  the 
housing  in  the  area.  Well,  we  have  done  that.  Take  the  best  housing  areas  as 
I  have  defined  them  in  this  talk:  The  percentage  of  high-rental  areas  is 
37%  in  the  all-white  areas,  but  it  is  64%  in  the  Negro  areas.  Next  take  the 
fairly-good  housing  areas:  The  percentage  of  high-rental  areas  is  19%  in 
the  all-white  areas,  but  it  is  33%  in  the  Negro  areas.  Finally,  take  the  fairly- 
poor  housing  areeis.  Here  the  proportion  of  high-rental  areas  decreases  from 
6%  in  the  white  areas  to  1%  in  the  Negro  areas.  The  conclusion,  then,  seems 
inescapable  that  in  the  best  and  in  the  fairly  good  housing  areas,  as  we  have 
defined  them,  the  higher  the  proportion  of  Negroes  in  the  area,  the  higher 
the  rentals  they  must  pay.  On  the  other  hand,  in  the  fairly-poor  housing 
areas  the  proportion  of  high-rental  areas  does  not  increase  proportionately 
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Table  III 

Percentage  of  "Relatively  High  Rental"  Areas 

Among  Census  Tracts  of  Given  Racial 

Composition  and  Housing  Quality 


All  White 

Intermediate 

Mostly  Negro 

Quality  of  Housing 

Areas 

Areas 

Areas 

Area 

iO.0%  Negro) 

(0.01-49.9% 

(50%  or  more 

"Best  Housing"  Areas 

Negro) 

Negro) 

(95.0-100%  sound. 

with  all  plumbing) 

37.1% 

53.7% 

63.9% 

"Fairly  Good  Housing" 

Areas 

(65.0-94.9%    sound. 

with  all  plumbing) 

19.2% 

30.1% 

33.3% 

"Fairly  Poor  Housing" 

Areas 

(0.64.9%  sound. 

with  all  plumbing) 

5.6% 

11.6% 

1.2% 

with  an  increase  in  the  proportion  of  Negroes  in  the  area.  I  believe,  though 
I  have  not  been  able  to  get  the  data  ready  in  time,  that  this  fact  reflects  the 
influence  of  the  good  quality  public  housing  in  areas  where  fairly  poor 
housing  otherwise  prevails. 

I  will  conclude  with  a  comment  on  the  Fair  Housing  Practices  Law  of 
the  City  of  New  York.  During  the  three  and  a  half  years  that  the  Commis- 
sion on  Intergroup  Relationst  has  been  responsible  for  the  administration  of 
this  law,  about  85%  of  our  complainants  have  been  Negro,  These  Negro 
complainants  are  from  all  walks  of  life  but  not,  however,  in  proportion  to 
the  makeup  of  the  Negro  population.  Rather,  they  have  been  dispropor- 
tionately middle  class  in  occupation  and  in  education  and  in  income.  I  think 
the  findings  I  reported  upon  tonight  on  the  influence  of  race  upon  the  quality 
and  cost  of  rental  housing  go  some  distance  to  explain  the  characteristics  of 
our  complainants;  namely,  that  the  answer  does  not  lie  in  the  administration 
of  the  law  but  rather  in  the  social  and  economic  organization  of  the  City 
of  New  York.  We  have  found  that  the  quest  for  housing  as  good  as  the 
whites  have  got,  at  rentals  no  more  than  the  whites  pay  for  it,  takes  the 
middle-class  Negro  on  a  search  for  vacancies  in  all-white  and  in  fringe- 
white  areas.  For  that  is  where  the  chances  for  such  housing  are  the  best. 
What  happens  to  Negro  applicants  at  that  point  is  told  in  the  records  of  more 
than  800  sworn  cases  of  housing  discrimination  on  file  at  the  office  of  the 
Commission  on  Intergroup  Relations.! 

t  Since  March  23,  1962,  City  Commission  on  Human  Rights  of  New  York 
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Materials  Relating  to  the  Testimony  of 
Allen  Hessel 

EXHIBIT  6 

Press  Release  From  Office  of  the  Mayor  of  the  City  of  New  York.  "Text  of  an 
Address  by  Mayor  John  V.  Lindsay  Before  the  Student  Body  Meeting  of 
Yeshiva  University,  Thursday,  October  30,  1969 

Text  of  an  Address  by  Mayor  John  V.  Lindsay  Before  the  Student  Body 
Meeting  of  Yeshiva  University 

I  come  here  today  to  propose  a  new  program  aimed  directly  at  one  of  the  most 
critical  poblems  facing  New  York:  The  preservation  and  enrichment  of  our 
neighborhoods. 

New  York  is  not  one  city — or  five  boroughs — or  a  set  of  political  districts.  It  is 
dozens  of  communities,  distinct  and  unique.  And  whatever  else  we  seek  to  do  in 
the  next  four  years,  the  preservation  of  this  diversity — the  strengthening  of  our 
neighborhoods — is  our  single  most  important  task. 

You  at  Yeshiva  have  seen  this  problem  firsthand.  A  neighborhood  often  changes 
in  character  and  population.  New  groups,  seeking  the  same  opportunity  here  as 
did  your  parents  and  mine,  move  to  the  city.  Residents  here  may  react  with 
uncertainty.  And  a  small  unscrupulous  group  sometimes  preys  on  that  uncer- 
tainty— through  speculation  and  blockbusting. 

What  may  then  happen  is  a  vicious  cycle :  Fear  of  deterioration  leads  to  deterior- 
ation. People  move  out.  A  neighborhood's  stable  business  and  residential  base 
flees.  And  another  neighborhood  falls  victim  to  the  vicious  cycle  of  decay. 

Yeshiva  is  part  of  a  great  neighborhood  now  feeling  this  pressure.  And  you  know 
how  great  is  the  danger.  For  when  a  neighborhood  dies,  everyone  suffers.  Those 
who  stay  behind  feel  betrayed,  lost.  Newly  arrived  citizens  find  not  opportunity, 
but  only  another  community  of  hopelessness.  Traditions,  too,  die.  A  religious 
Jew  cannot  drive  on  the  Sabbath  to  his  synagogue — so  he  has  moved,  a  part  of  his 
past,  a  part  of  his  life,  dies.  The  elderly  are  suddenly  alone.  And  the  only  victor  is 
despair. 

This  pattern  must  be  stopped — for  the  sake  of  every  New  Yorker.  We  in  this 
city  must  provide  services  and  concern  equal  to  the  pressures  of  a  changing  neigh- 
borhood. And  we  believe  this  can  be  done. 

More  than  a  year  ago,  a  pioneering  study  of  the  Grand  Concourse  showed  how 
a  neighborhood  could  be  held  together.  We  acted  on  that  study.  We  began  a  Con- 
course Action  program — to  provide  visible,  clear  government  concern  and  pro- 
grams to  strengthen  the  neighborhood. 

We  tried  to  bring  civic  leaders  and  the  City  together  to  keep  the  Concourse 
great.  Now,  although  serious  problems  remain,  there  is  real  hope — visible  signs  of 
progress.  Tangible  evidence — through  well-lit  streets,  cleaner  neighborhood,  more 
pohce  protection — that  New  York  cares  about  the  Concourse. 

And  we've  seen  that  the  people  of  a  neighborhood — of  every  race  and  national- 
ity— will  work  together  if  they  have  hope.  The  time  has  now  come  to  turn  that 
hope  into  possibility  in  several  important  neighborhoods. 

I  am  thus  proposing  today  the  start  of  a  Neighborhood  StabiUzation  Program; — 
designed  to  bring  this  hope  into  critical  neighborhoods.  This  Program  will  explic- 
itly recognize  the  special  problems  of  these  neighborhoods:  racial,  social,  economic. 
It  will  not  attempt  to  encourage  segregation,  to  propose  quotas,  to  prevent  change. 
It  will  instead  try  to  keep  a  neighborhood  viable,  prosperous  and  safe  through  a 
concentrated,  coordinated  effort  between  city  government  and  the  neighborhoods. 

Initially,  this  Neighborhood  StabiUzation  program  will  be  started  in  five  areas: 
The  Grand  Concourse,  East  Flatbush,  Laurelton,  Crown  Heights,  and  here  in 
Washington  Heights. 

It  will  be  aimed  primarily  at  reducing  threats  to  a  neighborhood's  stability. 
And  the  most  important  premise  is  that  a  neighborhood  itself — its  people,  its 
leaders — should  reflect  the  way  a  neighborhood  grows  and  changes. 

There  are  five  key  elements  in  this  program: 

First. — The  City,  meeting  with  the  members  of  a  neighborhood,  will  try  to 
bring  the  visible  signs  of  concern  and  change — the  small,  but  vital  program  that 
show  active  hope.  This  means  better  street  lighting;  it  means  repairs  on  the  streets 
and  avenues  of  a  neighborhood.  It  means  intensive  efforts  to  clean  the  parks  and 
expand  their  use.  It  means  tailoring  police  protection  to  specific  neighborhood 
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concerns.  It  means  expanding  school  programs,  and  locating  school  sites,  to  protect 
community  cohesion.  And  it  means  the  swift,  effective  response  of  the  City  to 
the  things  a  neighborhood  needs.  We  believe  this  can  be  done — and  we  are  going 
to  try  to  do  it. 

Second. — The  City's  middle-income  housing  program  will  be  used  to  promote 
housing  for  older  and  newer  residents  alike — particularly  among  the  elderly  of  a 
neighborhood.  Because  we  know  that  good  housing — in  adequate  supply — is 
essential  to  anchoring  the  local  population,  and  avoiding  flight. 

Third. — We  will  make  an  explicit  decision  to  bring  the  disparate  populations 
of  a  neighborhood  together.  I've  talked  often  about  a  government  of  recoacilia- 
tion  in  New  York — -but  that  means  reconciliation  not  just  among  neighborhoods, 
but  within  neighborhoods.  We  believe  that  black  and  white  and  Puerto  Rican 
can  sit  down  and  work  together  for  their  common  goals.  And  in  any  event,  that 
effort  must  be  made  in  our  City's  neighborhoods — because  it  is  right. 

Fourth. — We  intend  to  take  a  bold  step  toward  real  neighborhood  autonomy 
with  a  specific  step:  The  use  of  lump  sum  community  budgets.  This  means  that 
a  neighborhood  will  know  how  much  money  it  has  for  community  improvement — 
and  can  make  its  own  choices  about  where  that  money  will  go,  instead  of  being 
dependent  on  the  city's  bureaucracy.  This  will  be  difficult.  But  the  people  of 
this  city  have  a  right  to  chart  their  own  destiny — and  the  lump  sum  budget,  the 
choice  of  priorities,  is  an  important  tool  for  community  involvement.  And  we 
intend  to  try  that  effort  out — beginning  next  July  1,  when  the  next  fiscal  year 
begins. 

Fifth. — We  propose  a  Neighborhood  Study  Commission,  to  find  the  fundamental 
tools  of  neighborhood  stabilization — in  the  hope  of  providing  techniques  to  stop 
problems  before  they  begin.  We  see  now  in  New  York  neighborhoods  that  suc- 
cumbed years,  decades  ago  and  neighborhoods  that  are  now  fighting  to  remain 
stable.  We  seek  now  to  anticipate  these  developments — to  match  the  efforts  of 
the  City  with  the  pressures  of  change — to  provide  stability  and  growth  in  our 
communities. 

This  program  is  new.  But  the  concept  is  not.  More  than  three  years  ago,  Robert 
Kennedy  pioneered  this  effort  in  Bedford-Stuyvesant;  in  a  program  which  took 
that  community  as  a  single,  organic  whole — ^and  tried  to  bring  community  and 
City  people  together.  We  think  Robert  Kennedy's  vision  makes  sense  in  other 
neighborhoods,  too — now  feeling  pressure  and  tension.  And  we  hope  to  make  it  a 
part  of  city  policy  to  protect  and  preserve  these  parts  of  our  city. 

That  vision  cannot  succeed  without  the  help  of  the  people  of  New  York. 
Because  their  confidence  is  the  strongest  ally  we  have.  And  we  need  the  help  of 
civic  leaders — including  your  own.  Yeshiva  has  already  served  the  City  through 
its  participation  in  the  Urban  Corps.  This  time,  I  ask  your  help  right  here — in 
Washington  Heights — in  participating  in  this  effort  at  Neighborhood  Stabilization. 
Because  your  talents  and  your  energy  can  make  an  important  difference. 

No  one  can  say  now  that  this  program  will  solve  our  dilemmas.  Problems  and 
tensions  will  certainly  remain.  But  we  do  know  that  surrender  is  no  answer.  We  do 
know  that  without  this  kind  of  effort,  we  cannot  win  the  fight  for  our  neighborhoods. 
And  we  do  know  that  a  city  actively,  visibly  working  with  its  people  is  the  most 
important  asset  we  can  offer. 

This  administration — and  this  Mayor — is  willing  to  supply  that  help.  We  want 
leadership  in  our  communities,  and  leadership  as  well  from  the  City.  Because  we 
seek  reconciliation  through  real  effort — we  seek  reconciliation  in  every  neighbor- 
hood, among  every  New  Yorker.  And  with  your  help,  we  think  this  fight  for  a 
better  city  can  be  won. 

EXHIBIT  7 

"An  Evaluation  of  the  Laurelton  Neighborhood  Action  Program"  by  Boyer, 
Brawer,  Deetjen,  Phillips,  April  1972 

An  Evaluation  of  the  Laurelton  Neighborhood  Action  Program 

(Submitted  to:  Lewis  M.  Feldstein,  Director,  Mayor's  Office  of  Neighborhood 
Government  and  Rabbi  Sam  Schrage,  Director,  Mayor's  Neighborhood  Action 
Program;  By  George  Boyer,  Allen  Brawer,  Larry  Deetjen,  Tom  Philhps;  on 
April  13,  1972) 
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PROFILE  OF  LAURELTON  PRIOR  TO  THE  LAURELTON  NEIGHBORHOOD  ACTION  PROGRAM 

Laurelton,  a  community  of  over  31,000  residents,  is  situated  in  the  southeast 
corner  of  Queens.  Ownership  of  the  7,000  single  attached  and  unattached  homes 
contribute  to  the  suburban  quality  of  this  middle  class  area,  where  in  1970  the 
average  selling  price  for  a  house  was  $28,140.  In  the  same  year,  thirty  percent 
of  the  homes  in  Laurelton  were  owned  by  Black  families,  a  substantial  change 
from  1960  when  99%  of  the  residents  were  white. 

It  was  in  the  early  1960's  that  Blacks  began  moving  into  predominantly  Jewish 
Laurelton.  By  1968  one  primary  school  located  in  Laurelton  but  adjacent  to  the 
overwhelming  Black  community  of  St.  Albans,  had  a  71  percent  Black  student 
ratio.  The  other  two  primary  schools,  farther  west  and  closer  to  the  Nassau 
county  line  had  Black  student  ratios  of  33  and  41  percent.  Busing  of  minority 
students  into  Laurelton  contributed  to  the  high  number  of  Black  students  in  the 
neighborhood  schools.  Private  Jewish  and  Catholic  schools  also  operated  in 
Laurelton. 

The  initial  response  of  the  residents  of  this  community  which  had  traditionally 
housed  middle  level  civil  servants  was  to  resist  blockbusting  activities,  by  or- 
ganizing the  Laurelton  Fair  Housing  Council.  It  was  soon  realized  that  a  defensive 
effort  alone  would  not  be  sufficient  to  maintain  the  integrated  quality  of  the 
neighborhood.  Groups  were  formed,  therefore,  to  actively  recruit  white  residents. 
This  effort  was  interdenominational  but  evolved  into  an  organization  committed 
to  the  placement  of  Jewish  families. 

By  early  1971  the  change  in  the  racial  balance  as  well  as  competition  from 
nearby  shopping  centers  had  resulted  in  a  loss  of  a  number  of  merchants  along 
the  main  commercial  avenue  in  Laurelton.  The  transitional  nature  of  the  com- 
munity had  also  affected  the  age  level  of  the  residents.  The  out  migration  of 
younger  status  conscious  families  had  left  a  large  number  of  older,  longtime 
Laurelton  residents. 

THE  concept:  neighborhood  ACTION  PROGRAM 

Mayor  John  Lindsay,  in  a  speech  at  Yeshiva  University  less  than  a  week  before 
the  1969  election,  proposed  the  creation  of  a  Neighborhood  Stabilization  Program 
in  five  neighborhoods,  including  Laurelton.  A  few  of  the  key  elements  of  this  pro- 
gram which  was  "aimed  primarily  at  reducing  threats  to  a  neighborhood's 
stability:" 

1.  "The  city  meeting  with  the  members  of  a  neighborhood  [would]  try  to  bring 
visible  signs  of  concern  and  change  .   .  ." 

2.  There  would  be  an  "explicit  decision  to  bring  the  disparate  population  of  a 
neighborhood  together  .      ." 

3.  ".  .  .  The  use  of  lump  sum  community  budgets.  This  means  that  a  neigh- 
borhood [would]  know  how  much  money  it  has  for  community  improvement  and 
[could]  make  its  own  choice  about  where  that  money  [would]  go  .  .  ." 

The  name  of  the  program  was  later  changed  to  the  Neighborhood  Action  Pro- 
gram and  was  placed  in  the  Office  of  Neighborhood  Government  which  was 
headed  by  Louis  Feldstein.  Rabbi  Samuel  Schrage  was  appointed  to  be  the  director 
of  the  Neighborhood  Action  Program  for  the  six  neighborhoods  (another  neigh- 
borhood was  added) ;  three  million  dollars  of  capital  budget  and  $550,500  of 
expense  budget  funds  were  authorized  to  initiate  the  program. 

Allen  Hessel  was  selected  as  the  director  and  Russell  Washington  as  the  deputy 
director  for  the  Laurelton  Neighborhood  Action  Program,  which  was  also  to 
include  a  part  of  Cambria  Heights.  (See  Appendix  C  for  maps  of  the  area.)  Both 
individuals  were  Laurelton  residents.  The  initial  allocation  for  Laurelton  was 
$250,000  in  capital  funds.  Also  on  the  staff  were  Kerstene  Morse,  community 
worker,  and  Lena  Ruden,  secretary.  The  opening  day  for  the  Laurelton  NAP 
Office  was  February  16,  1971. 

STABILIZATION 

The  Stabilization  Concept 

The  stated  primary  objective  of  the  Laurelton  Neighborhood  Action  Program 
is  the  stabilization  of  a  neighborhood  presently  in  the  process  of  transition. 

An  essential  preface  to  any  serious  evaluation  effort  of  the  program  must 
confront  two  critical  questions: 

(1)  What  is  the  "transition"  process? 

(2)  What  conditions  define  "stabilization?" 

A  transitional  neighborhood,  such  as  Laurelton,  is  one  that  is  in  the  process  of 
"turning"  from  an  area  characterized  by  a  predominantly  white,  middle  income 
resident  population,  to  one  characterized  by  a  black,  lower-level  income  population 
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Based  on  interviews  with  Neighborhood  Action  Program  officials,  the  following 
phases  of  the  transitional  process  appear  most  relevant  to  the  past  and  present 
experience  in  Laurelton: 

(1)  A  close  proximity  to  the  neighborhood  of  a  heavily  concentrated,  predom- 
inantly black  residential  area,  i.e.,  the  South  Jamaica  section  of  Queens; 

(2)  An  initial  "invasion"  of  the  neighborhood  (circa  1960)  by  a  limited  number 
of  black  families,  generally  of  a  higher  income  level  than  the  departed  white 
families  that  they  replace; 

(3)  A  subsequent  incidence  of  white  out-migration  due  to  a  perception  of  im- 
minent crime,  loss  of  property  value,  overcrowded  and  unsafe  schools,  etc; 

(4)  An  increasing  exploitation  of  this  racially  sensitive  situation  by  local  real 
estate  and  mortgage  lending  agencies — with  an  interest  toward  maximum  turnover 
within  a  minimal  time  period — through  selective  selling  and  lending  practices 
designed  to  both  encourage  black  in-migration  and  white  out-migration,  and  to 
discourage  white  in-migration  to  the  neighborhood; 

(5)  A  gradual  reduction  in  the  level  of  public  service  delivery  to  the  neighbor- 
hood— Laurelton  has  had  a  relatively  high  proportion  of  resident  municipal 
employees,  and  it  would  not  seem  to  take  long  for  word  that  the  neighborhood  is 
"changing"  to  circulate  throughout  the  city  service  agencies; 

(6)  A  gradual  decline  in  community  identity  by  whites,  followed  by  a  commit- 
ment to  an  inevitable  departure  date; 

(7)  A  gradual  reduction  in  income  level  among  an  increasing  number  of  in- 
migrating  black  famihes; 

(8)  An  increase  in  foreclosures  of  homes  owned  by  moderate-low  income  level 
black  families  unable  to  meet  mortgage  commitments ; 

(9)  A  subsequent  boarding-up  and  deterioration  of  foreclosed  properties,  leading 
to  the  development  of  blighted  areas;  and,  finally, 

(10)  A  resultant,  deteriorated  black  ghetto. 

According  to  the  Laurelton  Neighborhood  Action  Program  Director,  Laurelton 
is  presently  entering  Phase  7  of  this  process. 

What  conditions  would  define  the  presence  of  neighborhood  "stabiHzation"  in 
Laurelton?  According  to  the  directors  of  both  the  Mayor's  and  the  Laurelton 
Neighborhood  Action  Programs,  a  desired  state  of  stabilization  would  exist  under 
two  key  conditions: 

(1)  The  maintenance  of  a  relatively  static,  middle  income  level  resident  popula- 
tion; and 

(2)  The  maintenance  of  a  resident  population  with  a  "balanced"  racial  propor- 
tion, i.e.,  characterized  as  neither  "white"  nor  "black,"  but  genuinely  "integrated." 

While  both  key  conditions  of  stabilization  of  the  Laurelton  Neighborhood  seem 
somewhat  loosely  drawn,  it  has  not  proven  possible  to  elicit  a  more  rigidly  struc- 
tured definition  from  either  director. 

Despite  this  obvious  constraint,  it  did  appear  useful,  however,  to  attempt  the 
development  of  a  set  of  rough  "indicators,"  i.e.,  the  identification  of  key  variables 
that  would  appear  to  offer  the  most  accurate  possible  measure  of  the  Laurelton 
neighborhood's  movement  toward  or  away  from  a  generally  defined  objective  of 
stabiUzation. 

Development  of  stabilization  indicators 

Based  on  extensive  interviews  with  local  program  officials,  community  leaders 
and  neighborhood  residents,  as  well  as  on  additional  available  data,  the  following 
indicators  were  identified  and  developed  as  most  critical  to  the  stabilization 
process: 

(1)  Resident  homeownership  stability; 

(2)  Resident  income  level  stability; 

(3)  Resident  racial  distribution; 

(4)  Public  school  racial  distribution; 

(5)  Neighborhood  public  safety;  and 

(6)  Neighborhood  pubUc  service  delivery. 

Recognizing  the  critical  significance  to  stabilization  of  the  popular  perception 
of  neigiiborhood  conditions,  as  well  as  the  necessity  of  comparative  empirical 
measurement,  we  attempted  to  develop  both  objective  and  subjective  measures 
for  each  indicator,  wherever  possible. 

Application  of  stabilization  indicators 

(/)  Resident  homeownership  stability. — Oi:)jective  measure:  animal  rate  of  owner 
housing  turnover;  Laurelton;  selected  years,  1960-1972.' 

1  See  app.  A4. 
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Year 


Annual 

turnover  rate 

(percent) 


Change 
(percent) 


1960 

1965 _ 

1969 

1970... _. 

1971.. 

1972  (for  month  of  January  only). 


3.5 

6.3 

80 

9.5 

51 

7.7 

-19 

11.4 

48 

11.8 

4 

Following  a  19%  decrease  in  the  turnover  rate  during  1970 — which  may  have 
resulted  from  an  overall  tightened  mortgage  money  market — the  rate  has  con- 
tinued to  increase.  The  current  rate  of  11.8%,  for  January,  1972,  compares 
somewhat  unfavorably  to  both:  1)  a  normal  current  city  wide  middle-income 
housing  turnover  rate  of  7%;^  and  2)  a  "desirable"  turnover  range  for  Laurelton 
of  7-10  %.3 

Subjective  measure:  distribution  of  Laurelton  resident  survey  responses  regard- 
ing intention  to  remain  in  Laurelton.^ 


Response 


Number  of 
respondents 


Percent  o^ 
respondents 


'Yes"  (remain). _._ 170 

'No"  (plan  to  leave) 28 

Total 198 


100 


(S)   Resident  income  level  stability. — Objective  measure:  percent  of  population 
receiving  welfare;  Laurelton,  Queens,  New  York  City;  1965,  1971. ^ 


PERCENTAGE  OF  POPULATION  RECEIVING  WELFARE 


Number 

Laurelton 

Queens 

New  York  City 

Year 

Change 
Percent    (percent) 

Change 
Percent    (percent) 

Change 
Percent     (percent) 

1965  (April) 

141 

0.42 

1.46  

3.41             134 

6.1      

1971  (July). 

1,082 

3.22            667 

15.1               148 

As  these  figures  indicate,  during  the  six-year  period,  while  the  percent  of  popu- 
lation receiving  welfare  in  Qu?ens  and  the  entire  city  more  than  doubled,  the 
percentage  in  Laurelton  increased  almost  eightfold.  While  this  constitutes  only 
a  surrogate  measure  of  income  stability  (as  well  as  the  only  comparative  data 
available)  it  would  appear  to  support  somewhat  the  popular  perception  that  the 
resident  income  distribution  in  Laurelton  is  steadily  skewing  downward. 

(5)  Resident  racial  distribution. — Objective  measure:  distribution  of  owner/ 
occupied  housing  units  by  race;  Laurelton;  I960,  1970,  1972. ^ 


PERCENTAGE  OF  TOTAL  OWNER/OCCUPIED  UNITS 

Year 

White 

Black 

1960 

99 
69 
53 

1 

1970.. 

30 

1972 

47 

3  Interview :  Rabbi  Sam  Schrage,  Director,  Mayor's  Neighborhood  Action  Program, 
Mar.  28,  1972. 

3  Interview  :  Allen  W.  Hessel,  Director,  Laurelton  Neighborhood  Action  Program,  Apr. 
4,  1972. 

*  See  app.  A3. 

5  Interview  :  Dr.  Abraham  C.  Burstein,  Director  of  Economic  Research,  New  York  City 
Human  Rights  Administration,  Apr.  12,  1972. 

«  See  apps.  Al,  A2. 
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Given:  the  trend  that  these  figures  appear  to  indicate;  the  relatively  high  turn- 
over in  home  ownership;  and  the  relatively  low  proportion  of  in-migrating  white 
families,  it  would  seem  reasonable  to  predict  that  Laurelton  will  "turn  black" 
(i.e.,  exceed  50%)  at  some  point  within  the  next  two  years. 

(4)  Public  school  racial  distribution. — Objective  measure:  distribution  of  pupils 
by  race;  Laurelton  Area  Public  Schools;  1967,  1970.' 

PERCENTAGE  OF  TOTAL  PUPIL  ENROLLMENT 


White  Black  Other 


School 


1967 

1970 

1967 

1970 

1967 

1970 

26 

5 

71 

91 

3 

4 

57 

40 

33 

54 

10 

6 

55 

18 

41 

75 

4 

7 

38 

21 

52 

75 

10 

4 

48 

29 

47 

64 

5 

7 

Public  School  132 

Public  School  156 

Public  School  176 

Independent  School  59 

Andrew  Jackson  High  School. 


As  indicated  by  these  figures,  two  of  the  five  schools  had  turned  black  at  some 
point  prior  to  the  three-year  period,  while  the  remaining  3  turned  black  during 
the  period. 

(5)  Neighborhood  public  safety. — Objective  measure  A:  incidence  of  selected 
crimes;  105th  Police  Precinct  (includes  Laurelton  area);  1969-1971.' 

INCIDENCE  OF  SELECTED  CRIMES 


Year 

Robbery 

Rape 

Assault 

Burglary 

1969 

1970 

1971 

738 

988 

, 1,253 

23 

44 
48 

338 

459 
481 

3,390 
3,151 
3,934 

57 

0.6 

178 

117 

109 

2.5 

261 

218 

43 

.1 

116 

185 

19 

.2 

95 

122 

Objective  measure  B:  rate  of  selected  crime  incidence  per  1000  persons;  105th 
Police  Precinct  and  three  adjacent  Queens  Police  Precincts;  1971.^ 

SELECTED  CRIME  RATE  PER  1,000  PERSONS 

Criminal 
Precinct  Robbery  homicide  Burglary  Autotheft 

105th 

103d. 

107th _ 

Ulth 

Subjective  measure  A:  distribution  of  Laurelton  resident  opinion  toward  level 
of  police  protection  during  1971.^0 

Number  of  Percent  of 

Opinion  respondents       respondents 

Improved 

Gotten  worse 

Stayed  the  same 

Don't  know 

Subjective  measure  B:  Physical  observation,  April,  1972,  of  large  proportion  of 
residents  owning  chained  or  fenced  German  Shepherd  police  dogs. 

{6)  Neighborhood  public  service  delivery. — Subjective  measure:  distribution  of 
Laurelton  resident  opinions  toward  levels  of  selected  public  service  delivery  during 
1971." 


13 

8 

43 

25 

86 

51 

28 

16 

■7  New  York  City  Master  Plan,  Queens,  1969  ;  also  New  York  City  Board  of  Education 
files.  New  York  City  Planning  Commission. 

8  New  York  City  Police  Department  Crime  Statistics. 

0  New  York  Times  Article  by  David  Burnham,  Feb.  14,  1972,  p.  1. 

"  See  app.  A3. 

"  See  app.  A3. 
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PERCENTAGE  OF  RESPONDENTS 

Improved 

Gotten 
worse 

Stayed 
the  same 

Don't 
know 

Sanitation- 

Road  repair 

Public  schools 

Public  transportation 

-.-                   13 

5 

10 

15 

22 
75 
28 
20 

60 
15 
29 
33 

5 
5 

33 
32 

Measurement  of  stabilization 

What  do  the  indicators  developed  and  applied  above  suggest  about  the  stabili- 
zation level  of  the  Laurelton  neighborhood?  It  does  not  appear  possible  to  answer 
this  question  with  any  degree  of  empirical  certainty,  given  the  following  contraints: 

(1)  An  inherent  vagueness  in  the  objective  of  stabilization  as  defined  and  aimed 
at  by  the  Neighborhood  Action  Program  officials:  What  constitutes  an  optimal 
distribution  range  of  family  income  for  Laurelton?  What  constitutes  an  optimal 
distribution  range  of  race  for  Laurelton? 

(2)  A  difficulty  in  weighing  the  critical  relationship  between  subjective  perception 
and  objective  measure:  Will  white  families  move  out  at  a  faster  rate  when  Laurelton 
becomes  51%  black,  or  60%,  or  75%?  When  5%  of  the  population  is  receiving 
welfare,  10%,? 

(3)  A  difficulty  in  measuring  the  marginal  differential  impact  of  two  or  more 
given  indicators.  How  does  a  pothole  on  this  block  compare  with  a  reported  rape 
on  the  next,  or  with  the  presence  of  a  black  family  next  door? 

(4)  A  difficulty  in  isolating  possible  external  variables  of  stabilization,  i.e.,  a 
family's  movement  from  the  neighborhood  might  be  motivated  solely  by  a  normal 
tendency  toward  a  higher  socio-economic  status,  rather  than  being  driven  by  some 
perception  of  a  deteriorating  Laurelton. 

It  does  seem  possible,  however,  on  the  basis  of  these  indicators,  to  reach  some 
reasonable  judgments  concerning  current  stabilization  trends  in  Laurelton: 

(1)  The  increase  in  housing  turnover  appears  to  continue  unabated.  This  is 
clearly  a  de-stabiUzing  trend,  supported  by  the  survey  indication  that  one  out  of 
every  seven  Laurelton  resident  families  did  not  intend  to  remain. 

(2)  The  continuing  increase  in  welfare  recipients  will  serve  to  skew  median 
neighborhood  income  downward — to  what  degree  it  is  not  presently  possible  to 
say — and  this  clearly  reflects  a  de-stabilizing  trend. 

(3)  Laurelton  is  Ukely  to  have  a  black  resident  majority  within  two  years  if 
present  turnover  trends  continue.  Given  both  the  stabilization  objective  of  a 
"balanced"  neighborhood,  as  well  as  our  subjective  sense  of  the  present  neighbor- 
hood, this  would  appear  to  indicate  a  de-stabilizing  trend. 

(4)  Each  of  the  six  pubhc  schools  in  the  area  have  a  black  pupil  majority — once 
more,  our  subjective  sense  of  the  neighborhood  clearly  indicates  this  to  exert  a 
de-stabihzing  effect. 

(5)  Perhaps  of  all  the  indicators,  the  state  of  public  safety  is  the  one  most  suitable 
to  subjective,  rather  than  statistical  measure.  Contradicting  the  relatively  neutral 
attitude  toward  the  level  of  police  protection  reflected  in  the  survey,  our  recurring 
sense  of  several  sections  of  Laurelton  was  that  people  appeared  apprehensive,  and 
the  high  incidence  of  watch  dogs  served  to  strengthen  this.  If  valid,  this  would 
clearly  be  an  indication  of  de-stabilization. 

(6)  Aside  from  an  almost  universal  dissatisfaction  with  the  present  state  of 
road  repair,  most  residents,  as  reflected  in  the  survey,  seem  to  find  the  level  of 
neighborhood  public  service  acceptable.  To  the  extent  that  this  attitude  affects 
stabilization,  it  would  appear  to  be  the  most  favorable  of  the  indicators. 

Stabilization  and  the  Neighborhood  Action  Program 

Given  our  overall  conclusion,  however  subjective,  that  the  Laurelton  neigh- 
borhood is  moving  away  from,  rather  than  toward,  stabilization,  is  it  possible 
to  measure  any  effect  that  the  Neighborhood  Action  Program  may  have  exerted 
to  alter  this  trend  during  its  first  year  of  operation?  We  have  found  it  impossible 
to  measure  the  Program's  effectiveness  at  this  level  on  any  basis  more  substantial 
than  intuition.  We  have,  however,  found  it  far  more  feasible  to  evaluate  Program 
eflfectiveness  at  a  somewhat  lower  level  of  objective,  and  the  following  section 
will  address  this  task. 

Evaluation  of  N.A.P.  Effort 

Th3  effort  level  of  evaluation  seeks  to  explicitly  pinpoint  and  assess  the 
quantity  and  energy  of  the  Laurelton  Neighborhood  Action  Program.  The  N.A.P. 
staff,  consisting  of  a  director,  deputy  director,  community  worker,  and  secretary, 
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has  channeled  its  effort  into  three  basic  areas;  capital  improvements,  community 
organization,  and  improvement  of  delivery  of  services.  An  analysis  of  this  N.A.P. 
input  involves  the  application  of  the  following  indicators: 

1.  Number,  type,  and  cost  of  capital  improvements; 

2.  Number  and  membership  of  block,  federation,  and  commercial  associations; 
and 

3.  N.A.P.  staff  project  actions,  miscellaneous  activities  engaged  in  to  affect 
delivery  of  services. 

CAPITAL   IMPROVEMENTS 

A  bold  innovative  element  of  the  Neighborhood  Action  Program  is  a  lump-sum 
community  budget  for  capital  improvements.  Specifically,  $500,000  designated 
for  the  Laurelton  Neighborhood  for  two  years  has  been  allocated  in  the  following 
manner : 

Project:  cost 

1.  Street  lighting  (entire  N.A.P.  area) $150,  000 

2.  Luca  Lux  lighting  (Merrick  and  Linden  Blvds.) 43,  000 

3.  Sanitation  equipment  (district  No.  66,  67  exclusively) 48,  000 

4.  54  local  streets  to  be  strip-paved 205,  000 

Total 446,  500 

As  of  April  8,  1972,  only  the  purchase  of  sanitation  equipment  has  been  com" 
pleted.  Both  lighting  projects  and  the  strip-paving  of  local  streets  are  scheduled 
for  construction  within  the  next  4-6  weeks.  N.A.P.  Laurelton  has  also  been  in 
contact  with  Police  precinct  105  in  an  attempt  to  purchase  unmarked  police 
cars  for  their  neighborhood.  The  cost  of  this  project  if  initiated  is  $10,000.00. 

COMMUNITY    ORGANIZATION 

An  important  concept  of  the  Neighborhood  Action  Program  is  that  the  neighbor- 
hood itself — its  people,  leaders,  should  reflect  the  way  a  neighborhood  grows  and 
changes.  The  Laurelton  N.A.P.  staff  acted  on  this  premise  from  the  inception  of 
the  program  and  directed  effort  in  the  task  of  creating  neighborhood  self-action — 
encouraging  the  people  to  deal  with  the  priorities  or  the  neighborhood.  General 
Communitj^  Meetings  were  held  at  the  various  public  schools  in  the  neighborhood 
with  attendance  ranging  from  200-300.  Numerous  projects  and  areas  of  concern 
were  discussed,  responsibilities  delegated,  and  committees  formulated.  These 
early  general  community  gatherings  were  the  stepping  stone  for  the  creation  of 
associations.  The  three  main  associations  presently  existing  in  Laurelton  are  the 
block  associations,  commercial  associations,  and  an  umbrella  organization — the 
federation  of  block  associations.  Mr.  Alan  Hessel,  Area  Director,  has  stated  that 
50-60  block  associations  are  functioning  with  20  more  in  the  pipeline.  N.A.P., 
in  an  effort  to  stop  the  panic  selling  of  homes  in  the  area  as  a  direct  result  of 
Blockbusting,  initiated  the  plan  to  organize  these  block  associations  as  a  means  of 
focusing  attention  to  the  problem  by  improving  communications  between 
ethnic  groups  on  a  block  basis.  These  associations  are  headed  by  a  block  captain 
and  slowly  are  beginning  to  confront  delivery  of  services  and  other  matters  on 
their  own.  One  such  association  is  the  Mentone  Avenue  Block  Association.  Mr. 
Melvin  L.  Artis,  President  of  this  association,  discussed  with  us  the  various  efforts 
of  his  young  organization.  They  have  contacted  the  Parks  Department  concerning 
rehabilitation  of  existing  facilities,  clean-up  of  a  parkway,  and  beautification  of 
the  Laurelton  area.  They  also  have  confronted  city  agencies  in  an  attempt  to 
prevent  a  zoning  change  permitting  the  entrance  of  a  nursing  home  in  the  area. 
Another  example  of  the  vital  community  services  some  of  these  associations  are 
actively  performing  was  observed  by  this  laboratory  team  on  Saturday  April  8, 
1972.  A  group  of  50-75  citizens  from  the  Laurelton  community  were  cleaning  up 
the  mall  area  along  141st  avenue  and  nearby  littered  vacant  lots. 

N.A.P.  has  also  helped  to  organize  two  merchant  organizations  along  Merrick 
and  Linden  Boulevard.  Robert  Cuevas,  President  of  Laurelton  Chamber  of 
Commerce  praised  N.A.P.  saying,  "N.A.P.  has  been  a  great  help  in  promoting 
the  Merrick  Boulevard  Association  which  is  now  65  strong  in  membership." 

The  third  type  of  organization  that  N.A.P.  has  been  instrumental  in  develop- 
ment is  the  Federation  of  Laurelton  Block  Associations.  This  umbrella  organiza- 
tion has  formed  an  executive  committee  and  a  school  committee  in  an  attempt  to 
improve  the  quality  and  delivery  of  education  to  the  Laurelton  neighborhood. 
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N.A.P.     PROJECT     ACTIONS,     MISCELLANEOUS     ACTIVITIES,     DELIVERY     OF     SERVICES 

N.A.P.  has  exerted  a  considerable  amount  of  effort  in  attempting  to  improve 
communication  between  city  agencies  and  the  Laurelton  community.  The  estab- 
lishment of  a  firm  base  of  communication  between  the  community  and  the  maze 
of  city  agencies  is  essential  to  improving  the  delivery  of  services.  In  total,  N.A.P. 
Laurelton  has  maintained  regular  communication  with  at  least  twenty  depart- 
ments in  hopes  of  gaining  their  cooperation  and  top  priority  in  terms  of  action. 
Some  of  the  functional  areas  covered  by  N.A.P.  are  as  follows; 

Housing. — Blockbusting  activities;  non-solicitation  declaration;  owner  of  vacant 
lot-fix,  clean. 

Health. — Sickle  cell  anemia  project;  medicaid  renewal;  Merrick  Blvd-local 
medical  facility. 

Publicity. — Long  Island  Press  Daily  News;  N.Y.  Times,  "I'm  Staying." 

Cown? ercf .—Baskin-Robbin  franchise;  Operation  Mainstreet;  OTB  Parlor; 
Economic  Development — N.Y.  Port  Authority;  street  festival. 

Police. — Operation  neighborhood  Sergeant;  church  vandalism;  Carbo  Oil 
robberies;  shoe  repair  holdup;  unmarked  police  cars. 

Environmental  Control. — Cleanup-flood;  trash  recycling;  sewer  maintenance; 
sanitation  vehicle;  spring  cleanup. 

Youth-Social  Services. — Community  center;  Y.S.A.  activities;  Little  League 
baseball;  mobile  units  use;  Hannukah,  Christmas  party;  operation  Santa  Claus. 

Parks. — Park  facility  maintenance;  parkway  grass  cutting;  tree  pruning. 

Traffic. — Traffic  signs  installation. 

Highways. — Springfield  Blvd.  paving;  pot  holes;  strip  paving;  curb  dog  signs; 
narrow  malls,  Francis  Lewis  Blvd. 

Transportation.— Express  bus  service;  improvement  of  schedule;  time  prompt- 
ness. 

Miscellaneous. — Lighting;  Boy  Scouts;  educational  lectures. 

The  preceding  list  of  functional  areas  touched  by  N.A.P.  staff  and  the  cor- 
responding activities  in  each  functional  area  is  not  an  exhaustive  one.  N.A.P. 
staff  throughout  the  year  handled  several  hundred  complaints  and  provided  office 
space  and  time  to  such  groups  as  the  Laurelton  Athletic  Association.  Highhghting 
this  area  of  N.A.P.  effort  was  the  program's  contribution  to  the  anti-blockbusting 
campaign.  N.A.P.  during  its  first  year  of  service  coordinated  such  activities  and  was 
instrumental  in  encouraging  the  Secretary  of  State  to  declare  the  Laurelton  neigh- 
borhood a  Non-Solicitation  Area.  The  Human  Rights  Commission  also  held  hear- 
ings in  the  Laurelton  community  on  blockbusting,  and  Senator  Hart's  Committee 
on  Antitrust  and  Monopoly  has  requested  information  on  the  experiences  of  such 
a  transitional  neighborhood  as  Laurelton. 

N.A.P.  also  ingeniously  contacted  and  negotiated  with  the  Highway  Depart- 
ment to  complete  the  construction  of  the  Springfield  Boulevard  project.  Several 
meetings  were  held  in  the  community  and  the  groundbreaking  ceremony  took 
place  in  October,  1972.  Cost  of  the  project  is  $L8  million.  No  allocation  of  N.A.P. 
funds  was  required. 

In  April  1971,  in  coordination  with  the  Sanitation  Department,  a  major  cleanup 
project  was  conducted.  All  local  streets  were  swept,  washed  and  bulk  refuse  picked 
up  and  disposed  of.  Some  empty  lots  were  also  cleaned  which  is  not  normally  a 
city  responsibility. 

In  conclusion,  our  analysis  of  N.A.P.  Laurelton  indicates  a  co  amendable 
amount  of  input  is  being  exerted.  However,  at  this  time  it  is  im^j^  >.int  to  point 
out  that  the  high  level  of  effort  being  exerted  by  N.A.P.  appears  to  be  locational 
in  direction.  Most  activities  and  a  lopsided  amount  of  association  formation  rela- 
tive to  population  and  house  turnover  have  occurred  south  of  129th  avenue.  The 
area  north  of  129th  and  south  of  Linden  Boulevard  is  part  of  N.A.P.  Laurelton 
territory 

Evaluation  of  N.A.P.  Effectiveness 

The  effectiveness  level  of  evaluation  measures  the  results  of  N.A.P.  activities — 
the  output  of  N.A.P.  The  following  indicators  were  chosen  in  terms  of  meeting 
subobjectives: 

1.  Tangible  Capital  Improvements 

2.  Maximum  Community  Input 

3.  Viability  of  Associations 

4.  Office  and  Program  Awareness 

5.  Improved  Delivery  of  Services 

6.  Discouragement  of  Blockbusting 
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TANGIBLE  CAPITAL  IMPROVEMENTS 

The  purchase  of  new  sanitation  equipment  for  exclusive  use  in  the  Laurelton 
community  is  the  only  capital  improvement  to  date.  The  lighting  and  strip- 
paving  are  only  weeks  away  from  the  start  of  construction.  The  Springfield 
Boulevard  project  was  started  in  October  and  although  no  N.A.P.  funds  were 
allocated  for  it,  N.A.P.  deserves  credit  for  getting  the  project  into  construction 
stage  and  it  can  be  considered  a  tangible  capital  improvement  project.  Although 
the  major  proportion  of  projects  and  funds  has  yet  to  be  implemented,  a  survey 
conducted  by  our  laboratory  team  indicated  the  majority  of  residents  neither 
knew  of  the  planned  improvements  in  the  pipeline,  nor  were  they  aware  of  those 
improvements  that  have  occurred  already,  (see  appendix  A-3). 

In  an  interview  with  Mr.  Paul  Brown,  Department  of  Highways  Engineer  for 
the  Borough  of  Queens,  the  merits  of  strip-paving  were  discussed.  The  economic 
life  of  strip-paving  is  predicated  on  the  degree  of  water  problems  in  the  area,  the 
original  roadbed  base,  and  the  volume  of  traffic.  The  state  of  these  three  variables 
in  Laurelton  are  as  follows : 

(1)  Water  problems — Laurelton  has  very  bad  drainage  problems; 

(2)  Road  base — strip-paving  consists  of  laying  asphalt  on  the  existing  base  and 
in  Laurelton's  case  the  foundation  is  poor — lots  of  clay  that  holds  water — it  would 
be  better  trip  out  and  rebuild  a  base ;  and 

(3)  Traffic  volume — varies  by  location  and  streets,  there  are  streets  in  Laurel- 
ton that  bear  a  large  volume  of  traffic. 

Based  on  the  above  variables,  Mr.  Brown  estimated  the  range  of  the  planned 
strip-paving  project  fife  from  6  months  to  3  years.  He  directed  our  laboratory 
group  to  two  streets  in  the  neighborhood  just  south  of  Laurelton.  Both  were  in 
equally  horrible  shape — about  the  same  condition  as  the  streets  in  Laurelton 
presently  are  in.  The  age  of  the  strip-paving  on  these  two  streets  was  3  years  and 
18  months.  Mr.  Brown  acknowledged  the  fact  that  strip-paving  is  a  band-aid 
technique  but  also  stated  the  law  of  supply  and  demand  and  scarce  resources.  He 
stressed  the  fact  that  he  was  in  favor  of  the  N.A.P.  scheduled  project  and  was  giv- 
ing it  top  priority.  He  has  15-20  miles  of  strip-paving  planned  for  Southeastern 
Queens  and  the  N.A.P.  project  is  4.5  miles.  He  is  assigning  two  crews  to  the  N.A.P. 
project  specifically  leaving  only  one  crew  for  the  rest  of  Southeastern  Queens.  He 
concluded  his  discussion  of  the  project  by  saying,  "N.A.P.  is  good,  it  organizes  the 
public  and  gets  some  attention,  consequently  we  give  it  some  priority." 

MAXIMUM    COMMUNITY    INPUT 

This  indicator  is  concerned  with  the  earlier  mentioned  premise  that  the  neigh- 
borhood itself  should  reflect  the  way  it  grows  and  changes — that  as  much  com- 
munity input  as  possible  is  desirable.  The  first  indication  of  community  input 
was  in  the  selection  process  of  the  area  director.  A  committee  of  community 
leaders  interviewed  several  well  qualified  individuals  and  were  able  to  thwart  an 
attempt  to  bring  in  a  director  from  outside  the  community  for  political  reasons. 
The  power  struggle  ended  with  the  selection  of  Mr.  Alan  Hessel,  a  resident  of 
the  Laurelton  community  and  the  candidate  most  favored  by  the  leaders  of  the 
community.  Another  area  of  community  input  is  participation  in  the  budget 
process.  In  an  interview  with  Mrs.  Alan  Cohen  of  the  Laurelton  Jewish  Center 
the  extent  of  participation  in  the  budget  process  was  discussed.  Mrs.  Cohen  had 
attended  all  the  general  community  meetings  and  was  aware  of  the  essential 
N.A.P.  elements.  Her  husband  was  one  of  the  candidates  considered  for  the  posi- 
tion of  area  director.  Attendance  at  the  general  meetings  varied  in  a  range  of 
200-300.  The  meetings  were  held  at  the  various  public  schools  in  the  neighbor- 
hood, each  in  a  different  section  of  Laurelton.  Once  the  auditorium  was  filled  to 
capacity.  The  capital  projects  were  individually  discussed  and  a  %  majority  vote 
by  those  present  was  required  to  approve  a  project.  Mrs.  Cohen  added  that  at 
no  time  was  there  any  major  disagreement  with  the  selection  of  particular  capital 
improvement  projects.  Voting  for  the  various  projects  was  unanimous  in  most 
cases.  Participation  after  this  point  declines.  Mrs.  Cohen  had  no  idea  of  the  status 
of  the  improvements  she  had  voted  for,  nor  did  she  know  of  any  improvements 
which  had  already  occurred.  As  earlier  pointed  out,  our  survey  indicated  that  the 
majority  of  residents  neither  knew  of  planned  improvements  nor  were  aware  of 
those  which  had  already  occurred. 
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VIABILITY   OF   ASSOCIATIONS 

The  number  of  block  associations  is  growing  and  a  good  racial  rpix  and  inter- 
action is  quite  evident.  An  overall  strength  does  not  seem  to  be  apparent  at  this 
time  and  participation  varies  from  block  to  block.  The  Federation  has  been  formed 
with  the  help  of  N.A.P.,  and  it  has  recently  established  a  school  committee  to 
improve  the  delivery  of  education.  This  is  to  be  commended  for  N.A.P.  itself 
cannot  significantly  affect  this  area.  The  Federation  may  be  the  only  channel  to 
improving  this  critical  area  in  Laurelton.  The  Merrick  Boulevard  Merchant 
Association  is  now  65  strong  in  membership  and  the  problems  of  shopping  center 
competition  and  deficient  parking  facilities  are  being  wrestled  with.  In  summary, 
associations  are  in  the  early  stage  of  growth  and  it  is  not  possible  at  this  time  to 
tell  whether  or  not  these  organizations  are  self-sustaining. 

OFFICE    AND    PROGRAM    AWARENESS 

In  terms  of  mere  visibility,  our  survey  indicates  that  N.A.P.  is  widely  known, 
but  this  is  mainly  a  recognition  of  the  name  and  few  people  associated  the  pro- 
gram with  its  activities.  In  aggregate  terms,  109  people  had  heard  of  N.A.P.  or 
55%  of  ovir  survey  sample.  A  definite  locational  awareness  of  the  program  also 
exists.  Families  living  between  129th  avenue,  Linden  Boulevard,  Springfield, 
Boulevard,  and  Laurelton  Parkway  are  not  as  familiar  with  the  name  'N.A.P.' 
as  the  people  in  the  census  tracts  south  of  129th  avenue. 

IMPROVED    DELIVERY    OF    SERVICES 

Our  survey  results  indicate  that  the  public  perception  of  the  delivery  of  services 
is  that  they  have  remained  the  same  during  the  past  year  with  the  exception  of 
roads  which  have  gotten  worse.  (See  appendix  A-3.)  The  evaluation  of  this  indicator 
was  taken  one  step  further  by  contacting  the  relevant  agencies  and  inquiring  about 
the  efforts  of  N.A.P.  and  their  effectiveness  on  improving  the  delivery  of  services. 
Mr.  Truth,  Department  of  Traffic,  said  that  N.A.P.  was  directly  responsible  for 
bringing  the  community,  his  agency,  and  Springfield  Gardens  High  School 
together  and  the  consequent  installation  of  traffic  signs  at  a  dangerous  school 
crossing.  He  found  the  actions  of  N.A.P.  quite  helpful  and  essential  to  establishing 
a  positive  communication  link  between  neighborhoods  and  line  agencies.  He 
stressed  the  point  that  N.A.P.  is  not  a  duplication  of  complaints  nor  a  sounding 
board  for  City  Hall  but  an  action  liaison  between  the  various  city  agencies  and 
the  neighborhood. 

In  an  interview  with  Superintendent  Charles  Malasso  of  the  Sanitation  Depart- 
ment, the  issue  of  abandoned  cars  in  Laurelton  was  discussed.  In  1970,  1800  cars 
were  abandoned  in  Southeastern  Queens  Sanitation  District  #  67,  in  which 
Laurelton  is  situated.  This  number  rose  to  2546  in  1971.  Superintendent  Malasso 
said  that  N.A.P.  and  the  citizens  of  Laurelton  have  been  very  helpful  in  pin- 
pointing abandoned  cars  in  the  outlying  area.  Without  the  help  of  N.A.P.  he  felt 
that  his  limited  patrol  manpower  could  never  find  the  same  amount.  Due  to  the 
positive  communication  with  N.A.P.  he  has  tried  to  cooperate  with  the  community 
by  picking  up  cars  within  48  hours.  Our  laboratory  group  witnessed  this  co- 
operation while  out  in  Laurelton  one  day.  An  abandoned  car  was  spotted  early  in 
the  morning  and  hauled  away  by  late  afternoon.  In  summary,  various  agency 
heads  were  contacted  on  this  matter  and  their  opinions  expressed.  Overall,  N.A.P. 
has  established  a  positive  base  of  communication  with  several  city  agencies  in  an 
attempt  to  improve  the  delivery  of  services.  Although  some  improvements  have 
actually  occurred,  the  general  public  perception  as  indicated  by  our  survey  is 
that  the  level  of  services  has  remained  the  same  during  the  past  year. 

DISCOURAGEMENT    OF    BLOCKBUSTING 

The  N.A.P.  program  has  clearly  been  instrumental  in  generating  blockbusting 
activities.  N.A.P.  has  shown  an  ability  to  channel  peoples'  frustrations  into  action. 
Director  Alan  Hessel  has  developed  an  expertise  in  this  area  and  both  the  office  and 
community  has  significantly  benefited  from  his  knowledge.  The  most  important 
contribution  this  efifort  of  N.A.P.  has  made  to  date  in  Laurelton  is  the  education 
and  recognition  by  the  community  in  what  is  occurring  in  Laurelton. 

The  exact  effect  on  reduction  of  blockbusting  is  not  known,  but  the  incidence  of 
increasing  home  turnover  (see  appendix  A-4)  and  the  following  measure  below 
would  indicate  that  the  process  of  blockbusting  is  still  something  to  be  reckoned 
with  in  Laurelton. 
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COMPARISON  OF  HOUSE  SALE  ADVERTISING  VOLUME,  NEW  YORK  TIMES  AND  AMSTERDAM  NEWS, 
FOR  LAURELTON  NEIGHBORHOOD,  1969-71 


Number  of  advertisements 


New  York  Percent       Amsterdam  Percent 

Year  Times  change  News  change 


1969 426 460 

1970 - - 

1971 --- 


Total. 


262 

-38 
-8 

533 
581 

+16 

241 

+9 

929 

1,574 

Note-  This  measure  would  appear  to  indicate  an  increasing  tendency  on  the  part  of  local  real  esate  agencies  to  practice 
selective  selling  policy;  i.e.,  the  encouragement  of  blacks  (through  the  Amsterdam  News),  and  relative  discouragement 
of  whites  (through  the  New  York  Times),  to  migrate  to  the  Laurelton  neighborhood. 

Conclusions 

The  evaluation  of  the  Laurelton  Neighborhood  Action  Program  was  divided 
into  three  areas:  the  effort  made  by  the  program,  the  effectiveness  of  the  Neighbor- 
hood Action  Program  in  terms  of  meeting  its  subobjectives,  and  fiaally,  the  effect 
the  program  has  had  on  stabiUzation.  The  conclusions  that  follow  are  based,  where 
possible,  on  empirical  evidence,  and  on  our  sense  of  the  community  resultmg  from 
our  resident  survey  and  community  interviews. 

Effort. — Has  taken  place  in  the  areas  of  securing  capital  improvements,  organiz- 
ing block  associations,  and  contributing  to  the  anti-blockbusting  campaign.  The 
efforts  of  the  Director  are  to  be  commended. 

Effectiveness. — Tangible  capital  improvements:  while  the  major  portion  of  the 
program  has  yet  to  be  implemented,  the  majority  of  the  residents  neither  knew 
of  the  planned  improvements,  nor  were  cognizant  of  those  improvements  which 
have  already  occurred.  j   j        j 

Durability  of  associations:  the  number  of  block  associations  has  expanded,  and 
a  block  association  federation  has  been  organized  with  the  help  of  the  program. 
It  is  not  possible  to  tell  at  this  time  whether  these  organizations  are  self-sustaining. 

Visibility  of  the  program:  our  survey  indicates  it  is  widely  known,  but  this  is 
merely  recognition  of  the  name  and  few  people  associated  the  program  and  its 
fl  oti  vit  IPS 

Delivery  of  services:  has  remained  the  same  during  the  past  year,  and  the 
program  is  concentrating  its  capital  improvement  program  in  the  area  in  which 
residents  registered  their  biggest  complaint  (road  repair). 

Anti-blockbusting  campaign:  a  significant  contribution  of  the  program  has  been 
in  this  area.  The  program  has  clearly  had  a  major  impact  in  anti-blockbusting 
activities  and  in  having  the  community  recognize  what  was  occurring. 

Effect  on  stabilization:  based  on  the  residents  survey,  interviews,  and  our 
general  impressions  of  the  program's  goals  and  accomplishments,  we  feel  the 
program  has  not  contributed  to  stemming  the  tide  of  racial  or  economic  class 
out-migration.  Perhaps  the  major  fault  of  the  program  lies  in  ' ^  ^'ig  able 

to  empirically  answer  the  question  of  the  program's  effect  on  .  tabiUzation. 

Recommendations 

Based  on  our  conclusions  we  recommend  that  a  monitoring  system  be  established 
to  measure  (based  on  the  indicators  we  have  suggested  or  others)  the  impact  of 
the  various  programs  on  the  area.  The  purpose  of  this  effort  is  to  determine  which 
activities  are  most  useful,  and  whether  the  program  has  an  actual  impact  on 
'stabihzing'  the  area.  We  suggest,  for  example,  that  a  survey  be  conducted  of  the 
area  where  the  street  paving  will  shortly  take  place,  and  that  these  blocks  be 
closely  monitored  during  the  next  year. 

The  sample  of  the  sale  of  houses  in  the  area  indicates  that  the  turnover  on  sev- 
eral blocks  has  been  minimum.  These  blocks  should  be  analyzed  to  see  whether 
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the  reasons  for  low  turnover  can  be  applied  elsewhere.  On  those  blocks  whf.rp 
ndghtrhood""^'  ''^  ""^^  ^"^"^^  "^^^^  *°  ^'^^-^^  ^he  fea?s"of  thtaff'cS 
Finally,  we  suggest  that  an  intensive  effort  be  made  to  establish  strong  block 
associations  and  a  strong  federation.  One  possibility  to  consider  is  the  use  of  these 
organizations  as  the  means  for  deciding  the  type  of  future  capital /Sprovements 

Overview 
The  purpose  of  this  section  of  the  report  is  to  take  one  step  back  from  thp 
^r'opHaVto  i^k'  "'  '^'  P"^^""  ''•^"^  '"'^^^^^^  perspecrivTVe  fee/[tTs  ap! 

Wo^'ullinhT^'menre^S^Z^^e^t^^urtdl  '^^^^^^^^^  ^'^'^  '  ^°  ^^^-^  --^^^^ 
Is  this  the  proper  organization  for  the  task*? 

stabilizationr'^^*    °^    ^'''^^^    ""^^'^^^    improvements    the     way     to     achieve 
The  first  question  cannot  be  answered  at  this  time  due  to  insufficient  data  and 
the  unavailabihty  of  a  control  group.  We  feel  this  is  an  important  qiestion  which 
must  be  answered  m  order  to  determine  whether  the  program  should  be  continued 

prtotZei^^^^^^ 

bfeSne^\;;y  o^kr  S^efo^S^^^  ''-''''  ^^^^'^'^  ^^  sug^elt  ^IfatlhS: 

criS-L^nid '.1?™!?'"'  f "  ^^l^  ^l  approached  by  determining  the  evaluation 
criteria  and  alternatives  for  each.  The  criteria  for  program  concept  are-  education 
'J^^'  T'^^f?  *"  community  affairs,  the  creation^f  a  fee  ing  that  the  CU? 
community       ^^''''^'°"'  ^"^  '^'  ^^^^*^°^  °f  ^  PO^^^ive  psychology  about  the 

invT,Wp°th?l'n  ^'""""^-f  ™'*'''^  't°''^'^  ^^  ^'  apolitical  as  possible,  have  longevity, 
involve  the  community  as  much  as  possible,  be  visible,  and  have  some  fiscal 

esTibUsh'^an  ellhfa'tlon'^"'  "°"  ^'^  ?H^^  ''''''  ^°  '"^^i^-  these  qu:stTons  and 
establish  an  evaluation  process  which  will  determine  the  answers. 

Appendix  A 

TABLE  Al.-LAURELTON  (OWNER):  HOUSING  OCCUPANCY  BY  RACE.  MEDIAN  HOME  VALUE,  MEDIAN  FAMILY  SIZE 

BY  CENSUS  TRACT,  1960-70 


Housing  occupancy 


White 


Black 


Census  tract 


Median  value  Median  family  size 


1960 


1970 


1960 


1970 


1960 


1970 


1960 


1970 


32|-- --  88 

300 _         _     _  gg 

606:::::::: --------  'H 

111 ::::::::::::::  loo 

610 gg 

III-- - - 100 

614 100 

616.01 gg 

"8 100 

"0 —  100 

OiJ6 _ gg 

630 _..::  gg 

632 gg 

llf.- --::::::  loo 

"0 100 

682 100 

Total gg 


33 
54 
63 
70 
52 
48 
72 
80 
73 
82 
71 
43 
57 
80 
94 
92 
68 
69 


66 
46 
36 
29 

4/ 
51 
27 
20 
27 
17 
28 
57 
42 
19 
6 
7 

31 
30 


15.1 
16.4 
17.4 
17.1 
1..  ^ 
17.5 
17.3 
17.6 
19.2 
18.2 
17.7 
15.6 
17.1 
17.7 
18.1 
18.3 
16.8 


24.0 
23.5 
25.9 
24.7 
2b.  5 
25.9 
25.7 
25.8 
27.1 
24.6 
25.7 
22.6 
23.7 
24.0 
24.3 
24.1 
22.9 


3.3 
3.9 
3.3 
3.0 
3.2 
3.7 
3.5 
3.6 
3.6 
3.6 
3.3 
3.6 
3.8 
3.7 
3.3 
3.7 
3.9 


3.9 
3.7 
3.0 
2.9 
3.3 
3.3 
3.2 
3.2 
3.3 
2.8 
3.1 
3.6 
3.4 
3.2 
3.2 
3.2 
3.1 


Source:  U.S.  Census  Bureau,  1960-70. 
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TABLE  A2  -COMPARISON  OF  HOME  OWNERSHIP  AND  MEDIAN  FAMILY  SIZE  IN  THE  3  CENSUS  TRACTS  SAMPLED, 

1960,  1970,  1972 


Census  tract 


620:  Home  ownership: 

Percent  white 

Percent  black 

Median  family  size. 
626:  Home  ownership: 

Percent  white 

Percent  black 

Median  family  size 
646:  Home  ownership: 

Percent  white 

Percent  black 

Median  family  size 
All:  Home  ownership: 

Percent  white 

Percent  black 


Source:  Census  data,  survey  results. 


TABLE  A3.-SURVEY  RESULTS 
QUESTION  NO.  1 


QUESTION  NO.  2 


Heard  of  NAP: 

Yes 

No 


QUESTION  NO.  4 


Services 


In- proved 


Garbage 

Police 

Road  repair — 

Schools 

Transportation. 

Total... 


QUESTION  NO.  5 


1960 


1970 


Total 


Black 


198 
40 

0  to  2  years 37 

2  to  4  years ,, 

5  to  10  years ---  c-j 

Over  10  years - - 

Percent " 


Number 


109 
88 


42 
43 
140 
50 
36 


111 
86 
28 
51 
60 


311 


336 


Number 


QUESTION  NO.  7 


1972 


100 

71 
28 
3.1 

43 
57 
3.6 

92 

8 

3.2 

69 
30 

53 

47 

3.8 

0 

3.3 

98 

32 
68 
3.9 

2 

3.6 

100 

72 

28 

3.6 

0 

3.3 

99 

53 
47 

1 

White 


104 
12 
11 
19 
62 
53 


Percent 


Worse     Stayed  same         Don't  know 


9 
28 

9 
59 
58 

163 


Percent 


Aware  of  improvements:  71  36 

Yes - 124  64 

No - - 

QUESTION  NO.  6 

3.8 

Median  family  size - ^ 


Slay  in  Laureltop?  170 

Yes 28 

No - 
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-mi- 


e-<%c 


f — l«»feS — » 


f-n4i — ^  «-H^io 


..,<.■   />^;  l^i'-    /»f 


i^A,   /•^>.-;  »■:•,••  CcT    .■'.•!:  r'T'. 

iv;.  .•'/?.  ,-:'A  .4,V(  *A  I 


■■'^r/ 
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7» 
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?> 
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(y 
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Appendix  B 
Methodology  of  Sample  Survey 

An  examination  of  census  tract  data  for  1970  (see  Table  A,  Map  Ci)  revealed 
a  pattern  of  racial  distribution  within  Laurelton,  i.e.,  a  higher  proportion  of 
white-owned  households  were  nearer  the  western  edge,  a  higher  proportion  of 
Black-owned  households  were  on  the  eastern  border,  and  a  relatively  balanced 
area  was  in  the  middle.  The  census  tracts  were  ranked  in  order  of  Black-white 
proportion  and  then  divided  into  three  sub-populations  (Map  C4).  One  census 
tract  .  ithin  each  sub-population  was  chosen  and  a  systematic  sampling  method — 
every  fourth  house — was  used  in  the  three  census  tracts. 

Every  block  within  census  tract  620  was  surveyed  on  Saturday,  April  1,  1971, 
from  1:30  to  4:30  p.m.  Due  to  time  limitations  cluster  sampling  was  used  on 
census  tracts  623  and  646.  Within  the  two  samples  one  third  of  the  blocks  were 
chosen.  Tract  626  was  surveyed  from  10:30  a.m.  to  12:00  noon  and  Tract  646 
from  1:30  to  3:30  p.m.  Both  were  done  on  April  8,  1971.  The  four  group  members 
conducted  the  survey. 

NUMBER  OF  SAMPLES  OBTAINED  BY  TRACT 


Surveys 
conducted 


Units  in 
census  tract 


Census  tract  206 
Census  tract  626 
Census  tract  646 

Total 


100 

435 

45 

586 

53 

719 

198 


1,740 


If  no  one  was  home  the  next  house  was  surveyed.  This  was  repeated  until  a 
response  was  obtained;  the  same  method  was  used  with  refusals.  Generally, 
residents  were  cooperative  and  only  a  few  refusals  were  encountered  per  block. 
The  questionnarie  used  is  on  the  following  page.  See  Tables  A2  and  A3  for  survey 
results. 
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Questionnaire 

1.  How  long  have  you  lived  in  Laurelton? 
Years : 

0-less  than  1 5-10 

1-2 Over  10 

2-4 

2.  Have  you  heard  of  the  Laurelton  Neighborhood  Action  Program? 

Yes Capital  Improvement 

No Block  Association 

Anti-block  busting 

Service  Improvement 

Other 


3.  Does  your  block  have  a  block  association? 

Don't  know Do  you  belong?     Yes No 

No 

Yes 

4.  During  the  past  year,  do  you  feel  that  the  following  services  have: 

Service  Improved     Gotten  worse     Stayed  same         Don't  know 

Garbage  collection 

Pol i ce  p rotection 

Road  repair 

Schools 

Transportation... 

Other  (specify) - 

5    Are  you  aware  of  any  physical  improvements  that  have  occurred  during  the 
past  year,  or  are  planned  for  the  future,  in  the  Laurelton  area? 

Yes 

No 

6.  How  many  people  are  in  your  household? 

1  person 5  people 

2  people 6  people 

3  people 7  people 

4  people  

7.  Are  you  planning  to  stay  in  Laurelton?  Comment  why. 
Yes 

No 
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Mor^Ci'XMAP    CAPITAL  JMPRO\/EM^I\/TS 
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MAP  C^  :B]ocl:'Assoi,U6i,s   ••    ,   .   , 
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MAP  <^L^  -Cevisv>:  ■^''^■/^  Sm[/euecJ. 


Appendix  D 
Interviews 

1.  Mr.  Melvin  Artis,  President  of  Mentone  Avenue  Block  Association  (personal 
interview,  April  4,   1972).  ^   t-.     •  /  u 

2.  Mr.  Paul  Brown,  Queens  Borough  Highway  Department  Engineer  (.phone 
interview,  April  5,   1972). 

3.  Dr.  Abraham  Burstein,  Director  of  Economic  Research,  Human  Resources 
Administration  (personal  interview,  April  11,  1972).  *      .,  ,  i    mTON 

4.  Mr.  Butler,  Commissioner  of  Sanitation  (phone  interview,  April  ^,}>J-^'^>- 

5.  Mrs.  Alan  Cohen,  Laurelton  Jewish  Center  (phone  interview^^  April  10,  IJJZ). 

6.  Reverend  Wilbur  Cowen,  Laurelton  Epithany  Lutheran  Church  (personal 
interview,  April  8,  1972). 
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Apriltmt'''  ^'''^^'  ^^"''^'°°  ^^^"^^"^  "^  Commerce  (phone  interview, 

(phonf[ntervSw%Tn  6'?972r'''^"'  °'  ^'""'  ''"^'"'^°'^   °^^"^^  ^^  ^^ 
1972)^ '■  ^^'''''  ^'''^'''  ^^"'^'^  ^^Shts  Commission  (personal  interview,  April  4, 
}?■   m";  Hf,'"old  Hagan,  President  of  Carbo  Oil  (phone  interview  April  6   1972^ 
(peVlon^rinti^vie^rTJril^^^^^^^^^^^  ^^"^^^^^"  Neighborhood  ActS^^S 

int'e'rvi^w;  JprflTm2)'^''""''"'"  ^'^^'^  ^"^'"^  Community  Relations  (phone 
1972).^'-  ^^''^^  ^'^''"''  ^^"^  ^^^^^^  P^««^  R^P^^ter  (phone  interview,  April  6, 
terview^Apdin,l9?2).^^P'"^''^^'^  Sanitation  Queens  Borough  (phone  in- 
iglS.  Mr.  J.  Palminteri,  Laurelton  Athletic  Association  (phone  interview,  April  7, 

Aprii  ia'i972r"'^'''''  ^°"^^"^ity  P^^^^ing  District  No.  13  (phone  interview, 

sociItiot\^hon?SSvfeTAp^^  "^^""^^^^  ^'''''^'''^  ''  ^'^^^  ^- 

AslLZn%!'oZ&.ii:XSe''^^^^^^  ^^"^^^^-  ^^^-^^--  °f  Block 
Aprii  l^'l972r^'   ^^P^^^'^^^t  of  Traffic  Queens   Borough   (phone    interview, 

view;  4rinrm2)^"''"'  ^°'°"^^  ^^"^^^'^  °^  ^^^^  Facihties  (phone  inter- 
of  |du|^^^^^^^^^^  intern  for  New  York  Board 

Co?suirants''(tSonrS^^^^^^^  I-.,  Real  Estate 
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EXHIBIT  8 

Department  of  State,  State  of  New  York  Public  Hearing  to  Declare  East  Flat- 
bush,  Crown  Heights,  Brooklyn,  and  Cambria  Heights,  Laurelton,  Long  Island 
Non-Solicitation  Areas 

Department  of  State,  State  of  New  York, 

July  8,  1971. 

Public  Hearing  To  Declare  East  Flatbtjsh,  Crown  Heights,  Brooklyn, 
AND  Cambria  Heights,  Laurelton,  L.I.,  Non-Solicitation  Areas 

Upon  a  hearing  held  June  30,  at  the  office  of  the  Department  of  State  at  270 
Broadway,  New  York  City  at  10:30  A.  M.  and  at  Tilden  High  School,  East 
57th  Street  and  Tilden  Avenue,  Brooklyn,  N.  Y.  at  8  P.  M.  and  a  transcript 
of  such  hearing  having  been  duly  filed  and  a  public  hearing  having  been  called 
by  the  Secretary  of  State  to  determine  whether  an  order  should  be  issued  restrict- 
ing licensed  brokers  and  salemen  from  soliciting  listings  for  sale  of  properties 
owned  by  resident  homeowners  in  the  East  Flatbush  and  Crown  Heights  areas 
of  Brooklyn  and  the  Cambria  Heights  and  Laurelton  areas  of  Queens,  N.Y.  and 
having  filed  due  proof  of  notice  to  2600  real  estate  brokers  and  to  the  Brooklyn 
Real  Estate  Board  and  Long  Island  Real  Estate  Board  and  all  other  interested 
community  and  civic  associations  representing  the  homeowners  in  said  areas  and 
the  following  persons  having  appeared  in  support  of  said  order: 

Vito  Battista,  Assemblyman,  38  E.D.;  City  Councilman,  Ted  Silverman; 
Herman  Brown,  Executive  Director  of  American  Jewish  Congress;  Rabbi  Solo- 
mon Shapiro;  Irving  Klein,  of  the  Hyde  Park  Community  Association  of  East  Flat- 
bush;  Bernard  Klein,  Executive  Director  of  the  East  Flatbush  Civic  Association; 
William  Katzberg,  of  the  Laurelton  Fair  Housing  Council;  J.  E.  Steingold  of  the 
Laurelton  Fair  Housing  Council;  Daniel  Martin,  of  the  Beverly- Tilden  Block 
Association,  Herman  Kramer,  Executive  Counsel  of  the  East  Flatbush  Civic 
Association;  Sidney  Goldner,  Director  of  the  Neighborhood  Action  Program  in 
East  Flatbush  of  the  City  Planning  Commission  of  the  City  of  New  York;  Allen 
Hessel,  Director  of  the  Neighborhood  Action  Program  in  Laurelton  of  the  City 
Planning  Commission  of  the  City  of  New  York;  Russell  Washington,  Deputy 
Director  of  the  Neighborhood  Action  Program  in  Laurelton;  Reverend  Wilbur 
Cowan,  Pastor  of  the  Epiphany  Lutheran  Church  in  Laurelton;  Joseph  Licciardi 
of  the  Interboro  Action  Committee  in  East  New  York ;  Rabbi  Hecht  and  Rabbi 
Frankel;  and  after  hearing  750  resident  homeowners  at  Tilden  High  School  in 
support  thereof  and  after  hearing  in  opposition  thereto  the  following  persons: 

Assemblyman  Vander  L.  Beatty  of  the  54  E.D.;  Robert  Buckner  of  the  Bedford 
Stuyvesant  Real  Estate  Board  and  Bishop  Charles  Stevenson,  Licensed  Real 
Estate  Broker  and  Pastor;  Doris  B.  Turner,  Licensed  Real  Estate  Broker;  Morris 
Vogel,  Licensed  Real  Estate  Broker  and  Jesse  Gardner,  Licensed  Real  Estate 
Broker. 

And  reading  the  statement  of  Eleanor  Holmes  Norton,  Chairman  of  the  City 
Commission  on  Human  Rights  announcing  a  public  hearing  "to  bring  an  end 
to  this  illegal  and  immoral  activity"  and  that  "many  real  estate  agents  have 
circumvented  the  law  by  avoiding  direct  racial  or  ethnic  representatives."  That 
her  staff  has  knocked  on  1500  doors,  conducted  500  interviews  in  the  Laurelton- 
Cambria  Heights-East  Flatbush-Crown  Heights  areas  and  that  she  has  "ample 
circumstantial  evidence  to  indicate  that  unscrupulous  realtors  are  deliberately 
fomenting  fear  and  racial  bigotry  in  said  areas"  and  that  her  agency  will  move 
against  those  who  engage  in  blockbusting  that  produces  panic,  financial  loss  and 
destruction  of  neighborhoods  .  .  .  undermine  the  fabric  of  racial  integration 
mandated  by  law. 

Now,  therefore,  by  reason  of  the  foregoing  I  find  that  there  is  improper  and 
excessive  solicitation  and  harassment  of  homeowners  generating  fear  and  panic 
in  the  resident  homeowners  conducive  to  blockbusting  seriously  and  substan- 
tially rendering  impossible  the  orderly  integration  and  preservation  of  the  sta- 
bility of  the  community  and  promoting  the  exploitation  of  minority  groups  in 
the  areas  designated  and  known  as  Crown  Heights,  East  Flatbush  of  Brooklyn 
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and  Cambria  Heights-Laurelton  of  Queens,  New  York  and  whereas  the  acceler- 
ated participation  in  the  aforesaid  illegal  and  immoral  activity  renders  time  to 

^^Now^V/'reason  of  the  aforesaid  findings  and  by  virtue  of  the  inherent  power 
vested^in  me  as  Secretary  of  State  pursuant  to  Article  12-A  of  the  Real  Property 

■^^OrdereShat  all  licensed  real  estate  brokers  and  salesmen  are  hereby  restricted 
and  shall  cease  and  desist  from  soliciting  (listings  of  properties  for  sa  e  and  for 
purchase)  in  any  manner  whatsoever  including  but  not  limited  to  letters,  post- 
cards telephone  calls,  door  to  door,  window  signs,  billboards,  advertisements  by 
handbiUs  or  news  publications  in  the  area  in  Brooklyn,  New  York  known  as 
East  Flatbush— Crown  Heights  bounded  on  the 

North  bv  Atlantic  Avenue  ^        ,     ^.t        -ir    i 

West  by  Flatbush  Avenue  down  to  Winthrop  Street,  East  to  New  York 
Avenue  down  New  York  to 

South  to  L.I.R.R.  Cut  at  Avenue  H 

East  to  Ralph  Avenue  into  Rockaway  Parkway    ^  .     „  .  ,  ^       ^  ^  ,^^h„„ 
And  in  the  area  of  Queens,  New  York  known  as  Cambria  Heights— Laurelton 
bounded  on  the 

North  by  Murdock  Avenue 
South  by  North  Conduit  Avenue 
East  by  Laurelton  Parkway  &  County  Line 
West  by  Springfield  Blvd.  ,  .,  .     j       ^-w     4.u  +;„« 

That  all  solicitation  be  and  is  hereby  prohibited  until  further  notice     ^,,^..^^ 
That  any  violation  thereof  shall  subject  the  licensee  to  the  penalties  provided 
in  Section  441-c  of  the  Real  Property  Law.  ^^^^  p  Lomenzo, 

Secretary  of  State. 

EXHIBIT  9 

Correspondence  Between  the  Subcommittee  and  The  Cambria  Heights  Civic 
Association  Dated  November  29,  1971.  Listing  Real  Estate  Brokers  on  Linden 
Blvd.  in  Cambria  Heights,  New  York 

The  Cambria  Heights  Civic  Association,  Inc., 

Cambria  Heights,  L.I.,  N.Y.,  November  29,  1971. 
Mr.  Richard  Saliterman, 
Senate  Anti-Trusts  Monopoly  Subcommittee, 
New  Senate  Office  Bldg.  Annex, 
Washington,  D.C.  •     j  + 

Dear  Mr.  Saliterman:  Sorry  for  the  delay.  I  was  anxious  to  obtain  documenta- 
tion on  the  specific  items  about  which  we  spoke  when  you  were  in  Queens,  JN.  i . 

^^  sS^'sed  is  a  list  of  real  estate  brokers,  many  of  whom  have  opened  their  busi- 
ness within  the  last  3  years.  All  of  these  are  located  on  Linden  Blvd.  our  business 

'*  We  S  ?heV^are° there  only  to  stimulate   changes  in  homeownership.   Our 
neighborhoodil  presently  abou(40%  black  and  60%  -^it-  Througi  U.e^^^^^^ 
of  our  Association  we  have  succeeded  in  having  most  of  Cambria  Heights    (a 
community  of   7,000  homes)    declared  a  non-solicitation   area  by  the   Div.   ol 
Licenses  of  the  Secretary  of  N.Y.  State's  office.  r>-  u,.   „hii   r^rpvpnt 

Presently  we  are  hoping  the  Commission  on  Human  Rights  will  prevent 
speculators  and  dealers  from  soliciting  since  they  do  not  come  under  the  regula- 
tions of  the  Div.  of  Licenses.  t      •  i  ^  t  ^„^  Qfot^  r>«««iP^ 

Such  an  action  will  only  come  about  if  the  Legislature  of  our  State  passes 
such  a  law.  In  addition  we  are  hopeful  that  the  Legislature  will  f^yf  ^he  Com- 
mission on  Human  Rights  the  authority  to  restrict  ^ny  further  sales  of  homes 
in  our  area  by  brokers  and  dealers  if  such  sale  adversely  affects  the  racial  balance. 
Otherwise  we  feel  there  is  little  hope  for  stability  in  integrated  communities. 
Such  a  law  is  not  designed  to  prevent  an  individual  homeowner  from  executing 

We  f^ed  that  FHA  and  VA  mortgages  seem  to  be  available  only  within  certain 
areas.  As  an  area  becomes  largely  black  these  mortgages  become  inoredifficuU 
to  obtain  while  conversely  the  mortgages  are  given  for  almost  full  value  in  less 
Integrated  areas. 


181 

Other  problems  we  are  experiencing  in  our  integrated  neighborhood  are  as 
follows: 

1.  Insurance  (plate  glass,  burglary,  fire)  have  become  more  restrictive;  in  some 
instances  companies  have  refused  to  renew  policies  although  the  insured  has  had 
no  unfavorable  experiences. 

2.  Occupancy  problems  largely  due  to  unscrupulous  brokers  misleading  the 
purchasers  of  homes  into  thinking  they  can  rent  part  of  the  house  to  other  families, 
(illegal  occupancies) . 

3.  Sales  to  unqualified  buyers  by  extending  purchase  money  (2nd  mortgage). 
In  a  short  time  these  people  fall  behind  in  their  payments  and  neglect  maintenance. 

4.  City  of  N.Y.  guilty  of  placing  welfare  clients  in  private  houses  for  a  monthly 
rental.  Such  rentals  are  very  bad  when  no  provision  is  made  for  the  maintenance 
of  the  property  or  the  house.  We  have  had  a  welfare  mother  with  9  children  in 
a  private  detached  house  which  resulted  in  the  moving  of  her  neighbors  on  each 
side  because  of  the  run  down  condition  of  the  house  in  a  little  over  one  year. 

The  foregoing  contributes  greatly  to  the  deterioration  of  the  character  of  a 
neighborhood  without  having  a  single  thing  to  do  with  integration. 

Thank  you  for  your  interest  and  we  are  hopeful  that  the  Sub-Committee  will 
bring  out  the  evidence  that  will  make  bankers,  mortgagors,  insurance  companies 
and  brokers  more  responsible. 
Very  truly  yours, 

William  A.  Pfiffer, 
President,  Board  of  Officers. 

Listing  of  Real  Estate  Brokers  on  Linden  Blvd.  in  Cambria  Heights,  N.Y. 

1.  George  Danelle,  233-22  Linden  Blvd. 

2.  Mr.  Beaudu,  231-07  Linden  Blvd. 

3.  John  E.  Blessinger,!  230-11  Linden  Blvd. 

4.  Kaybet  Realty,i  229-24  Linden  Blvd. 

5.  Kaufman  Realty,  228-11  Linden  Blvd. 

6.  Lloyd  Meyers,!  227-03  Linden  Blvd. 

7.  Rela  Estate  Inc.,'  227-01  Linden  Blvd.  (rear  store  facing  227th  Street). 

8.  Sheridan  Realty,  225-20  Linden  Blvd. 

9.  Joslyn  Dixon,  225-21  Linden  Blvd. 

10.  5th  Avenue  Realty, i  225-01  Linden  Blvd. 

11.  F.  J.  Smith,  224-08  Linden  Blvd. 

12.  Ballentine  Realty,  224-02  Linden  Blvd. 

13.  Hawley  &  Hawley,  222-21  Linden  Blvd. 

14.  Que  Ville  Realty,  222-20  Linden  Blvd. 

15.  FrankHn  Morris,'  220-05  Linden  Blvd. 

16.  Real  Estate  Broker,'  219-11  Linden  Blvd. 

17.  Marcel  Fleury,'  219-15  Linden  Blvd. 

18.  Real  Estate  &  Improvement,'  217-09  Linden  Blvd. 

19.  Long  Island  Homes,  216-17  Linden  Blvd. 

The  foregoing  information  was  given  under  oath  at  a  public  hearing  in  July, 
1971  conducted  by  the  Commission  on  Human  Rights  inquiring  into  block  busting 
tactics. 

EXHIBIT  10 

Correspondence  From  Allen  Hessel  of  the  Laurelton  Neighborhood  Action  Pro- 
gram to  Senator  Hart  Asking  for  Investigations  of  Housing  in  Laurelton 

Laurelton  Neighborhood  Action  Program, 

Laurelton,  N.Y.,  September  16,  1971. 
Senator  Philip  A.  Hart, 

Chairman,  Senate  Antitrust  and  Monopoly  Subcommittee, 
U.S.  Senate,  Washington,  D.C. 

Dear  Senator  Hart:  After  reviewing  the  statements  of  speakers  appearing 
before  your  hearing  and  listening  to  the  testimony  given,  I  can  only  further 
extend  an  invitation  to  your  subcommittee  to  begin  preparations  for  a  hearing 
in  New  York  City.  The  Neighborhood  Action  Program  was  established  by  the 
City  of  New  York  to  combat  the  deterioration  of  six  middle  income  communities 
undergoing  ethnic  change  aid  the  target  of  "blockbusting  activities."  In  particu- 
lar, two  of  these  six  areas.  East  Flatbush  and  Laurelton  are  undergoing  the  same 


Indicates  business  was  opened  recently  (within  the  last  3  years). 
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vipious  changes  as  brought  out  in  these  hearings  in  Boston.  Both  Mr.  Sidney 
Goldner  arel  dfrector  for  East  Flatbush,  and  myself  have  been  engaged  in 
briSto  the  attention  of  City  and  State  agencies  much  of  the  same  type  of 
tesSnv  presented  here.  Although  there  is  no  "red  line  in  New  York  as  a 
resulTof  a  predetermined  agreement  by  bankers,  we  can  show  a  "de  facto    line 

"  wl\\^TbSnrcSul  in  obtaining  a  Non-Solicitation  designation. for  these 
areas  through  the  N.Y.  Sec.  of  States  Office  and  in  preparing  discrimination 
rises  throulh  the  City  Commission  on  Human  Rights.  However,  solution  to 
fhS  nroWems  must  be  sought  at  the  Federal  level,  particularly  in  regard  to  the 
F  ha!  and  V.  A  mortgage  Ictivities  in  these.areas.  Would  you  therefore,  closely 
Pvflmine  our  request  for  a  hearing  to  be  held  in  New  York  City. 

I  reto  you  to  my  previous  letter  of  August  18  and  the  written  approval  of 
Rep.  Joseph  Addabbo,  Congressman. 

Than  you  for  your  cooperation  in  this  matter. 

Very  truly  yours,  ^   ^   ^^^^^1^ 

Area  Director. 
EXHIBIT  11 
Copy  of  Advertisement  for  Public  Equities  Corp. 

Public  Equities  Corp., 
FHA  Approved  Lending  iNsriTUTioN, 

He-npstead,  N.Y. 

|"/re  ^knock  Tselvefout  with  letters,  attractive  mortgage  kits  and  per-nal 
visits  to  your  office  by  our  representatives,  and-are  you  ready  for  this?  Some 
of  you  have  yet  to  give  us  a  chance! 

S^o'yoTuke^TuaMed're^pr^^^^^^^^^^^^  take  credit  on  contract?--We  do  it. 

So  C  Uke  yTur  appUcations  processed  with  loving  care?-Glona  does  it 
Do  vou  like  fast,  efficient,  on-time  closings?-Frank  Rinaldi  wi.  oblige  you^ 
Do  you  Uke  courteous,  respectful,  intelligent  representatives  calling  at  your 

°^^:Vou^likrhoiU^^coiS?^^^^^^^ 

the  JeS  and  ?r's?Mortgage  Mavins,  will  give  them  to  you  and  hva  with  them- 

^rcom?o"n!  Try  us-You'U  like  us!-You'll  like  us!- You'll  l.ke  us! 

Donald  Glachman. 
Donald  Renehan. 

EXHIBIT  12 

Jewish  Council  of  Southeast  Queens  Statement  of  Policy-September  14,  1971. 

Concernmg  Housing 

Jewish  Council  of  Southeast  Queens,  Statement  of  Policy 
The  10  000  Jewish  families  of  Southeast  Queens  find  their  position  as  a  Jewish 
community  in  the  metropolitan  area  at  a  critical  crossroads.  «„hnrh«, 

Although  many  cities  all  over  our  nation  are  witnessing  the  flight  to  the  suburbs 
the  Jewrsf  c?mm';mity,  more  than  any  other  ethnic  group  has  become  debihtated 
more  raoidlv  for  several  diverse,  sociological  reasons.  The  plight  ot  tne  jewisn 
f'SmUiesTemaining  becomes  difficult  and  ultimately  unmanageable  be^^^^^^^^ 
needed  attachment  to  other  Jews,  the  Synagogue  and  Jewish  Me,  essential  ingre 

'"5elprte?he\et"gnizable  syndrome,  in^^^^^ 

performed  yeoman  service  for  Jewry  for  many  years— are  today  transnxea  ana 
seemingly  prepared  to  write  off  Jewish  community  after  Jewish  com  nunity  with 
outTnv  definable  supportive  program  for  such  local  Jewry.  Bland  suggestions  to  up- 
grade c'ity  services  wwfe  exhorting  Jewish  families  to  remain,  are  simply  inadequate 
band-aid  therapy.  The  problems  are  more  deep  rooted.  ^^  ^i^h 

*?  r.Kto?;rSe';!^yma-  S  ^,;SZS^A^:^e.  and 
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imaginative — must  be  developed — and  soon — if  we  wish  to  retain  Jewish  com- 
munities within  the  city. 

In  southeast  Queens,  an  area  of  predominantly  one  family,  middle  income 
homes,  the  Jewish  community  has  shown  a  remarkable  resilience  and  endurance 
in  fighting  the  syndrome.  It  is  a  place  where  a  concerted  effort  has  the  most 
favorable  chance  of  success.  It  is  for  such  reasons  that  we.  The  Jewish  Council 
of  Southeast  Queens  advocites  the  following: 

We  propose  thf  creation  of  a  one  half  million  dollar  fund  by  Jewish  organizations 
to  be  made  available  tc  Jewish  families — as  'no  interest  down  payment  loans'  for 
buying  homes  in  the  Jewi-sh  communities  of  southeast  Queens. 

A  similar  program  on  a  smaller  scale  has  already  been  organized  for  the  Cleve- 
land Heights  area  of  Cleveland,  Ohio — funded  by  The  Hebrew  Free  Loan  Society 
and  the  Cleveland  Jewish  Community  Federation. 

It  is  for  such  reasons  that  we  have  called  together  many  Jewish  organizations 
this  evening  because  we  have  taxed  the  limits  of  our  local  abilities  and  remedies. 
This  is  the  time  in  history  and  the  place  to  make  a  national  investment.  It  is 
an  agonizing  challenge  to  national  Jewish  leadership  that  cannot  be  ignored  much 
longer.  It  cannot  be  laid  aside  as  a  memorandum  on  someone's  desk  to  file  for 
posterity — or  wTitten  off  in  moral  sermonizing.  We  won't  allow  ourselves  to  go 
unnoticed  in  seeking  Jewish  philanthropy  to  save  a  Jewish  community. 

We  have  offered  the  specific  idea  of  The  One  Half  Million  Dollar  Fund  and 
look  to  your  organizational  apparatus  to  pick  up  the  ball  and  create  a  viable 
machinery  for  this  task.  We  ask  you  to  bring  this  proposition  to  your  national 
constituencies  with  the  urgency  equal  to  the  moment.  Thousands  of  Jewish 
families  will  be  watching  how  we  respond  to  the  challenge. 
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WEDNESDAY,  MAY  3,   1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  the  Committee  on  the  JuDiciAR-i:, 

Washington,  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
1202,  New  Senate  Office  Building,  at  10:30  a.m.,  Philip  A.  Hart 
(chairman)  presiding. 

Present:  Senators  Hart  and  Fong. 

Staff  present:  Howard  O'Leary,  Esq.,  staff  director  and  chief 
counsel;  Jack  Blum,  assistant  counsel;  Peter  M.  Chumbris,  chief 
minority  counsel;  Charles  E.  Kern  II,  minority  counsel,  Janice 
Williams,  clerk;  and  Patricia  Bario,  editorial  director. 

Also  present:  Richard  Nolan,  staff  of  Senator  Hruska. 

Senator  Hart.  The  committee  will  be  in  order.  I  want  to  apologize 
for  this  delay  in  starting.  There  was  a  caucus  of  the  Democrats  in 
the  Senate  called  for  this  morning,  and  the  subject  matter  was  means 
of  terminating  our  military  presence  in  Indo-china. 

I  hope  all  will  agree  that  that  had  priority. 

Our  first  witness  is  the  secretary  of  state  for  the  State  of  New  York, 
the  Honorable  John  P.  Lomenzo. 

STATEMENT  OF  JOHN  P.  LOMENZO,  SECRETARY  OF  STATE, 
STATE  OF  NEW  YORK 

Mr.  Lomenzo.  Good  morning,  sir. 

Senator  Hart.  Good  morning. 

(Whereupon,  Mr.  Lomenzo  was  sworn  by  the  chairman.) 

Mr.  Lomenzo.  I  wish  to  present  Mr.  Patrick  Cea,  who  is  counsel 
to  the  Secretary  of  State  and  may  assist  me  in  testifying.  I  suggest 
he  ought  to  be  sworn  also. 

(Whereupon,  Mr.  Cea  was  sworn  by  the  chairman.) 

Senator  Hart.  Gentlemen,  thank  you  and  welcome. 

Mr.  Lomenzo.  Thank  you. 

Senator  Hart,  I'd  appreciate  the  opportunity,  first,  to  make  a 
statement  in  connection  with  this  matter  because  I  believe  that  in 
the  Department's  case,  because  of  our  peculiar  relationship  to  the 
problem,  that  we  are  in  a  position  to  give  a  history  of  the  matter 
that  might  be  of  some  assistance  to  this  committee. 

I  appreciate  this  opportvmity  to  appear  as  a  witness  before  the 
U.S.  Senate  Antitrust  and  Monopoly  Subcommittee  to  discuss  the 
most  vital  question  of  alleged  mortgage  and  other  housing 
irregularities. 

(185) 

83-703  O  -  73  Pt.  2A  -  13 


186 


I  particularly  want  to  express  the  appreciation  of  the  Secretary  of 
State  to  Chan-man  Senator  Philip  A.  Hart,  who  with  his  Senate  coi 
leagues  has  demonstrated  a  keen  awareness  of  the  seriousness  of  the 
dTsdosure  of  fraud  in  the  housing  field,  primarily  where  mortgages  are 
insured  by  the  United  States.  .,1^1       •       

What  is  most  unfortunate  about  the  disclosures  is  that  low-mcome 
minority  persons,  in  the  main,  haye  been  yictimized  by  manipula  ors 
Hean  unscrupulous  real  estate  brokers  and  dealers,  and  I  wish  to 
emphasize  the  word  "dealers,"  Senator,  because  as  we  progress  here, 
they  take  on  a  yery  significant  meaning  m  all  ot  this.  ^ 

The  dea'er  is  an  unlicensed  indiyidual  and  is  somewhat  immune 
from  discipline  for  many  reasons  except,  of  course,  when  the  dealer 
goeTfaJ  enough  to  commit  a  crime.  And  then,  of  course,  he  comes  into 
the  iu^Ldiction  of  the  local  law  enforcement  agencies  and  extends  he 
ac^iiity  of  these  people  which  has  resulted  in  foreclosures  because  the 
owners^found  altogether  too  late  that  they  were  not  financially  able 

to  meet  the  mortgage  payment.  .    ,  ,u^  Mow  York  Dpnart- 

For  a  few  moments,  I  wish  to  reyiew  what  the  New  ^ork  depart 
ment  of  State  has  done  durmg  the  past  7  years  ^^.^^e  .housing  field 

what  we  haye  uncoyered  as  a  result  of  our  ^^^^^^^f  ,^^^^^^^^^^^,^2 
practice  of  blockbusting, ,  and  how  our  disclosures  led  to  a  Feto^ 
erand  iury  inyestigation  in  the  Eastern  District  of  New  York  \Mtn 
the  resSt  indictments  of  10  real  estate  and  mortgage  lendmg  firms, 

^"&'creu"tt^^  of  New  York  is  yested  with  jurisdiction 
oyer  licensed  real  estate  brokers  and  salesmen.  And,  at  the  present 
S,  i^  the  State  of  New  York,  there  are  some  67,000  such  hcensees^ 
Ai^d  we  became  du-ectly  concerned  with  the  social  and  housing 
problem  by  reason  of  the  actiyities  of  some  of  these  licensees,  real 

estate  dealers,  and  speculators  j      ,      1  +>,«  n«.,cp  «nd 

A  brief  history  is  essential,  I  belieye,  to  understand  the  cause  and 
the  origin  of  the  problems.  Hopefully,  this  history  might  serye  as  a 
basis  for  some  remedial  action.  .  „„  Vori 

When  World  War  H  ended,  many  members  of  mmority  groups  had 
raised  their  economic  status  to  that  of  a  middle  income  and  were  able 
to  afford  better  housing  which  they  desired.  What  happened  ^^  as  that 
they  had  choice,  and  they  wished  to  take  adyantage  of  that  choice, 
particularly  in  acquiring  a  home  for  themse  yes  and  then-  iamil^ 

As  a  result,  many  minority  persons  purchased  homes  in  a  middle- 
income  community  known  as  Baisley  Park,  m  St.  Albans,  Queens,  m 
the  city  of  New  York.  This  is  where  it  started. 

The  influx  of  new  homeowners  into  this  community  resulted  in  a 
short  period  of  a  few  years  from  the  resegregation  of  the  community 
?roma^n  whites  to  yirtually  all  blacks  Howeyer,  the  newjiomeowners 
were  qualified  purchasers  and  were  able  to  mamtam  their  homes  and 
preserved  a  well-established,  maintained  community.  .    ^u^^^ 

This  experience,  you  see,  planted  a  seed  m  the  minds  of  these  broker, 
and  dealers  and  speculators.  They  saw  a  complete  turnoyer  o  homes 
and  equated  this,  in  their  minds,  with  the  commissions  that  are 

"^ SoThlt  they  realized  now  the  lucrative  market  that  was  available 
that  there  was  this  kind  of  a  complete  changeover.  As  a  result   tiiey 
looked  for  other  communities  in  which  they  could  negotiate  the  sale 
of  homes  to  this  middle-income,  minority  purchaser. 
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The  next  community  selected  was  Bedford-Stuyvesant  in  Brooklyn, 
N.Y.  which  in  the  main  was  a  well-kept  middle-income  white  area. 

As  this  community  was  integrated,  the  real  estate  brokers  dis- 
covered that  the  middle-income  minority  group  were  comparatively 
few  in  number.  They  then  conceived  the  idea  of  selling  homes  to  the 
members  of  the  low  economic  status  groups.  Their  project  became 
the  poor,  without  regard  to  race,  creed,  or  color. 

At  that  time,  the  low  economic  purchaser  was  not  qualified  to 
obtain  a  bank  mortgage  loan,  whether  FHA  or  VA  insured.  The  rules 
hadn't  caught  up  with  the  need,  you  see,  at  that  time. 

Now,  the  purchase  of  these  homes  by  low  economic  persons  was 
then  accomplished  tlu-ough  a  series  of  three  mortgage  loans  consisting 
of  a  first,  second,  and  third  mortgage  loan.  How  did  it  work? 

The  broker-speculator  would  induce  a  white  homeowner  to  sell 
his  house  on  the  representation  that  the  entire  neighborhood  was 
undergoing  a  change — block  busting,  inciting  this  panic  which  pro- 
duced, in  some  areas,  a  mass  exodus  of  people  from  an  area,  primarily 
because  of  economic  reasons. 

A  home  pretty  much  represents  the  total  life  savings  of  a  family. 
And  when  they  were  told  that  it  w^as  going  to  depreciate  anywhere 
between  20  and  30  and  40  percent  because  of  this  radical  change, 
they  panicked  and  would  take  what  they  could  get. 

Let's  say  the  market  value  of  the  house  was  $15,000.  The  speculator 
would  offer  to  buy  it  for  $10,000,  all  cash,  with  the  homeowners  readily 
accepting  as  they  became  panicked  and  desirous  of  moving  out  of  the 
community. 

The  speculator  would  then  resell  the  house  to  a  low  economic 
purchaser  for  the  sum  of  $22,000  to  $24,000,  reflecting  a  spread  already 
of  $12,000  to  $14,000  to  work  with. 

Banking  institutions,  generally  at  that  time,  refrained  from  giving 
any  mortgage  loans  in  areas  which  were  subject  to  transition.  What 
was  the  reason?  Economically,  it  wouldn't  work,  they  thought,  and 
there  was  a  high  risk  involved. 

The  speculator,  now,  would  then  take  back  a  first  purchase  money 
mortgage  of  $10,000  to  $12,000  covering  the  cost  of  the  purchase  of 
the  house.  Then,  he  would  take  a  second  purchase  money  mortgage 
for  60  percent  of  the  balance  or  $6,000  or  $8,000,  and  a  third  money 
mortgage — purchase  money  mortgage — for  the  remaining  40  percent 
of  the  balance. 

Now,  he  would  turn  around  and  sell  these  three  mortgages.  You 
see,  he  would  sell  the  first  one  usually  at  a  10-percent  discount.  Now, 
when  he  did  that,  he  got  all  of  his  money  back  plus  about  $800. 

The  second  and  third  purchase  money  mortgages  would  be  sold. 
The  second  one,  for  example,  usually  would  be  sold  at  a  20-percent 
discount.  And  the  third,  and  the  last,  they  would  sell  it  at  a  50- 
percent  discount. 

And  if  you  put  all  of  these  figures  together,  you  get  an  approximate 
profit  of  about  $9,000  plus  whatever  commission  was  involved, 
originally  on  the  sale  by  the  white  homeowner,  for  the  price  of  $10,000. 

In  some  of  the  hearings  held  by  the  New  York  Department  of 
State  against  three  brokers,  for  example — ^to  give  you  an  idea  of  the 
plight  of  the  people  there — it  was  learned  that  this  company  had 
purchased  a  business  of  a  deceased  real  estate  broker  who  operated 
exclusively  in  Bedford-Stuyvesant. 
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When  he  died,  three  brokers  purchased  part  of  his  estate.  And  one 
of  the  assets  consisted  of  $674,000  worth  of  judgments  and  notes 
taken  by  this  real  estate  broker  against  minority  group  purchasers. 

Of  course,  what  this  reflected  was  that  the  people — the  purchasers 
in  Bedford  Stuyvesant  had  no  cash.  They  were  unable  to  maintain 
their  obligations  and  lacked  funds  to  provide  for  the  maintenance 
of  the  homes  which  they  purchased. 

Of  course,  this  led  to  a  deterioration  of  the  community,  the  eventual 
destruction  of  the  area  into  a  ghetto,  which  is  what  the  people  wanted 
to  get  away  from  in  the  first  place. 

And  in  the  past  2  years,  similar  blockbusting  activities  occurred 
in  East  Flatbush  and  Crown  Heights,  and  also  in  Brooklyn,  N.Y. 

Now,  the  New  York  secretary  of  State,  in  1961,  as  a  result  of  com- 
plaints received  of  blockbusting  in  certain  areas,  promulgated  a  rule 
which  prohibited  blockbusting  by  any  real  estate  broker  or  any 
salesman  making  any  statement  or  indulging  in  any  activity  which 
would  lead  a  homeowner  to  believe  that  his  property  would  depreciate 
in  value  due  to  the  influx  of  persons  of  a  different  race,  color,  or  creed. 

And  we  than  proceeded,  under  this  rule,  to  revoke  quite  a  few 
licenses  when  the  rule  was  violated.  But  I  must  admit  that  it  just 
wasn't    easy. 

One  of  the  most  difficult  things  to  prove  by  direct  evidence  is 
blockbusting.  They  do  it  in  many  subtle  ways.  But  whenever  we 
were  able  to,  we  proceeded,  filed  charges,  hearings  were  held,  and 
when  appropriate,  proper  and  appropriate  action  was  taken  against 
the  license  of  the  individual,  and  the  secretary  of  state,  today,  has 
the  power  to  revoke  or  to  suspend  and/or  fine  the  individual. 

Now,  the  licensed  broker  and  salesman  realized  that  he  could  not 
indulge  in  such  activities  and  they  also  knew  exactly  the  consequences 
because,  let's  say,  the  active  real  estate  broker  might  have  as  many 
as  30  or  40  salesmen  who  worked  for  the  company  under  the  license  of 
the  broker.  And  if  we  revoked  the  broker,  30  people  would  be  thrown 
out  of  work  and  out  of  that  office.  And  we  were  doing  that. 

There  were  many  and  varied  techniques  applied  to  blockbusting. 
How  would  they  do  it?  Excessive  solicitation.  Suddenly,  three  or 
four  times  a  day,  the  doorbell  would  ring.  People  would  ask  if  they 
wanted  to  sell  their  property;  post  cards,  advertisements,  radio, 
television. 

In  one  instance,  as  I  recall,  an  individual  hired,  got  a  permit,  and 
went  through  an  area  with  a  sound  truck  proclaiming  that  it  was 
time  to  move,  and  it  panicked  the  people. 

Now,  why  was  this  important  to  these  individuals?  You  can  just 
inia^ine  when  your're  talking  about  3,000  homes,  the  kinds  of  com- 
missions that  are  involved,  the  kind  of  spread  that  there  is.  So  the 
money  was  there.  It  was  a  lucrative  market  for  this  kind  of  activity. 

In  1963,  for  example.  Senator,  the  Secretary  of  State  received 
complaints  from  1,000  homeowTiers  in  Cambria  Heights,  Queens, 
because  of  the  excessive  solicitation  in  this  area.  And  the  problem 
that  we  had  then  was,  how  do  we  proceed  to  establish  by  sufficient 
evidence,  which  is  required,  to  prosecute  these  individuals? 

I  remember  one  particular  day  when  the  legal  staff  was  together, 
we  discussed  the  problem.  Now  in  New  York,  the  requirements  of 
an  individual  before  he  can  be  licensed  in  the  field  of  real  estate  must 
have  good  character.  He  must  complete  whatever  schooling  is  required, 
or  equivalent  experience.  And  he  must  come  up  with  the  conclusion 
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that  he  is  a  trustworthy  person.  That's  a  very  important  term  because 
it  has  been  passed  on  by  the  highest  court  of  our  State,  and  gives 
wide  latitude  to  the  Secretary  of  State  in  determining  whether  the 
person  is  trustworthy. 

The  important  thing,  also,  is  that  that  person  continue  to  be  trust- 
worthy, not  only  in  connection  with  his  conduct  as  a  real  estate  broker 
and  in  his  field,  but  as  an  individual  in  the  community. 

If  a  person,  for  example,  were  convicted  of  a  crime,  his  license 
would  be  subjected  to  action,  not  because  he  had  defected  in  his 
responsibility  as  a  real  estate  broker,  but  in  his  position  as  a  member 
of  society. 

The  solicitation  was  the  thing  that  was  causing  it  all,  and  if  we 
could  stop  solication,  we  might  be  able  to  remedy  this  problem  to 
some  appreciable  extent. 

So  we  devised  a  system.  And  I  mention  this  because  it  might  be 
of  some  value  to  others  in  the  other  States  in  the  United  States  in 
dealing  with  this  problem  with  particularly  brokers,  dealers 
or  speculators. 

Every  individual  in  the  United  States  who  owns  property,  of 
course,  has  the  absolute  right  to  peaceful  enjoyment,  as  you  know, 
subject  only  to  certain  areas  of  public  welfare  like  the  installation 
of  plumbing  fixtures.  They  have  to  be  inspected,  as  you  know,  by 
the  municipal  authorities  in  town. 

Every  homeowner  gives,  in  law,  an  implied  consent  to  be  solicited. 
This  is  why  Mrs.  Hart  may  very  well  be  busy  in  the  kitchen  and  the 
doorbell  rings,  and  she  has  to  leave  everything,  go  to  the  front  door; 
your  property,  and  the  Fuller  Brush  man  is  there,  the  Avon  girl  is 
selling,  or  some  solicitor. 

They  have  a  right  to  do  this.  It  is  not  a  transgression  against  the 
peaceful  enjoyment  of  your  home  and  your  property  because  there  is 
an  implied  consent  to  be  solicited.  However,  the  homeowner  has  the 
absolute  right  to  revoke  that  implied  consent  to  be  solicited  by 
posting  a  sign  as  you  see  in  some  of  these  new  buildings,  "No  Soliciting, 
No  Peddling  Allowed,"  et  cetera. 

Once  that  implied  consent  is  revoked  by  the  homeowner,  then  a 
person  who  solicits,  contrary  to  that  notice,  commits  a  trespass 
upon  the  rights  and  the  property  of  the  individual. 

What  we  did  in  New  York  was  this :  We  asked  these  people  to  send 
me  a  letter — what  we  did  is  we  put  it  in  the  form  oi  a  petition — 
and  it  read  something  like  this;  addressed  to  me  at  the  Department  of 
State: 

We  own  the  property  listed  next  to  our  name.  We  are  not  desirous  of  selling  it 
or  leasing  it,  or  disposing  of  it  in  any  way.  We  hereby  revoke  the  implied  consent 
that  exists  to  be  solicited  for  this  purpose. 

Now,  there  had  been  a  valid  revocation  of  that  implied  consent  to 
be  solicited. 

I  then  notified  brokers  within  a  10-,  15-,  20-mile  radius,  those  that  we 
felt  would  be  operating  in  this  area,  and  advised  them  and  sent  them 
a  list  of  all  of  these  homeowners,  and  I  said  in  effect,  "The  implied 
consent  to  be  solicited  has  been  revoked.  If  you  go  into  this  house  to 
solicit  them  in  any  way,  you  will  be  committing  a  civil  trespass  and 
possibly  a  criminal  trespass  against  the  rights  of  that  homeowner. 
And  if  you  do  this,  I  will  consider  it  to  be  untrustworthiness,  and  I'll 
revoke  your  license."  It  worked. 
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Thousands  of  these  came  in.  It  stopped,  frankly,  this  kind  of 
soUciS  almost  completely,  but  not  g^f  ^'  ^XnL\\e  ''Crase" 
ceeded  against  mdividuals  who  violate  what  we  call  now  the  Uease 
and  Desfst  Order."  And  I  respectfully  suggest  and  submit  that  that 
is  a  device  that  might  very  well  be  looked  into  for  use  by  those  who 
find  themselves,  in^ther  States,  in  similar  positions,  as  well  as  m 

^'TcanT/now 'that  more  than  50,000  homeowners  have  filed  state- 
ments i^thT  Department  involving  the  communities  m  Cambria 
Hekhts     Laurelton,    Springfield     Gardens,    Freeport      Umondale 
HpmSead    Queens  Villager  East  Flatbush,   Crown  Heights,  East 
Sewfort'in  Brooklyn,  N.Y.,  and,  by  the  way,  it's  also  creepmg  up 

""'^^IV^Iett^^^^^^^^^  efl;ect  in  this  regard. 

In  1965'  because  of  the  growth  of  this  problem  and  the  consequences 
thP  frustrktion    the  catastrophic  effect  on  the  people,  the  Secretary 
S  State  establ  shed  a  civil  rights  unit  to  enforce  complamts  of  dis- 
?S'iofand  v^^^^^^^  of 'the  Metcalf-Baker  Fair  Housing  Law 

^H^ou^sefttXSment  of  State  licenses  approximately  500,000 
peopt  in  kll  fields^of  endeavor,  and  like  all  State  agencies,  we  ve 
teen  somewhat  restrictive  in  investigative  personneh 

And  in  view  of  this  ugly  operation,  particularly  m  the  city  ot  Wew 
York  I  rJqulted  the  Bureau  of  the  Budget  to  give  me  the  funds 
and  enable  me  to  put  together  a  civil  rights  unit.  And  I  must  say  that 
theyCve  done  a  Siost  extraordinary  job.  1  have  «-  ^  f  I\^ J^f^^w 
city  of  New  York  has  over  8  million  people,  and  the  State  ot  JNew 
York  with  about  20  million  people.  _^^fUr 

Now  nreviously,  the  Department  of  State  was  concerned  mostly 
wilhlAfScing  the  prohibitions  against  discrimination,  blockbusting 
Sd  viSat'ons  of  the^cease  and  desist  order.  One  day,  as  ^c  ^re  check- 
Lg  iZ  Wockbusting,  we  realized  that  there  was  some  g  her  tyP    o^^ 

fi  npropnt    And  mortgage  applications  for  FHA,  Cji  mortgage  loant, 

L^re  being  granted  by^he  FHA  at  5^,,  plus  one-half  percent  for 

insurance,  and  5  to  5^2  for  GI  mortgages.  ^teadilv    and 

The  cost  of  obtaining  mortgage  money  began  to  rise  steadily^  and 

in  1965  and  1966,  the  prominence  of  ^.  ^«^  ff g^.^man  Prro? 
companv  began  to  take  hold,  a  new  financial  middleman,  rrior 
Sto^^most  mortgage  appUcations  were  made  directly  to  banking 

"it  was'^'at  this  time,  that  finally  the  idea  of  fi^-^^f^^^^^^^^^^ 

of  homes  bv  low  economic  groups  with  a  three-mortgage  loan  procedure 

was  eTiminlteT  Why  not?  The  speculators  had  in  this  spread  to  work 

^^tllr  in  ttt  m^^^^^  I  ga've-which  by  t^e  way  was  a  f ^ 

matter— that  was    anywhere   between    10  to  12,000  to  begin  wiin, 

wViirh  would  deduce  a  net  of  about  9.  i  i.  „^ 

Therdidn't  need  to  do  that  any  more  because  the  speculators 

werraLe  to  anplv  to  the  mortgage  service  fuudmg  companies,  which 

would  charge 'liofnts  at  discount^n  obtaining  such  mortgage  loans 
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which  the  speculator  was  able  to  pay  by  reason  of  this  spread  that 
I  referred  to. 

Now,  the  legislature  of  the  State  of  New  York,  due  to  the  tight 
money  lending  situation,  raised  the  legal  rate  of  interest  from  6  to 
a  maximum  of  7  percent — '7}/2  percent.  The  tighter  the  money  market, 
the  more  business  was  directed  to  the  mortgage  service  funding 
companies  who,  in  a  few  years,  were  the  only  lenders  accepting 
mortgage  applications. 

This  was  the  channel  through  which  you  got  a  mortgage.  Discounts 
on  the  mortgage  loans  ranged  as  high  as  11  percent  for  FHA  insured 
mortgage  loans  at  73^,  plus  one-half  for  insurance.  Now,  to  cut  the 
discount  rate,  the  FHA,  2  years  ago,  raised  the  maximum  amount  for 
FHA  insured  loans  to  83^2  percent,  plus  one-half  percent  for  insurance. 

And  this  had  the  result  of  reducing  the  demands  for  discounts 
from  9  to  11  percent.  They  dropped  from  4  to  6  percent.  In  order 
to  meet  the  payment  of  the  discounts,  and  other  expenses,  the  real 
estate  dealers  and  speculators,  and  licensed  real  estate  brokers  began 
to  speculate  and  flock  to  communities  which  were  10  percent  to  15 
percent  integrated,  and  started  a  massive  campaign  of  solicitation. 

And  who  were  they  looking  for?  The  poor;  white,  black,  English- 
speaking,  Spanish-speaking.  Of  course,  in  the  main,  a  substantial 
number  of  the  victims  in  all  of  this  were  the  black  people,  and  the 
Spanish-speaking  people  because  there  are  more  of  those,  unfor- 
tunately, in  the  low  economic  groups. 

Now,  the  results  of  our  investigation  took  us  to  a  particular  case 
where  we  were  astounded  to  find  that  a  family  that  absoulutely  had 
no  financial  stability  or  financial  income  or  standing  to  secure  a 
mortgage,  had  actually  qualified  for  a  mortgage  and  the  purchase  of 
a  home  of  about  $28,000.  And  this  was  the  beginning. 

We  decided  to  look  into  that  completely  and  specifically.  And  then, 
we  found  that  many  of  the  purchasers  in  the  low  economic  status, 
unqualified  purchasers  who  were  approved  for  mortgage  loans  got 
them  based  upon  the  falsification  of  their  employment  and  financial 
status. 

They  were  induced  to  purchase  these  home  becauses  they  were 
crying  for  housing,  and  we  don't  have  enough  housing  anywhere, 
because  the  unscrupulous  people  would  say  to  them,  "Never  mind 
renting  a  house,  buy  one.  It  won't  cost  you  anything.  What  have  you 
got  to  lose?"  And  that's  the  way  it  went. 

The  methods  used  by  these  individuals  is  incredible.  In  order  to 
establish  credit,  they  would  actually  pick  up  at  some  local  Internal 
Revenue  Service  office  blanks  of  income  tax  forms,  would  make  them 
out,  submit  them  as  part  of  their  application  for  mortgages. 

Under  FHA  regulations,  a  certain  amount  of  money  is  required  to 
be  on  hand,  in  the  o\vnership  of  the  applicant,  the  purchaser  of  the 
home.  These  individuals  would,  at  the  appropriate  time,  deposit 
their  own  funds  in  the  name  of  applicant,  the  purchaser,  $1,500.  So, 
when  the  check  was  made,  they  qualified. 

The  income  tax  form  showed  that  they  had  an  income.  The  credit 
reports,  which  were  also  falsified,  indicated  that  they  had  good  credit. 
And  when  they  looked  to  see  if  they  had  the  required  funds  to  close 
the  transaction,  they  found  $1,500  in  the  bank.  Of  course,  right 
after  it  was  over,  the  individual  who  put  money  in  in  the  first  place, 
would  take  it  out.  And  this  was  the  way  it  went. 
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And  this  could  not  have  been  possible  unless  there  was  absolute 
complete  specific  cooperation  from  the  top  to  the  bottom  m  certam 
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Now,  what  would  happen,  the  owner  of  the  home  would  end  up 
with  the  $28,000  mortgage,  had  no  money,  and  then  in  order  to 
struggle  and  try  to  keep  up  the  place,  he  would  take  m  tenants, 
boarders,  and,  fill  up  the  house.  We'd  find  somethmg  like  15  people 
trvins;  to  live  in  a  house.  .  .   ,       _^^ 

It  wouldn't  work  out.  There  was  no  money  for  maintenance 
The  property  would  deteriorate.  And  they  would  be  foreclosed 
and  thrown  out  in  the  street.  And  then,  ypu  would  have  the  con- 
sequence of  that  human  reaction;  frustration  with  the  system  and 
the  establishment,  and  all  of  these  thmgs  that  have  caused  such 
disorder  and  such  distrust  of  things.  fi.o+  ir.  c^mp 

I  might  say  that  I'd  be  less  than  honest  to  indicate  that  m  some 
of  these  instances,  people  who  were  the  ^ctims  knewjvhat  was 
going  on,  participated  in  the  criminality.  But  m  the  mam  these 
were  people  who  couldn't  read  or  ^vrite  English  m  many  instances, 
people^ who  had  trust  and  believed  particularly  in  the  licensed  individ- 
ual who  had  the  imprimatur  of  the  sovereign  State  of  New  York  m 
the  Hcense  that  he  held,  and  there  was  that  trust. 

And  I  don't  know.  I  know  many  people  have  seen  some  ot  these 
documents  that  are  required  to  be  filled  out,  and  I  am  sure  that  even 
lawySs  who  are  trained  don't  read  all  of  these  documents  but  simply 
sien  nrettv  much  what  is  placed  m  front  of  them, 
^m  inclined  to  beUeve  that  that's  what  it  is  although  there  have 
been  some  people  who  certainly  have  possessed  enough  mtelligence 
to  know  what  was  going  on.  .        , 

Last  year,  the  Department  of  State  because  of  this  massive  abuse 
indulged  in  a  most  drastic  action.  1 11  be  very  frank  to  tel    you,  1 
didn't  know  whether  the  courts  would  sustain  it,  but  they  did.  ine 
Supreme  Court  of  New  York  went  along.  ,   wu      +i,    r  .,x^nlrl 

It  got  to  a  point  where  time  became  an  element.  When  they  would 
start  to  blockbust,  using  this  mortgage  fraud  as  a  too  -and  this  is  the 
way  you  bring  the  people  in,  you  see.  You've  got  to  get  the  buyers 
and    vou    make    the    money.  .  ,   ^u 

I  didn't  have  time  to  do  what  we  were  doing  before  with  the  cease- 
and-desist  procedures.  It  would  take  time  to  get  a  group  to  go  out 
these  neighborhood  groups,  these  action  groups  that  hf^e  done  such 
a  tremendous  job  in  helping  us  to  do  our  job,  because  by  the  time  we 
got  the  thousand  signatures  or  the  2,000  signatures  and  so  on,  the 
area  would  be  blockbusted  completely.  .  i-  -.^x-  „ 

So  that  I  proceeded  as  soon  as  some  excessive  sohcitation 
was  reported  to  me.  1  would  hold  a  public  hearmg  the  very  next  day. 
On  the  basis  of  what  I  heard  and  the  testimony  given  by  people, 
I  would   then  issue  what  we  call  a  "Nonsohcitation  Area  Order. 

I  would  issue  a  blanket  order  because  of  the  pohce  power-tor 
lack  of  a  better  term,  I  use  that  in  the  Department  of  State-or  in 
inherent  power  to  avoid  a  violation  of  the  law,  I  placed  an  entire 
area  off  limits  to  all  brokers.  And,  of  course,  we  were  immediately 
taken  to  court,  and  the  Supreme  Court  has  sustained  us. 

It's  a  very  effective  quick  way  to  accomplish  the  desired  result, 
because  to  go  back  to  cease  and  desist,  just  the  mterim  ot  time, 
would  make  completely  useless  any  cease  and  desist  procedure. 


198 

Now,  the  recent  Federal  Grand  Jury  investigation  by  the  U.S. 
attorney  in  the  Eastern  District  of  New  York,  and  Robert  Morris 
and  his  able  assistant,  Assetta,  which  led  to  the  indictments  of  these 
firms  and  persons  involved  in  mortgage  frauds,  was  based  on  previous 
investigations  and  disclosures  by  the  New  York  Department  of 
State. 

And  I  must  say,  that  if  there  ever  was  an  excellent  example  of  what 
can  happen  when  local.  State  and  Federal  agencies  cooperate,  this 
certainly  was  it,  and  we  continue  to. 

When  this  first  came  up,  when  we  first  learned  of  this  mortgage 
fraud — it  was  a  Federal  matter.  I  remember,  I  sat  down  with  the  then 
U.S.  Attorney  Nyle,  who  is  now  a  Federal  judge.  And  then  later,  with 
Robert  Morris. 

We  have  checked  in  the  files.  We  have  turned  all  of  our  files  over  to 
them.  We  had  four  or  five  cases  where  we  had  actually  taken  action, 
and  it  went  from  there.  We  are  still  doing  it. 

Wherever,  in  New  York,  we  run  into  any  evidence  of  this  sort  of 
thing,  we  now  turn  it  over  to  the  U.S.  attorney,  and  what  it  does, 
it  relieves  a  Uttle  bit  of  the  load  and  burden  on  our  very  small  in- 
vestigative staff  and  brings  into  play  the  powerful  effective  investiga- 
tive procedures  of  the  U.S.  attorney. 

Now,  what  do  we  do  now?  Where  do  we  go  from  here?  The  New 
York  Department  of  State  has  reached  the  maximum  of  its  authority 
and  jurisdiction.  And  I  have  problems.  I  can  understand  how  people 
feel. 

For  example,  we  cannot  stop,  foreclose  a  broker  from  opening  up 
a  real  estate  office.  And  what  they  do,  they  open  one  up  after  another. 
We  harass  them.  I  say  that  to  you.  We  check  them  out.  We  check 
their  books.  We  try  to  find  some  proper  way  to  discourage  the  opening 
up  of  an  office,  but  a  writ  of  mandamus  in  any  court  of  law  would 
compel  us  to  allow  a  license  to  the  office. 

So  people  now  picket  because  of  their  concern  and  fear  of  what 
might  happen  because  of  an  influx  of  real  estate  brokerage  operation. 
And  people  don't  understand.  They  don't  know  why  I  don't  close  these 
offices. 

There  is  still  due  process.  This  is  still  America  and  we  are  required 
to  follow  the  rules.  Maybe  we  might  get  some  legislation  in  New  York 
where  we  might  have  some  authority  which  would  prohibit,  hope- 
fully, on  constitutional  grounds,  the  opening  of  real  estate  oflBces 
within  a  certain  distance  from  another.  I  don't  know. 

I  understand  that  the  Legislature  of  the  State  of  New  York,  I 
understand — I  know  because  I  prepared  the  bill — is  considering 
legislation — and  as  a  matter  of  fact,  I  think  the  bill  has  passed — to 
extend  to  the  Department  of  State  jurisdiction  to  include  all  real 
estate  operators,  such  as  dealers  and  speculators,  over  all  persons 
who  engage  in  small  home  buying  and  selling  activity. 

If  I  can  get  discipline  over  the  real  estate  dealers  and  speculators, 
then  we've  got  a  chance  to  bring  this  thing  to  an  end  in  New  York. 
Up  to  now,  they've  enjoyed  almost  complete  immunity. 

And  I  might  say  that  many  of  these  dealers,  not  only  reflect  on  all 
of  us,  many  of  these  dealers  are  individuals  whose  licenses  have  been 
revoked.  They  go  right  back  into  business  as  dealers  because  there 
is  no  licensure  required  there.  A  "dealer"  is  a  person  who  will  buy 
from  his  own  account  and  sells,  needs  no  license. 
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I  understand  that  the  Federal  Housing  Administration  is  now 
exercising  tighter  controls  over  its  mortgage-lending  activities  to 
avert  fraudulent  practices  by  unscrupulous  real  estate  dealers  and 
brokers. 

And  many  of  the  irregularities  uncovered  by  the  New  York  Depart- 
ment of  State  through  its  blockbusting  investigations,  during  the 
past  7  years,  would  be  removed,  we  respectfully  submit,  if  the 
FHA  personnel  exerted  closer  scrutiny  and  controls  over  their  mortgage 
lending  procedures. 

You  need  more  supervision  over  individuals  in  the  field.  There 
ought  to  be  something  done  about  these  appraisals,  that  the  appraisal 
is  made,  it's  sent  in,  and  it's  conclusive.  There  ought  to  be  some 
system  of  checks  because  this  is  the  core  of  it. 

After  all,  if  an  appraisal  comes  in  and  it's  a  true  appraisal,  you're 
not  going  to  get  a  $28,000  mortgage  on  a  house  that's  worth  $15,000. 
So  the  appraisal  is  the  beginning,  and  then  comes  the  rest  of  the 
ingredients  of  the  fruad.  They  have  instituted  an  acceptance  of  an 
application  and  a  fraudulent  mortgage  is  placed  on  the  property  in 
the  name  of  the  people  who  can't  afford  such  a  mortgage. 

I  think  the  FHA  should  become  more  consumer-oriented  and 
protect  the  unsophisticated  purchaser  of  a  small  home.  This  could 
be  accomplished  through  pre-  and  post-purchase  counseling  and 
training  programs. 

We  train  people  today  in  the  Federal  Government,  excellent  pro- 
grams, particularly  under  title  III,  and  our  innovative  programs 
for  primary  and  secondary  education.  And  I'm  pleased  to  be  a  member 
of  the  President's  council  in  that  area. 

I  think  it's  important  when  we're  talking  about  a  family  that 
might  have  a  choice,  that  they  struggle  to  achieve  to  get  some  advice 
from  professionals  before  they  get  involved  if  there  is  an  FHA  or  a 
Federal    Government-controlled   financing   program   to    any   extent. 

Education  is  what's  needed.  Checking  and  education.  There  are 
merit  counselling  services.  There  are  services  available  on  a  voluntary 
basis  for  young  people  who  are  to  be  married,  and  this  is  good. 

When  I  think  of  the  arm  of  the  Federal  Government — and  in  some 
areas,  the  State  government  might  very  well  participate  in  this 
type  of  education  and  training  prior  to  the  purchase  of  a  home  in 
which  Governrhent  financing  may  be  involved. 

Now,  while  the  lack  of  decent  housing  for  poor  people,  who  are 
being  exploited  by  the  get  rich-quick  real  estate  dealers,  appears 
to  be  one  of  the  major  root  causes  for  many  of  our  social  evils,  let's 
face  it,  the  problem  today  in  the  United  States  is  that  we  just  don't 
have  enough  homes. 

We've  had  problems  in  the  State  of  New  York.  We've  had  under 
referendum,  I  think,  on  3  separate  years,  a  proposition  that  if  it  had 
been  voted  for  by  the  people,  we  would  have  had,  I  think,  effective 
programs  with  housing  for  middle-income,  low-income  groups.  The 
people  have  turned  it  down. 

I  suppose  the  reason  for  that  is  that  the  people  in  the  State  of  New 
York,  and  I  think  elsewhere,  have  reached  their  capacity  and  desire 
for  additional  taxes.  And  this  is  the  problem. 

I'm  not  going  to  indulge  the  Senator  in  the  necessity  or  the  need 
for  the  Federal  Government  to  recognize  the  fiscal  stringency  of, 
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I  think,  most  of  the  States  m  the  United  States  and  the  need  for  some 
form  of  revenue-sharing. 

New  York  State  and  its  people  have  paid  some  $22  billion  a  year 
under  the  Federal  Treasury,  and  we  get  back  about  a  billion  3,  about 

II  cents  on  the  dollar.  We  can't  make  it.  We  just  can't  accomplish 
the  programs  that  have  to  be  accomplished,  where  we  are  talking 
about  essential  human  needs,  without  some  help  from  the  United 
States. 

I  simply  want  to  quickly  say  that  the  Governor  of  the  State  of 
New  York,  Governor  Rockefeller,  despite  this  handicap  of  not  having 
had  passed  the  housing  propositions,  has  initiated  programs  which 
brought  private  funds  into  the  construction  of  middle-income  housing, 
provided  capital  grants  for  urban  renewal  and  housing  for  low- 
income  families,  and  devised,  I  think,  bold  and  new  urban  devel- 
opment action. 

And  I  continue  here  in  this  statement  to  indicate  the  extent  to  which 
we  have  attempted  to  do  this,  we  have  created  in  the  State  of  New 
York  a  mortgage  agency  known  as  "Sonny  Mae,"  with  $750  million 
in  bonding  authority  to  increase  the  availability  of  residential 
mortgages. 

The  Governor  has  also  required  State  Savings  Banks  to  invest  a 
specified  percentage  of  their  investment  portfolio  in  housing  mort- 
gages in  New  York  State.  And  he  has  authorized  the  State  Property 
and  Liability  Insurance  Security  Fund  to  invest  up  to  33}^  percent 
of  its  funds  in  mortgages  for  one-  to  four-family  owner-occupied 
buildings. 

We  are  also  excited  about  this  new  Urban  Development  Corpora- 
tion which  is  mobilizing  public  and  private  resources  for  the  con- 
struction of  new  housing,  hopefully  some  60,000  middle-income 
units. 

May  I  say  in  closing,  as  far  as  the  statement  is  concerned,  that  I 
think  it  is  extremely  important  that  none  of  us  over-act  in  this  matter. 
I  think  we  should  be  mindful  that  the  concept  of  FHA-insured  mort- 
gages is  probably  one  of  the  most  advanced  social  programs  of  its 
kind  in  the  world,  and  we  have  to  keep  in  mind  that  there  have  been 
literally  hundreds  and  hundreds  of  thousands  of  successful  trans- 
actions completed  which  gave  an  opportunity  for  people  to  have  homes 
where  otherwise  they  would  not  have  had  them. 

I  think  what  we  are  talking  about  here  is  the  defection  of  people, 
primarily,  and  not  the  program.  I  think  we  need  tighter  controls, 
in  view  of  what  has  happened,  and  we  need  some  preventative  mea- 
sures in  the  form  of  education  and  training. 

I  want  to  thank  you  very  much  for  giving  me  the  opportunity 
to  make  this  rather  lengthy  but,  I  honestly  feel,  necessary  statement. 

Senator  Hart.  It  works  the  other  way.  I  want  to  thank  you. 
It  was  most  informative.  It  describes,  I  am  sure,  a  problem  that  as 
you  suggest  exists  not  alone  in  New  York,  but  in  most  other  places 
in  the  country. 

A  long  time  ago  I  had  a  responsibility  in  Michigan  that  included 
that  aspect  of  your  assignment  in  New  York  for  licensing  real  estate 
dealers  and  brokers. 

The  problems  that  you  have  undertaken  and  the  advances  you 
made  in  the  cease  and  desist  orders  and  so  on,  I  am  sure  will  benefit 
many  places  in  this  country.   You  are  to  be  congratulated  on  it. 
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I'll  make  no  comment  on  the  short-shrift  you  give  about  Congress 
putting  labeling  on  the  package.  If  the  FHA  were  to  adopt  a  rule  that 
^ouW  limit  thi  mortgage  coWany  to  doing  business  with  hce^^^^ 
brokers  only,  would  this  be  of  any  significant  help    f^/^^i^^^X 

Mr.  LoMEizo.  It  would,  of  course,  be  of  significant  help.  But 
I  think.  Senator,  that  it  would  be  unfah-  to  most  of  the  people  who  do 
legitknately  and  properly  and  with  integrity  accomplish  the  same 
thing  and,  frankly,  while  I  don't  mean  to  be  a  lawyer  here— I  am  a 
Wer  by  profession-I   would   doubt   the   constitutionahty   of  it 

We  are  concerned  about  the  over-reactmg  aspect  of  it.  We  hnd,  in 
New  York,  that  if  we  take  the  cases  where  people  have  not  block- 
busted,  where  they  have  properly  obtained  FHA  funds  and  so  on, 
99  percent  have  been  honest  and  good,  clean,  decent  people^ 

It  would  be  a  drastic  punishment,  I  would  suggest,  sir,  against 
those  who  have  conducted  themselves  properly  and  who  are  concerned^ 

Senator  Hart.  You  mdicated  the  deskability  of  obtammg  leverage 
over  dealers  by  changmg  the  New  York  laws. 

Mr.  LoMENZo.  Yes,  yes.  ,    ,  ,     •     i   j     xv 

Senator  Hart.  If  the  New  York  law  is  amended  to  include  this 
and  if  the  FHA,  at  least  in  New  York,  attempted  to  limit  mortgage 
companies  to  doing  business  only  with  licensed  dealers  assuming 
now  that  your  laws  extended  to  reach  the  dealer,  would  your  answer 

'^  Mr'LoMEN?o;No,  sir.  I  would  then  feel  this  would  be  appropriate. 
I  think  we  need  to  have  Government  dealing  with  people  who  can 
be  disciplined,  whose  registration  or  license  can  be  revoked,  rather 
than  to  operate  by  immunity.  .  . 

Senator  Hart.  You  said-and  I  am  not  sure  whether  it  was  in 
your  prepared  statement  or  in  your  informal  remarks-that  t^ 
some  of  these  frauds  to  work  there  had  to  be  absolute  cooperation  from 
ton  to  bottom.  Would  you  elaborate  on  that?   ,.       ^    ^    ^  ,, 

Mr  LoMENZO.  Let  us  also  include  the  apphcant.  Let  us  say  the 
purchaser  understood  what  was  going  on.  As  I  have  mdicated,  m 
manv  of  these  cases  they  did  not,  I  would  say.      ,       ,      .         ^       . 

But  start  with  the  purchaser.  He  knows  now  that  he  is  not  going 
to  pay  anything  and  he  knows  what  is  going  on.  ,  •   ,^„, 

You  have  to  have,  first,  an  individual  who  has  a  fraudulent  intent 
purchasing  the  house.  Second,  the  broker,  speculator,  or  dewier 
who  blockbusted  in  the  first  place  and  owns  the  property  either 
through  a  front  or  himself  or  herself.  •       .1        •  t  „.^„ 

Thirdlv,  vou  have  to  have  someone  appraise  the  piece  ot  prop- 
ertv  worth  15  so  that  it  qualifies  for  a  $28,000  mortgage.  Then  vou 
have  to  have  a  credit  report,  and  someone  in  the  credit  agency  obvi- 
ously must  cooperate  to  give  false  information  on  the  credit  report. 
Then  vou  have  to  have  an  individual  who  procures,  as  they  do 
in    some  of   these  cases,   false  employment  records  either   through 
false  or  fabricated  income  tax  returns— and  I  might  add  that  in  most 
of  these  instances  thev  were  quite  resourceful,  because  they  would 
indicate  it  was  a  part-time  painting  job.  Senator,  when  we  checked 
it  out,  we  found  in  all  of  these  cases  that  the  emplovment  was  pait- 
time  painter,  the  independent  contractor,  no  Social  Security  records 
and  so  on  and,  frankly,  when  we  checked  it  out,  if  all  of  the  people 
who  actually  were  listed  as  part-time  painters  actually  were,  they 
would  have  painted  half  of  Brooklyn.  [Laughter.l 
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So  you  have  to  have  that.  Then  they  get  into  the  credit  company, 
the  appraisal.  Now,  obviously,  whether  it  was  an  independent  ap- 
praiser or  an  FHA   appraiser,  you  had   to  have   that  cooperation. 

This  is  what  I  mean,  from  the  top  to  the  bottom  in  the  processing 
and  to  the  extent  that  before  the  supervisor,  or  the  individuals  who 
make  a  determination,  there  is  a  complete  set  of  documents  that  are 
regular,  on  their  face.  That's  what  I  mean — top  to  bottom  in  the 
transaction. 

Senator  Hart.  But  if  the  transaction  were  fraudulent  wouldn't 
there  be  something  in  the  file  or  the  documents  which  would  act  as 
a  red  flag? 

Mr.  LoMENZo.  No,  because  the  procedure  would  go  something 
like  this:  As  you  know,  the  mortgage  lending  companies  would 
handle  transactions;  they  would  secure  a  line  of  credit  from  some 
bank  to  do  it,  to  have  the  funds  available  to  insure  the  mortgage, 
and  then  later  it  would  be  sold  back.  The  bank  buys  paper.  It  has 
an  absolute  right  to  assume  that  what  they  read — and  if  it  is  regular 
on  their  face — is  proper;  otherwise,  it  would  require  an  extraordinary 
procedure,  and,  that  is,  they  would  have  to  send  out  investigators 
to  see,  well,  was  the  appraisal  correct  or  reasonable. 

Let's  find  out.  Did  the  person  work  as  a  part-time  painter?  This 
is  an  unorthodox  procedure  in  all  of  us.  You  take  the  government,  in 
the  county  clerk's  office;  any  paper  that's  filed,  it  says  on  its  face 
they're  required  to  file  the  paper.  We  do,  in  the  Department  of  State, 
file  all  corporate  certificates.  If  they  are  regular  on  their  face,  we  are 
not  permitted  to  go  beyond  that  which  is  legally  suflBcient  as  a 
document. 

So  there  may  be,  and  I  think  at  least,  that  there  is  no  culpability. 
The  defection  was  lower  down. 

Senator  Hart.  Mr.  Blum? 

Mr.  Blum.  Mr.  Secretary,  what  records  does  the  law  require  a 
broker  in  New  York  to  keep  about  the  transactions  he  is  engaged  in? 

Mr.  LoMENzo.  Conplete  records.  We  have  absolute  authority  where — 
to  investigate — walking  in  any  time  and  checking  their  records. 
As  a  matter  of  fact,  at  the  moment,  the  Department  of  State  is  looking 
into  more  of  these  mortgage  frauds,  is  checking  over  a  thosuand 
transactions  involving  50  brokers;  complete  records. 

Mr.  Blum.  Those  records  would  include  the  contract  for  the 
purchase  of  the  house,  the  commission  agreement,  the  sale  agree- 
ments, all  the  different  records  involved  in  the  transaction,  including 
the  closing  statement;  is  that  correct? 

Mr.  LoMENzo,  Yes.  We  have  a  rule  in  the  Department.  We  are 
required  to  keep  complete  records  as  a  matter  of  necessity.  They  would 
have  to  have  a  file  where  the  commissions  were  earned,  the  name  of  the 
broker,  deposits  made,  and  so  on. 

Mr.  Blum,  They  must  have  a  record  of  the  commissions  they've 
earned? 

Mr.  LoMENZo.  Yes, 

Mr.  Blum.  How  far  back  does  that  record  have  to  go? 

Mr.  LoMENzo.  Three  years,  usually. 

Mr.  Blum.  Have  you  run  across  circumstances  in  your  investigae 
tion  of  fraud  where  there  has  been  no  real  buyer  for  property,  wher- 
they  simply  invented  a  straw? 

Mr.  LoMENZo,  Yes, 
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Mr.  Blum.  Has  there  been  a  number  of  those  instances? 

Mr.  LoMENZo.  Oh,  yes. 

Mr.  Blum.  Can  you  tell  us  a  little  bit  more  about  how  that  mighl 
work? 

Mr.  LoMENZO.  Yes.  I  would  like  permission  to  ask  Mr.  Cea,  wh(' 
has  been  directly  involved,  to  do  the  specifics. 

Mr.  Cea.  Let  me  say  this:  I  know,  3,  33^  years  ago,  when  wo 
first  started  checking  out  morgage  frauds,  in  the  descriptive  statement 
given  by  the  Secretary  of  State,  our  primary  obligation  was  to  curb 
blockbusting,  to  maintain  stable  integrated  communities. 

And  we  did  follow  a  course  of  action  as  described  by  the  Secretary 
of  State  with  the  blockbusting  rule  in  1961,  the  cease  and  desist  in 
1963,  the  Civil  Rights  Unit  for  enforcement  purpose,  in  1965,  and  in 
1971,  the  nonsolicitation  order. 

So  this  was  our  main  goal.  But  about  3}^  years  ago — and  I  think 
that  one  of  the  most  significant  statements  that  the  Secretary  has 
made  is  about  this  community  in  the  late  1940's  and  early  1950's 
that  went  from  all  white  to  all  black.  And  it  is  a  well-established 
community,    and   it   still   is    a   well-established    community    today. 

And  about  Sji  years  ago,  when  we  started  to  investigate  a  particular 
broker,  we  called  in  all  of  the  homeowners,  in  this  particular  case 
that  purchased  the  houses  in  a  particular  section.  And  we  interviewed 
these  homeowners.  There  were  black  homeowners,  Spanish-speaking 
homeowners — we  used  an  interpreter.  They  couldn't  speak  English — 
there  were  even  some  white  homeowners. 

And  at  this  point  is  when  it  occurred  to  us,  looking  at  these  people, 
they  no  longer  were  black  people  to  us,  Spanish  speaking;  we  saw 
for  the  first  time  that  these  were  poor  people.  They  really  weren't 
supposed  to  buy  a  house  in  the  first  place. 

Ajid  this  is  when  we  wanted  to  find  out,  when  we  switched  our 
tactics  in  the  Department  of  State,  because  prior  to  this,  in  East 
Flatbush,  we  had  a  complaint  of  blockbusting  about  4  years  ago  on 
92d,  93d,  94th  Street  and  Brooklyn  Road  in  Brooklyn,  N.Y. 

We  had  sent  out  eight  investigators  to  interview,  and  they  did 
interview  300  homeowners,  ringing  doorbells,  in  that  area.  Not  one 
homeowner  would  give  us  a  statement  that  he  was  being  pressured, 
solicited,  and  so  forth.  Yet,  in  the  period  of  about  2  to  3  years,  the 
few  hundred  homes  in  that  area  went  from  all  white  to  all  black, 
so  we  knew  blockbusting  was  going  on. 

Yet,  in  our  hearings,  we  have  due  process;  we  must  have  evidence; 
we  must  have  testimony,  and  we  couldn't  obtain  this  because  the 
people  didn't  want  to  get  involved.  And  it  became  very  difficult  to 
curb  blockbusting. 

But  when  we  interviewed  these  homeowners — and  I  can  still  see 
their  faces  because  they  were  poor;  they  were  frightened  because  we 
represented  authority.  Government.  They  would  never  file  a  complaint 
with  us.  And  we  had  to  assure  them  that  we  weren't  going  to  involve 
them  in  any  difficulty,  and  that's  when  they  started  to  talk. 

And  they  told  us  what  was  happening,  that  they  put  no  cash  down. 
They  bought  these  houses.  After  they  moved  in,  the  roof  would 
leak,  the  burner  didn't  work.  They  would  go  back  to  the  broker  and 
the  broker  would  say — they  said,  he  would  literally  throw  them  out  of 
the  office  and  "Get  out,"  he'd  say,  "I've  spent  enough  money  on 
that  house  and  I'm  not  spending  any  more  money." 
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And  they  finally  couldn't  maintain  these  houses,  and  they  were 
foreclosed.  So,  investigating  this,  we  spotted  the  name  of  a  broker 
who  wasn't  the  broker  who  transacted  the  deal,  and  we  wanted  to 
know  who  was  this  broker.  And  we  asked  that  he  be  called  in. 

And  we  called  him  in  and  he  related  the  story  to  us  after  we  gave 
him  his  warning  that  he  could  be  represented  by  counsel.  He  said  he 
had  nothing  to  hide,  he  was  glad  to  tell  the  story.  So  he  told  us  the 
the  story  that  he  worked  for  a  funding  company,  but  I  said  there 
was  no  funding  company  in  these  transactions,  originally,  I  mean. 
"How  did  it  all  start?" 

"Well,"  he  says,  "I  had  a  side  occupation."  Sometimes  this  broker 
would  buy  a  house  for  $4,500,  and  sell  it  to  a  Spanish-speaking  family 
for,  say,  $7,500.  Now,  this  required  a  purchase  money  mortgage,  had 
no  cash,  and  she  would  go  to  private  lender,  a  person  who  obviously 
would  lend  the  money,  $7,000  to  $7,250,  but  would  only  pay  maybe 
$6,000  cash.  There  was  a  bit  of  "vigorish"  in  that  amount. 

But  the  person,  before  he'd  lend  the  money,  would  send  a  man  out 
to  appraise  the  house,  and  he  picked  this  man  who  was  an  expert. 
He  got  a  few  dollars  for  it.  And  he  spoke  to  the  broker,  and  he  says, 
"What  are  j^ou  doing?"  he  says,  "You're  selling  these  houses  for 
$7,500,"  he  says.  "Why  don't  you  get  an  FHA  appraisal?"  he  said. 
"Why  don't  you,  for  $35,  you  get  a  preconditional  commitment?" 

The  broker  says,  "What's  that?"  So,  he  explained  it  to  him.  He 
says,  "What  you  do  here,  you're  selling  this  house  for  $9,000,"  he  says. 
"Why  don't  you  submit  an  application  to  the  FHA  for  preconditional 
commitment  and  say  that  you're  selling  it  for  $20,000,  and  you're 
asking  for  an  18-5  mortgage,  and  see  what  happens?" 

Mr.  Blum.  This  was  at  the  instigation  of  the  employee  of  the 
funding  company? 

Mr.  Cea.  Yes;  but  he  wasn't  working  for  the  funding  company 
at  that  time.  I  mean,  he  was,  but  he  wasn't  in  on  that  deal.  So  they 
did  that  and  they  got  a  commitment,  preconditional  commitment; 
we  give  a  mortgage  for  17-5,  and  as  he  said,  once  the  broker  saw  that, 
he  says,  "All  you  need  is  front  money  to  put  deposits  down,  pay 
appraisal  fees,   other  expenses." 

Now,  once  the  broker  got  someone  to  go  in  with  him  for  the  front 
money,  some  capital  to  start,  he  bought  all  the  houses  up  in  that  area — 
every  house  that  was  up  for  sale — and  this  particular  broker,  working 
for  the  funding  company,  then  assisted  him  in  processing  the  applica- 
tions, and  he  sent  them  in. 

And  the  way  he  put  it,  and  I  quote:  I  asked  him  "Well,  what  did 
you  explain  to  her?"  "Well,"  he  said,  "after  I  explained  this  to  her," 
he  said,  "once  the  person  saw  how  they  could  get  a  mortgage  commit- 
ment far  in  excess  of  the  price  that  the  person  intended  to  sell,"  he 
says,  "zoom,  it  was  wide  open." 

And  I  looked  at  him,  and  I  just  paused  for  a  moment,  looking  at 
him,  you  know.  I  couldn't  believe  what  I  was  listening  to  and  I  told 
him,  I  said,  "Don't  you  realize  that  you  were  selling  to  poor  people? 
Do  you  realize  that  some  of  these  people  have  already  lost  their 
homes?"  And  I  said  to  him,  "You  speak  Spanish,  don't  you?" 

And  he  says,  "Yes,  I  do."  And  I  said,  "Do  you  realize  these  people 
couldn't  speak" — (interruption) — I  said,  "why  didn't  you  help  these 
people?  They  needed  help  and  assistance,  and  instead,  they  lost  their 
houses." 
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And  that  was  it,  that  was  the  story  he  told  me.  And  then,  for  the 
first  time,  we  realized,  we  were  checking,  trying  to  get  evidence  of 
blockbusting  against  these  brokers,  the  complamt  of  blockbi^tmg, 
and  we  reaUzed,  then,  this  was  a  futile  chase,  and  it  was  very  diffacult, 

and  so  forth.  j      i       j 

We  reahzed  that  these  were  poor  people  and  we  then  developed  a 
technique.  When  a  person  was  complained  of  blockbustmg,  a  broker 
or  someone,  we  subpena  his  files  for  the  past  year  or  two  and  we 
check  out  the  files  because  we  then  determined  that  these  people— now, 
some  of  these  people  are  not  quahfied;  they  are  poor  people,  and  there 
must  be  an  obvious  fraud. 

And  this  is  what  we  did,  starting  about  three  and  a  half  years  ago, 
and  it's  beginning  to  work.  ,  ,    ,  , 

Mr.  Blum.  In  some  of  those  cases,  as  I  asked  before,  there  was 
no  actual  purchaser  and  what  they  did  was  invent  a  person;  is  that 
correct? 

Mr.  Cea.  In  one  case,  we  found  a  house  where  a  person  apphed  for 
mortgage  and  the  deed  was  conveyed  30  days  later  to  a  third  person. 
And  when  we  called  in  the  person  who  applied  for  the  mortgage,  we 
asked  them— we  showed  them  the  deed,  we  showed  them  the  bonded 
mortgage  and  asked  if  it  was  his  signature,  and  he  said,  "That's  my 
name,  but  that's  not  my  signature.  I  never  bought  a  house." 

I  said,  "Did  you  ever  go  to  a  place  in  Hempstead  to  sign  some 
papers  where  people  were  present?"  Because  they  don't  understand 
what  a  closing  is.  And  he  said  to  me,  "No,  I  never  been  there.']  And 
I  said,  "That's  your  name?"  And  I  said,  "Do  you  know  this  particular 
broker?"  And  he  said,  "Yes." 

I  said,  "Well,  tell  me  what  happened."  Well,  he  went  to  this 
broker's  office,  and  spoke  to  the  broker  about  buying  a  house.  He 
came  back  about  2  hours  later,  and  said,  no,  he  had  changed  his  mmd. 
The  broker  says,  "Fine,  forget  it,"  tore  up  the  paper,  and  he  walked 
out.  And  they  used  his  signature  to  apply  for  a  mortgage  loan,  received 
the  mortgage  loan,  and  conveyed  it  to  a  third  party  within  30  days 
thereafter,  subject  to  the  mortgage  loan. 

Mr.  LoMENZO.  I  want  to  inject  here  that,  in  that  instance,  we  then 
proceeded  to  check  out  the  notary  pubUc,  you  see,  because  we  also 
Hcense  notary  publics,  and  one  thing  leads  to  another. 

I  might  say  that  just  the  other  day  I  read  in  the  newspaper  where 
one  of  the  individuals,  apparently  mvolved,  stated,  "Well,  everybody 
else  was  doing  it,"  and  that's  why  he  was. 

It  seemed  that  people  indulged  in  a  rather  incongruous  situation 
where  they — I  would  call  it  "moraUstic  larcency,"  at  least  in  their 
minds.  If  you  do  something  long  enough,  it  takes  on  this  usage  and 
custom  in  the  trade.  This  is  exactly  what's  been  happening. 

Mr.  Blum.  Wasn't  that  mortgage  company  represented  by  counsel? 
Wasn't  the  buyer  represented  by  counsel  at  the  closing,  normally? 

Mr.  LoMENzo.  Let  me  say  this:  An  inference  on  an  inference.  We 
can't  condemn  people  where  we  are  not  in  a  position  to  investigate. 
I  think  it  would  be  somewhat  inequitable  to  bring  in  numbers  of  the 
legal  profession  unless  we  have  some  basis  for  it. 

Mr.  Blum.  We  can  at  least  guess  there  is  a  requirement  or  provision 
for  counsel  for  the  home  buyer  to  be  present  at  the  closing  and  prob- 
ably there  are  payments  for  counsel  fees. 
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Mr.  LoMENzo.  In  most  instances,  they  would  use  house  counsel. 
As  you  know,  many  times,  they  avoid  the  cost  of  their  own  personal 
attorneys. 

Mr.  Blum.  In  effect,  the  broker  picks  the  lawyer  to  represent  the 
buyer? 

Mr.  LoMENzo.  This  happens;  yes. 

Mr.  Blum.  There  is  no  effective  representation  on  behalf  of  the 
buyer? 

Mr.  LoMENZo.  It  might  be  unilateral;  yes. 

Mr.  Blum.  Have  you  ever  had,  actually,  circumstances  where  a 
broker  has  walked  into  your  office  and  said,  "Here  is  my  license.  I 
don't  want  a  license  any  more,  and  this  will  get  you  off  my  back." 

Mr.  Lomenzo.  Yes.  Usually,  when  they  hear  that  we  are  investi- 
gating, and  sometimes  they  know  about  it  because  we  call  them  in 
ultimately,  they  turn  in  their  license.  When  they  do  that,  we  lose 
jurisdiction. 

Mr.  Blum.  Then  they  just  go  out  and  do  it  again? 

Mr.  Lomenzo.  Not  exactly  because  if  we  find  sufficient  evidence, 
we  turn  it  over  to  the  district  attornev. 

Mr.  Blum.  Is  one  of  the  brokers  who  has  done  that  a  gentleman 
by  the  name  Drago,  of  Drago  Realty  in  Brooklyn? 

Mr.  Lomenzo.  He  was  suspended,  as  Mr.  Cea  points  out,  for  6 
months,  and  the  appellate  division  sustained  the  department's  ruling. 

Mr.  Blum.  He  was  reinstated? 

Mr.  Cea.  The  suspension  started  in  November  and  expired  in 
April.  However,  Mr.  Drago  did  call  me  a  few  months  ago  when  he 
had  some  difficulty  in  the  community  where  he  was  located,  by  the 
residents.  He  told  me  his  window  had  been  broken  three  times,  and 
he  said  that  he  was  going  to  Florida,  and  he  could  make  a  living 
down  there.  He  was  not  coming  back. 

And  I  said  to  him  that  that  was  the  best  news  I  had  today. 

Mr.  Lomenzo.  I  don't  know  about  the  people  in  Florida,  but  let 
me  say  that  we  have  been  affirmed,  and  I  think  we  were  reversed  once, 
but  in  several  instances  now,  sir,  we  have  been  reversed,  in  part. 
The  courts  have  cut  down  the — either  the  revocation  or  the  previous 
suspension.  And,  of  course,  we  were  required  to  comply. 

This  was  pretty  much  in  the  early  stages.  I  believe  now  that  the 
courts  are  cognizant  of  the  extent  of  this  type  of  evil  and  I  doubt 
whether  we're  going  to  get  any  reversals,  in  part,  at  least  as  far  as 
the  punishment  is  concerned. 

Mr.  Blum.  Isn't  it  very  difficult  to  keep  track  of  the  most  difficult 
cases  of  fraud  because  the  same  people  use  a  number  of  different 
names  on  the  real  estate  offices  and  the  corporations  buying  and  selling 
the  property? 

Mr.  Lomenzo.  Some  of  the  most  resourceful  operators  are  in- 
volved and  it's  very  difficult. 

Mr.  Blum.  They  open  up  under  one  name,  and  then  change  to 
another  name,  and  then  change  to  another  name.  Do  you  have  any 
examples  of  that  you  might  give  to  us  that  come  to  mind  particularly? 

Mr.  Lomenzo.  I  would  be  reluctant  to  name  individuals  for  two 
reasons:  They  are  under  indictment  and  it  would  be  improper  at  this 
time  to  comment;  and  second,  some  are  under  investigation.  But  I 
can  answer  that  question,  generally,  by  saying  that,  yes,  this  does 
go  on.  The  ingenuity  of  these  people  is,  as  I  say,  incredible. 
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Mr.  Blum.  You,  in  effect,  have  been  the  agency  that  has  been 
looking  at  the  FHA  cases  to  find  out  if  there  has  been  FHA  fraud. 
Does  FHA  have  people  doing  the  same  thing? 

Mr.  LoMENZo.  I  don't  know. 

Mr.  Blum.  Is  it  likely,  if  they  did,  they  would  sort  of  cross  paths 
somewhere  along  the  line  with  your  people? 

Mr.  LoMENzo.  Well,  let's  say  that  our  paths  haven't  crossed.  I  think 
probably  now,  obviously,  from  what  I  read,  they  are  alerted  to  this  sort, 
of  thing  and  I  am  sure  they  are  apt  to. 

Mr.  Blum.  There  is  presently  a  bill  in  the  New  York  State  Legis- 
lature for  the  regulation  of  mortgage  funding  companies.  How  do 
you  feel  about  that  bill?  Do  you  think  they  should  be  subjected  to  this 
kind  of  regulation? 

Mr.  LoMENZO.  I  believe,  in  all  of  these  areas,  as  I  have  indi- 
cated, there  is  a  massive  fraud  condition,  not  only  in  New  York, 
but  throughout  the  country,  that  there  ought  to  be  tighter  controls. 
I  favor  reasonable  controls.  Hopefully,  this  might  remedy  this 
situation. 

I'm  not  familiar  with  the  particular  technical  provisions  of  any 
proposed  bill  in  that  regard,  although  I  have  here  the  proposed  bill 
to  regulate  dealers,  and  I  would  be  delighted  to  submit  it  as  an 
exhibit  to  this  committee. 

Senator  Hart.  It  will  be  received. 

Mr.  Blum.  When  a  broker  deals  with  an  individual,  that  individual 
assumes  that  because  he  is  licensed  by  the  State  of  New  York  he 
has  been  approved  and  that  in  the  event  of  trouble  there  is  an  implied 
offer   of    Government   help. 

Have  you  heard  of  the  expression,  "having  the  eagle,"  with  re- 
spect to  Government  approved  mortgage  funding  companies  and  can 
you  tell  us  what  it  means? 

Mr.  LoMENzo.  Pat  can. 

Mr.  Cea.  Presently,  other  than  lending  institutions,  such  as  banks, 
which  to  lend  money  for  Federal-insured  mortgage  loans,  such  as 
FHA,  or  VA,  are  required  to  apply  to  the  agency  and  they  are  given  an 
authorization  to  state  that  they  are  an  FHA  lender,  and  so  forth. 

They  call  this  "the  eagle."  Now,  if  you  hear  a  person  say,  "I  have 
an  eagle,"  that  means  he's  authorized  to  lend  money  subject  to  FHA 
or  VA  approval. 

Mr.  Blum.  Typically,  the  lenders  who  have  the  eagle,  display 
some  sort  of  Federal  seal  on  their  door? 

Mr.  Cea.  Usually,  the  eagle  itself.  That's  why  they  call  it  "the 
eagle." 

Mr.  Blum.  This  certainly  gives  the  poor  people  the  notion  that 
they  are  dealing  with  a  federally  approved,  regulated,  and  super- 
vised  agency,   I   guess. 

Mr.  Cea.  Well,  we  did  have  one  buyer  that,  the  day  after  closing, 
a  flood  in  her  basement  and  the  sewage  pipes,  the  excretion  waste  and 
everything  else  was  coming  out,  and  the  way  she  was  convinced — she 
wasn't  represented  by  a  lawyer — to  buy  the  house,  the  salesman  said  to 
her,  you  know,  "The  Government  approves  this.  Do  you  think  the 
Government  would  approve  this  if  the  house  wasn't  okay?"  And  she 
felt  that  this  was  all  right.  And  after,  the  Government  approved  it. 
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Mr.  Blum.  There  is  an  assumption  here  that  if  the  Government 
has  approved  the  house,  the  Government  has  approved  the  price,  the 
Government  is  checking  the  whole  deal. 

Mr.  LoMENZo.  There  is  somewhat  of  a  happy  ending  to  that 
because  I  remember  that.  The  broker  involved  came  in  there  and  he 
made  restitution  to  fix  that  sewer  to  the  cost  of  $1,800. 

Mr.  Blum.  That  lady  was  fortunate  that  she  knew  where  to  go  to 
complain.  There  are  probably  others,  because  they  don't  speak 
English,  don't  even  know  where  to  go  to  get  help. 

Mr.  LoMENzo.  Yes.  We  have  a  voluntary  system  in  New  York; 
all  of  the  pamphlets  and  publications  that  the  Department  puts  out  in 
this  regard,  to  hopefully  educate  people,  are  displayed  in  the  county 
clerk's  office  throughout  the  entire  State,  the  villages,  the  towns,  and 
the  cities. 

And  this  is  the  only  way  that  we  can  do  it.  And  once  in  awhile,  the 
television  people,  and  radio  people,  are  kind  enough  to  give  us  public 
service  spots  on  television,  and  they  do  go  on  from  time  to  time 
actually,  and  to  check  with  us  when  they  do. 

I  would  like  just  to  make  one  observation  that  I  neglected  to  make, 
and  that  is  that  there  is  no  question  but  that  if  an  individual  defrauds 
the  Government,  and  the  Government  has  been  defrauded,  then 
there  is  a  civil  action  available  to  the  Federal  Government  to  recover 
the  illegal  profits  and  for  damages. 

I  believe  that  there  is  a  provision  somewhere  where  treble  damages 
might  be  involved.  And  as  of  this  date,  I  have  heard  of  not  one  single 
lawsuit  that  has  been  brought  by  the  United  States  in  this  connection. 

It  would  seem  to  me  that,  not  only  to  recover  the  funds  of  the 
taxpayers  that  go  into  this  sort  of  thing,  it  might  serve  as  a  very 
pronounced  deterrent,  because  if  you  start  taking  away  the  fruits  of 
this  sort  of  thing,  and  they  might  very  well  pay  treble  damages,  it 
might  have  a  salutary  effect  on  some  of  these  individuals  who  are 
thinking  about  it;  they  might  see  the  light. 

And  there  ought  to  be,  I  believe,  Senator,  a  special  group  to  do  this, 
to  bring  the  civil  actions  and  to  recover  the  funds.  That,  I  think, 
would  be  very  effective.  And  frankly,  I  think  you  could  almost,  in 
some  of  these  instances,  get  summary  judgments  by  simply  establish- 
ing the  fraudulent  papers  and  participation  by  these  people. 

Senator  Hart.  I  had  not  heard  that  suggestion  made  before.  It  did 
not  occur  to  me  that  probably  under  that  existing  fraud  claims  statute, 
instances  such  as  you  have  described  fall  rarely  under  it;  the  two 
results  that  you  predict;  one,  it  would  recoup  some  of  the  money  the 
taxpayer  loses,  and  secondly,  have  a  very  persuasive  deterrent  effect. 

I  agree  with  it. 

Why  didn't  somebody  think  of  that  around  here? 

Mr.  LoMENzo.  If  two  or  three  major  lawsuits  of  that  kind  occur, 
I  think  it  would  have  the  effect  we  were  discussing. 

Senator  Hart.  We  do  supposedly  have  a  law  and  order  adminis- 
tration. For  Senator  Hruska  and  Senator  Fong,  Mr.  Nolan? 

Mr.  Nolan.  I  have  no  questions. 

Senator  Hart.  Your  testimony  is  very  helpful. 

I  don't  want  to  quarrel  with  you  on  revenue-sharing.  I  think  you 
sort  of  made  an  oblique  pitch  for  it,  and  I  agree  with  you.  I  think  it 
was  rather  dramatic  when  you  said,  "the  citizen  of  New  York  pays 
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Federal  taxes  in  a  very  substantial  amount  and  gets  back  only  1 1  cents 
on  the  dollar." 

We  ought  to  remind  each  other  of  what  we  do  in  Washington  when 
we  get  that  dollar. 
Mr,  LoMENZo.  Yes. 

Senator  Hart.  Some  of  the  distribution  properly  is  an  attempt  to 
equalize  differences  across  the  country  in  resources.  But  just  think 
of  how  much  greater  opportunity  we  have  to  share  if  ^ve  could  change 
some  of  the  spending  practices  that  we  engage  here  in  Washington. 
More  than  half — yes,  I  am  satisfied — more  than  50  cents  of  every 
dollar  that  comes  in  from  the  taxpayer,  in  New  York  and  across  the 
country  for  the  1972  fiscal  year  now  is  spent  for  the  current  military 
commitment,  the  interest  on  the  national  debt — 80  percent  of  which 
is  war-related — and  veterans  benefits. 

When  you  put  that  together,  you  have  more  than  50  cents  on  every 
dollar  spent.  When,  in  addition  to  the  lives  that  are  lost,  and  the 
300,000  wounded,  the  cost  of  the  war,  just  in  Vietnam,  since  1964, 
will  exceed  $180  billion. 

And  here  we  are.  It  is  a  war  that  I  think  almost  everybody  now 
believes  lacks  any  justification  in  terms  of  how  we  are  measuring  it 
against  a  threat  to  our  security.  We  can't  even  get  that  thing  stopped. 
Though  I  wouldn't  challenge  your  statements  that  the  people  of 
New  York  feel  they  have  no  capacity  to  increase  their  taxes,  they 
certainly  have  no  desire  to  see  that.  But  they  ought  not  make  book  on 
very  substantial  revenue-sharing  out  of  Washington,  at  least  not 
until  we  reduce,  substantially,  the  earmarking  of  the  money  out  of 
here  for  war. 

I  make  the  point  not  to  quarrel  at  all,  but  I  think  every  time  we 
have  a  chance,  we  have  to  make  the  point  that  this  is  where  more 
than  half  of  our  money  goes,  and  there  is  no  sign  that  it  is  going  to 
change.  It  is  more  likely  to  change  if  more  and  more  of  us  understood 
that  this  is  what  we  must  do. 

Mr.  LoMENZO.  I  have  five  children  and  two  are  presently  in  college, 
and  it  gets  quite  expensive.  And  you  know,  I  talk  to  the  children 
from  time  to  time,  when  they  come  to  collect,  and  I  try  to  explain  to 
them  about,  you  know,  sharing  the  finances  of  the  home. 

And  after  I  talk  to  them,  I  get  a  letter,  and  they  used  to  say,  "Best 
regards,  dad"  or  "Sincerely."  They  always  end  now  with  the  unusual, 
nonetheless  necessary,  salutation  that  says,  "Please  send  money." 
This  is  the  problem  throughout  the  United  States.  There  are  many 
captives  and  I  understand.  But  all  I'm  saying  is  that  the  problem 
here,  the  root  of  it  is,  the  people  want  homes;  they  need  them.  And 
frankly,  they  deserve  them. 

And  the  only  way  that  we're  ever  going  to  do  it  is  mth  money. 
And  where  it  is  going  to  come  from  is  the  problem,  and  I  understand. 
May  I  ask  you,  Senator,  for  an  indulgence  in  a  personal  request? 
I'm  a  member  of  the  National  Association  of  Secretaries  of  State  of 
the  United  States,  and  I  am  its  immediate  past  president.  And  I'd 
appreciate  it  if  you  would  be  kind  enough,  if  and  when  you  get  back 
home,  to  give  my  best  regards  to  the  distinguished  secretary  of  state. 
Dick  Austin,  of  Michigan. 

Senator  Hart.  Thank  you  very  much;  I  will  be  delighted. 

Mr.  LoMENZO.  He's  a  good  man. 

Senator  Hart.  He  is.  Thank  you  very  much. 

(Related  material  follows.  Testimony  resumes  on  p.  210.) 
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Material  Relating  to  the  Testimony  of 
John  P.  Lomenzo 

EXHIBIT  1 
Listing  of  Known  New  York  Real  Estate  Dealers 

MEMORANDUM 

STATE  OF  NEW  YORK  -  DEPARTMENT  OF  STATE 

DATE:       March   27,    1972 
TO:         Mr.    Patrick  J.    Cea  OFFICE: 

FROM:  James   C.    Austin  OFFICE: 

SUBJECT:  List   of  Known  Real  Estate  Dealers    (Unlicensed) 


Brooklyn 

1.  Apollo  Estates 

2.  Arcan  Realty  Corp. 

3.  Bonanza 

'i .  Armando  Garcia 

5.  D  and  V  Realty 

6.  Delta  Funding  Corp. 

7.  Abe  Elsensteln 

8.  Family  Construction 

9.  Leo  Jacobson 

10.  Nelbar  Construction  Corp. 

11.  Evelyn  Pollsar 

12.  Rawl  Associates  Inc. 

13.  Landmark  Acquisitions  Inc. 


IM.  Mr.  Ramos 

15.  Rocket  Realty 

16.  S  and  R  Associates 

17.  Salinas  Enterprises  Corp, 

18.  Sutter  Estates 

19.  Summer  Hill  Realty  Corp. 


Queens 


S  and  R  Associates 
Landmark  Acquisitions  Inc , 


776A  Nostrand  Avenue 

32  Court  Street 

7222  18th  Avenue 

>i   Jeffrey  Court 

Freeport 

3^0  Wilson  Avenue 

262  Jamaica  Avenue 

38^2  Flatlands  Avenue 

UL  ^-1200 

601  E.  Tremont  Ave 

Bronx 

375  -  19'»1 

692  Flatbush  Avenue 

77  Harbor  View  West& 

nii   Court   Street 

Lawrence,  L.I.,  N.Y. 

769-5561 

mi   Ralph  Avenue 

165  Linden  Blvd. 

306  Weirfield  Street 

3163  Fulton  Street 

271  Flatbush  Avenue 


77  Harbor  View  West 
Lawrence,  L.I.,  N.Y. 


'L'vy\jL>^ 


tf 


LJLJ^ 


'James  C.  Austin 
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Material  Relating  to  the  Testimony  of 
John  P.  Lomenzo 

EXHIBIT  2 
FHA  Circulars  Listing  Speculator  Dominated  Areas  in  New  York 

Department  of  Housing  and  Urban  Development,  Federal  Housing 
Administration — Circular  Letter  No.  164,   Mar.  29,   1971 

Office  of  the  Director 

To:  All  approved  Mortgagees. 

Subject:  Information  on  FHA  procedures. 

A  listing  of  areas  or  neighborhoods  within  the  jurisdiction  of  this  oiBce  which 
this  office  considers  to  be  dominated  by  speculator  activity  is  attached.  This  listing 
is  subject  to  additions  or  deletions  based  upon  future  findings  of  this  office. 

The  instructions  in  Circular  Letter  No.  161  dated  January  15,  1971  requiring 
information  concerning  ownership,  acquisition  prices,  repairs  and  other  costs  in 
all  areas  are  modified  effective  immediately.  Only  those  applications  in  the  areas 
or  neighborhoods  on  the  listing  referred  to  above  must  be  accompanied  by  the 
name  and  address  of  the  owner  of  the  property,  the  date  the  property  was  acquired, 
and  the  present  status  of  the  property  with  respect  to  any  options  to  sell. 

(1)  If  the  date  of  purchase  of  the  property  is  less  than  two  years  prior  to  the 
date  of  application  and  the  owner  is  not  the  occupant,  or 

(2)  If  the  owner  (whether  occupant  or  not)  has  optioned  the  property,  or 

(3)  If  this  office  for  any  pertinent  reason  deems  such  information  essential  on 
a  particular  application. 

The  total  itemized  cost  of  acquisition  and  an  itemization  of  the  cost  of  any 
improvements  made  to  the  property  by  the  seller,  or  the  option  price,  if  applic- 
able, must  be  furnished  with  the  application.  Falsification  or  other  fraudulent 
information  will  be  considered  cause  for  prosecution. 

FHA    FORM    2900-1,    MORTGAGEE'S    APPLICATION    FOR    MORTGAGOR    APPROVAL 

The  above  identified  form  will  soon  be  available  in  single  sheet  style  in  addition 
to  the  manifold  package.  The  single  sheet  should  be  used  in  lieu  of  the  more 
expensive  manifold  form  whenever  possible,  such  as  with  reconsideration  requests, 
with  co-mortgagors  or  co-signers. 

Lawrence  M.  Condon, 

Assistant  State  Director. 
Attachment. 

Attachment  to  Circular  Letter  No.  164  March  29,  1971 

Brooklyn,  Kings  County:  Coney  Island,  East  New  York,  Brownsville,  Bush- 
wick,  Sunset  Park,  Bedford-Stuyvesant,  Park  Slope,  Red  Hook,  East  Flatbush 
(East  of  Utica  Avenue  West  of  Kings  Highway  South  of  Empire  Blvd.),  and 
Williamsburgh. 

Queens  County:  Corona,  South  Jamaica,  St.  Albans,  Cambria  Heights,  Spring- 
field Gardens,  South  Ozone  Park,  Queens  Village,  Arverne,  and  Edgemere. 

Nassau  County:  Freeport  and  Roosevelt. 

Suffolk  County:  Carleton  Park  Section  of  Central  Islip,  Hagerman,  Bellport, 
East  Patchogue,  and  Regis  Park  Section  of  Brentwood. 

Bronx:  South  Bronx,  Hunts  Point,  Tremont,  East  Tremont,  Williamsbridge, 
Melrose,  Mott  Haven,  Morris  Heights,  West  Farms,  Unionport,  and  Highbridge. 

Westchester:  Mt.  Vernon,  Yonkers,  Ossining  (Center  City),  and  Peekskill 
(Center  City) . 

Orange:  City  of  Newburgh. 

Department  of  Housing  and  Urban  Development,  Federal  Housing 
Administration — Circular  Letter  No.   168,  Oct.  8,   1971 

Office  of  the  Director 

To:  All  approved  mortgagees. 

Subject:  Information  on  FHA  procedures. 

Circular  Letter  No.  164  dated  March  29,  1971  identified  areas  or  neighborhoods 
within  the  jurisdiction  of  this  office  which  this  office  considers  to  be  dominated 
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by  speculator  activity.  The  listing  of  such  areas  is  hereby  supplemented  by  the 
addition  of  the  City  of  Long  Beach  in  Nassau  County,  and  the  East  Flatbush 
area  of  Brooklyn  is  extended  west  along  Empire  Boulevard  to  Flatbush  Avenue, 
south  to  Avenue  D,  east  along  Avenue  D  and  Ditmas  Avenue  to  East  98th  Street 
northeast  to  Linden  Boulevard,  thence  west  to  Remsen  Avenue,  thence  north- 
west to  Empire  Boulevard.  In  other  respects  the  listing  remains  unchanged. 

Applications  in  the  areas  or  neighborhoods  on  the  listing  must  be  accompanied 
by  the  name  and  address  of  the  owner  of  the  property,  the  date  the  property  was 
acquired,  and  the  present  status  of  the  property  with  respect  to  any  options  to 
sell: 

(1)  If  the  date  of  purchase  of  the  property  is  less  than  two  years  prior  to  the 
date  of  application  and  the  owner  is  not  the  occupant,  or 

(2)  If  the  owner  (whether  occupant  or  not)  has  optioned  the  property,  or 

(3)  If  this  ofRce  for  any  pertinent  reason  deems  such  information  essential  on 
a  particular  application. 

The  total  itemized  cost  of  acquisition  and  an  itemization  of  the  cost  of  any 
improvements  made  to  the  propertj'  by  the  seller,  or  the  option  price,  if  appli- 
cable, must  be  furnished  with  the  application.  Falsification  or  other  fraudulent 
information  will  be  considered  cause  for  prosecution. 

Lawrence  M.  Condon, 

Assistant  State  Director. 

Dep.^rtment  of  Housing  and  Urban  Development,  Federal  Housing 
Administration — Circular  Letter  No.   161,  Jan.   15,   1971 

Office  of  the  Director 

To:  All  approved  mortgagees. 

Subject:  Information  on  FHA  procedures. 

Effective  immediately  it  is  mandatory  that  all  Applications  for  Property  Ap- 
praisal and  Commitment  for  Mortgage  Insurance,  FHA  Form  2800,  show  the 
name  and  address  of  the  owner  and  the  date  the  property  was  acquired,  where 
the  seller  of  the  property  is  not  the  occupant. 

If  the  date  is  less  than  two  years  prior  to  the  date  of  the  application,  or  if  this 
office  deems  such  information  essential  on  any  particular  application,  the  total 
itemized  cost  of  acquisition  and  an  itemization  of  the  cost  of  any  improvements 
made  to  the  property  by  such  seller  must  be  furnished  with  the  application.  Falsi- 
fication or  other  fraudulent  information  will  be  considered  cause  for  prosecution. 

Lawrence  M.  Condon, 

Assistant  State  Director. 
EXHIBIT  3 

Material  Relating  to  the  FHA  Modified  Cost  Appraisal 

The  Library  of  Congress, 
Congressional  Research  Service, 

J^' ashington,  D.C.,  December  23,  1971. 
To:  Senate  Anti-Trust  and  Monopoly  Subcommittee. 
Attention:  Jack  Blum. 
From:  Economics  Division. 
Subject:  FHA  Modified  Cost  Appraisal  Approach. 

Enclosed  is  a  copy  of  the  FHA  modified  cost  apprnisal  which  is  supposed  to 
discourage  speculator  activity  in  existing  homes.  Although  the  text  of  the  circular 
is  not  specific  as  to  the  mark-up  to  be  allowed  to  speculators,  the  example  given 
at  the  end  (page  4)  does  indicate  a  25  percent  "overhead  and  profit"  item,  plus  a 
5  percent  broker's  commission,  a  total  of  30  percent.  FHA  insuring  office  staff 
could  safely  adopt  the  figures  used  in  the  example  and  avoid  any  responsibility 
for  a  judgement  as  to  an  appropriate  profit  allowance.  Thsre  would  probably  be  a 
tendency  to  follow  that  course  of  action. 

While  somewhat  restrictive,  a  30  percent  allowance  probably  would  satisfy  a 
speculator  engaged  in  numerous  and  rapid  property  turnovers.  At  the  same  time 
the  30  percent  is  highly  questionable  when  considered,  for  example,  in  light  of  a 
10  percent  builders  profit  and  risk  allowance  on  new  multifamily  projects. 

Henry  B.  Schechter, 
Senior  Specialist  in  Housing. 
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U.S.  Department  of  Housing  and  Urban  Development, 

March  4,  1971. 
Transmittal  Notice 

This  Circular  cancels  and  supersedes  Circular  4035.8.  Revision  has  been  made 
to  eliminate  the  neea  for  required  identification  of  ownership  except  in  areas  dom- 
inated by  speculator  activity.  The  revision  also  provides  for  identification  of  op- 
tion prices. 

This  change  is  prompted  by  suggestions  at  the  Secretary's  conference  of  field 
office  personnel. 

U.S.  Department  of  Housing  and  Urban  Development, 

March  4,  1971. 
Circular 

Subject:  I.  Required  identification  of  ownership  where  seller  is  not  the  owner  oc- 
cupant, existing  properties;  and  II.  Use  of  modified  cost  approach  on  existing 
properties  in  areas  dominated  by  speculator  activity. 

purpose:  identification  of  ownership 

The  increasing  number  of  applications  for  mortgage  insurance  being  received 
involving  inner-city  and  other  problem  areas  dominated  by  speculators  has  made 
it  necessary  to  provide  these  additional  instructions  which  are  applicable  to 
delineated  areas  as  hereinafter  described. 

Sellers  who  are  not  owner  occupants  must  be  identified  in  order  to  disclose 
straw  parties  and  speculator  activity.  The  application  Form  2800  will  be  revised 
at  its  next  printing.  In  the  meantime,  the  following  instructions  with  respect  to 
identification  of  ownership  must  be  implemented  immediately. 

modified  cost  approach 

The  directives  in  this  Circular  concerning  the  modified  cost  approach  supple- 
ment the  outstanding  appraisal  instructions  in  Section  14,  Volume  VII,  FHA 
Manual  and  are  intended  to  facilitate  more  realistic  appraisals  of  properties 
located  in  areas  of  extensive  speculator  activity.  It  must  be  emphasized  that  in 
appraising  income  properties  the  market  approach  is  the  most  reliable  indicator 
of  value  and  must  be  utilized  as  the  principal  approach.  In  areas  where  speculators 
constitute  the  principal  means  by  which  properties  are  marketed  and  FHA  is  the 
principal  source  of  financing,  this  additional  approach  to  value  will  help  to  prevent 
unreasonable  disparities  between  net  sellers'  prices  plus  typical  costs  and  FHA 
values  with  the  attendant  implications  of  excessive  speculator  profits.  This 
modification  of  the  cost  approach,  which  will  be  implemented  immediately  in 
the  areas  affected,  will  provide  another  limit  upon  value  to  supplement  the  market 
approach.  The  information  concerning  ownership,  acquisition  prices,  repairs  and 
other  costs  should  be  an  invaluable  source  of  data  to  implement  this  approach. 

A  speculator  is  one  whose  motive  in  purchasing  a  property  is  to  resell  as  soon 
as  possible  at  a  profit.  He  may  or  may  not  make  repairs  and  may  purchase  on  a 
contract  for  deed  or  he  may  buy  outright. 

When  speculators  predominate  in  the  buying,  repairing  and  selling  of  older 
existing  dwellings,  there  frequently  is  inadequate  market  data  available  for  market 
comparison  purposes  that  does  not  involve,  or  is  unaffected  by,  such  speculative 
transactions.  In  such  neighborhoods,  this  modified  cost  approach  is  mandatory. 

I.  instructions  for  the  identification  of  ownership 

A.  Effective  immediately,  field  offices  will  provide  mortgagees  with  a  list  of 
delineated  areas  or  neighborhoods  which  are  dominated  by  speculator  activity. 
The  mortgagees  will  be  advised  that  applications  in  such  areas  must  be  accom- 
panied by  the  name  and  address  of  the  owner  of  the  property,  the  date  the  property 
was  acquired  and  the  present  status  of  the  property  with  respect  to  any  options 
to  sell. 

(1)  If  the  date  of  purchase  of  the  property  is  less  than  two  years  prior  to  the 
date  of  application  and  the  owner  is  not  the  occupant,  or 

(2)  If  the  owner  (whether  occupant  or  not)  has  optioned  the  property,  or 

(3)  If  the  field  office  for  any  pertinent  reason  deems  such  information  essential 
on  a  particular  application. 
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The  total  itemized  cost  of  acquisition  and  an  itemization  of  the  cost  of  any 
improvements  made  to  the  property  by  the  seller,  or  the  option  price,  if  applicable, 
must  be  furnished  with  the  appHcation.  Falsification  or  other  fraudulent  informa- 
tion will  be  considered  cause  for  prosecution. 

B.  Valuation  Clerks  must  be  instructed  to  carefully  review  all  applications  in 
delineated  areas  during  initial  review  prior  to  assignment  to  ascertain  the  need  for 
the  required  information  in  A.  above,  and  if  not  in  the  file,  the  application  will  be 
returned  to  the  mortgageee  as  a  fee  earned  reject.  The  information  provided  will  be 
transmitted  to  the  processing  appraiser  together  with  the  application. 

C.  The  director  of  each  field  office  will  issue  a  letter  to  all  mortgagees  in  his 
jurisdiction  reciting  the  requirements  in  Paragraph  A.  above. 

ir.    MODIFIED    COST   APPROACH 

A.  Delineation  of  Areas  and  Benchmarks. — The  neighborhoods  in  which  this 
modified  cost  approach  is  to  be  used  must  be  designated  and  delineated  by  the 
Chief  Appraiser  in  each  field  office  and  will  be  limited  to  those  areas  dominated  by 
speculator  activity. 

1.  The  first  step  in  this  approach  is  to  collect  sales  data  of  net  prices  received  by 
sellers  selling  to  speculators  (reflecting  the  As  Is  Value  (before  repairs) )  using  the 
market  approach.  Benchmark  appraisals  will  be  established  in  accordance  with 
Paragraph  71418.3  to  justify  the  appraiser's  As  Is  Value.  The  benchmark  com- 
parison must  be  made  on  Form  2019  for  each  type  of  property  typical  in  the 
locality.  The  data  can  be  collected  from  the  usual  sources  of  market  data  including 
courthouse  records,  mortgagees,  contractors,  brokers  and  speculators  dealing  in 
this  kind  of  property. 

The  benchmarks  will  be  coded  for  identification  purposes  and  the  code  number 
identified  on  the  2800  used  in  appraising  the  subject. 

B.  Data. — The  next  step  is  to  collect  data  relating  to  the  following  four  items 
described  below.  Verification  and  comparison  of  substantial  amounts  of  this 
data  is  necessary  to  assure  its  validity.  This  data  will  be  assembled  by  the  office 
and  provided  the  fee  and  staff  appraisers  working  in  the  areas  designated.  It  must 
be  updated  as  needed  to  assure  its  reliability. 

1.  Expenses  incurred  in  connection  with  the  As  Is  Purchase  from  the  original 
owner  (recording  charges,  transfer  taxes  and  any  other  expenses  of  purchase) . 

2.  Interim  Financing  Expense  (interest  on  borrowed  money  necessary  to 
carry  the  property  until  resale)  expressed  as  a  percentage  which  will  be  applied 
to  the  As  Is  Value. 

3.  Expenses  incurred  in  connection  with  holding  the  property  awaiting  sale 
and  closing  (such  as  taxes,  insurance,  water  and  heating  costs,  grass-cutting, 
etc.)  This  may  or  may  not  be  an  element  of  expense,  particularly  if  in  the  typical 
transaction  the  sale  is  consummated  early  or  the  speculator  rents  the  property 
during  the  sale  period. 

4.  Typical  broker's  commission  charged  (percentage)  on  properties  of  this 
type. 

C.  Repairs. — The  cost  of  repairs  proposed  or  required  to  make  the  subject 
property  acceptable  must  be  estimated  in  the  usual  manner. 

D.  Afethod. — 1.  Determine  the  As  Is  Value  from  the  benchmarks  provided. 
Enter  the  As  Is  Value  in  Box  31  on  the  2800-3  (see  example).  The  Benchmark 
2019  utilized  will  be  identified  by  code  number  next  to  the  As  Is  Value. 

2.  Enter  expense  of  As  Is  Purchase  (B-1  above). 

3.  Calculate  the  interim  financing  expense  (B-2  above) . 

4.  Add  holding  costs  (if  any)  (B-3) . 

5.  Add  repairs  proposed  or  required  to  bring  the  subject  property  up  to  a  con- 
dition acceptable  to  HUD  and  the  market  (from  Box  33). 

6.  Next,  total  the  As  Is  Value,  the  expense  of  As  Is  Purchase,  the  interim  mort- 
gage expense  and  the  repairs. 

7.  Multiply  this  total  by  a  reasonable  overhead  and  profit  allowance.  As 
reasonable  profit  is  one  which  is  required  in  order  to  attract  legitimate  enterprises 
to  engage  in  the  purchase,  repair  or  rehabilitation,  and  resale  of  older  properties 
in  the  locality.  The  profit  allowance  must  be  such  that  it  will  discourage  the  "specu- 
lator" or  "suede  shoe"  operator.  The  purpose  is  to  exclude  from  FHA  insured 
mortgages  the  possibility  of  exorbitant  profits  at  the  purchaser's  expense. 

8.  Compute  the  Broker's  commission  on  the  sum  of  the  above. 

9.  The  result  is  the  modified  replacement  cost. 

This  total  is  then  entered  in  Block  32,  Total  Replacement  Cost.  This  amount  is 
an  upper  limit  of  value  for  the  property  and  will  also  be  entered  in  Box  36,  "Ap- 
praisal Summary"  as  "Cost". 
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Example  of  modified  cost  approach 

(1)  As  is  value $6,  200 

(2)  Expense  of  as  is  purchase 75 

(3)  Interim  financing  expense  (9  %,  3  months  on  $6,200) 140 

(4)  Holding  costs (None) 

(5)  Repairs 1,  800 

(6)  Total 8,215 

(7)  Overhead  and  profit  125%X$8,215 10,  268 

(8)  Broker's  commission  (5%)  =  ($10,268-^95%  =  $10,808-$10,268 540 

(9)  Modified  replacement  cost 10,  808 

Next,  we  will  introduee  Mr.  John  H.  Payne,  president  of  the  Empire 
National  Bank. 

(Whereupon,  the  witness  was  sworn  by  the  chairman.) 

STATEMENT  OP  JOHN  H.  PAYNE,  JR.,  PRESIDENT  AND  CHIEP 
EXECUTIVE  OFFICER,  EMPIRE  NATIONAL  BANK 

Mr.  Payne.  I  would  like  to  introduce  Frank  Caruso  and  Mr. 
Nicolls.  I  respectfully  request  you  administer  the  oath  so  they  may 
participate  in  this  testimony. 

(Whereupon,  Mr.  Caruso  and  Mr.  Nicolls  were  sworn  by  the 
chairman.) 

Senator  Hart.  Thank  you.  You  may  begin. 

I  would  anticipate  we  can  receive  your  prepared  testimony,  then 
we  can  break  for  lunch  for  about  an  hour. 

Mr.  Payne.  Thank  you. 

We  sincerely  appreciate  the  opportunity,  Senator,  of  being  here 
today  and  participating  in  this  testimony.  I  thought  it  would  be 
appropriate  for  us  to  identify  ourselves  as  a  bank  and  to  tell  you  how 
we  got  where  we  are. 

Empire  National  Bank  was  formed  in  March  of  1970  by  the  merger 
of  the  Rockland  National  Bank  into  County  National  Bank  under 
the  name  of  Empire. 

At  the  end  of  the  year,  1971,  we  had  total  assets  of  about  $463 
million.  We  operate  42  offices  in  the  counties  of  Rockland,  Orange, 
Sullivan,  and  Duchess.  It's  in  an  area  extending  from  the  New  Jersey 
line  up  the  Hudson  River  to  Hyde  Park,  north  of  Poughkeepsie,  and 
west  across  Rockland  and  Orange  Counties  to  Port  Jervis  on  the 
Pennsylvania  line. 

We  are  the  largest  independent  bank  in  New  York  State  north  of 
the  New  York  City  line,  and  for  what  it  is  worth,  the  185th  largest 
bank  in  the  country. 

Now,  how  did  we  get  into  the  mortgage  business?  Seeking  op- 
portunities to  better  serve  the  mortgage  demands  of  our  own  trade 
area,  which  is  one  of  the  most  vital  housing  building  areas  in  New 
York  State  and  as  well  as  to  broaden  the  base  of  our  bank's  earnings, 
we  entered  into  a  contract  with  a  company  known  as  Arcs  Industries, 
Inc.,  in  August  of  1971 — whereby  the  bank  agreed  to  purchase  all  of 
the  outstanding  shares  of  the  common  stock  of  Capital  Ventures,  Inc. 

In  acquiring  the  stock  of  Capital  Ventures,  the  bank  would  also 
be  acquiring  all  of  the  wholly  owned  subsidiaries;  namely,  Delta 
Capital  Corp.,  Institutional  Brokerage  Corp.,  Lombard  Capital,  Repo 
Realty,  and  a  name  which  has  appeared  in  newspaper  stories  recently, 
United  Institutional  Servicing  Corp. 
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Back  in  1963,  when  Rockland  National  Bank  was  active  in  the 
building  area,  in  the  very  rapidly  growing  county  of  Rockland,  it 
began  doing  business  with  the  predecessor  company  of  United  Institu- 
tional Servicing  Corp. 

The  Rockland  made  available  a  warehouse  line  of  a  million  dollars 
to  the  predecessor  UISC,  and  in  addition,  issued  commitments  to 
builders  in  that  area  who  were  kno\vn  to  the  bank,  and  were  customers 
of  UISC  for  construction  of  homes  in  the  bank's  then  trade  area,  a 
credit  line  in  the  amount  of  $1%  million,  and  subsequently  increased 
to  $2%  million. 

In  this  entire  period,  from  1963  to  1971,  Rockland  National  (and 
later  Empire  National's)  business  with  the  United  Institutional 
Servicing  Corporation  was  conducted  in  an  entirely  satisfactory 
manner. 

During  this  time,  there  were  no  foreclosures,  no  delinquency 
problems,  no  repurchases,  no  evidence  of  any  fraudulent  or  erroneous 
transactions.  It  is  a  conservative  estimate,  during  the  8-year  period, 
that  the  bank  made  available  to  UISC  for  loans  to  its  customers, 
somewhat  more  than  $45  million. 

Naturally  and  understandably,  this  satisfactory  experience  with 
UISC  and  its  predecessors  had  a  considerable  influence  in  our  evalua- 
tion of  the  Capital  Ventures  acquisition. 

Before  the  acquisition  was  completed,  we  received  the  necessary 
permission  from  the  Comptroller  of  the  Currency  in  Washington  to 
acquire  the  company  as  a  wholly  owned  subsidiary,  and  we  also 
engaged  the  firm  of  Peat,  Marwick,  Mitchell  &  Co.,  our  bank's 
auditors,  to  make  a  complete  audit  of  the  books  of  Capital  Ventures, 
Inc.,  and  its  subsidiaries.  Their  audit  revealed  no  irregularity  in  the 
records  of  the  company. 

In  addition,  Empire's  contract  to  purchase  the  stock  of  Capital 
Ventures  contained  Arcs  Industries  representations,  including  the 
expressed  warranty  that  "the  operations  of  their  respective  businesses 
does  not  violate  any  law,  ordinance,  rule,  regulation  or  decree  of  any 
governmental  authority  which  is  material  to  the  operation  of  their 
business,"  namely  the  business  of  all  of  the  subsidiaries,  including 
United  Institutional  Servicing  Corp. 

On  the  basis  of  what  we  considered  to  be  a  satisfactory  evaluation 
of  the  Capital  Ventures  purchases,  and  with  the  approval  of  the 
bank's  board  of  directors,  we  concluded  that  acquisition  in  August  30 
of  1971. 

Immediately  following  our  determination  to  acquire  Capital 
Ventures  and  its  subsidiaries,  I  assigned  a  most  experienced  officer  in 
this  field,  a  man  who  has  been  fully  cognizant  of  the  details  of  the 
acquisition,  to  be  liaison  officer  and  to  coordinate  operations  of  the 
mortgage  companies  with  the  bank. 

This  gentleman  is  sitting  on  my  right,  Mr.  Frank  J.  Caruso.  He  is 
vice  president  of  the  bank  and  has  a  long  record  of  experience  in  the 
mortgage  field,  and  had,  among  other  responsibilities  over  the  years 
with  the  bank,  that  of  managing  the  bank's  relationship  with  UISC 
since  1963. 

His  original  assignment  with  Capital  Ventures  and  its  subsidiaries 
included  becoming  thoroughly  familiar  with  all  of  the  policies  and 
the  practices  of  the  companies  and  making  a  continuing  evaluation 
of  the  effectiveness  of  the  overall  operation. 
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We  were  aware  that  UISC  had  been  suspended  as  a  seller-servicer 
by  Fannie  Mae  and  Ginny  Mae,  this  suspension  arising  out  of  servic- 
ing problems  in  a  portfolio  of  roughly  $114  million  in  loans,  which 
servicing  had  been  sold  prior  to  our  acquisition. 

A  large  percentage  of  this  portfolio  was  FHA-VA  mortgage  loans 
which  were  originated  in  the  inner  core  areas  of  Kings  County, 
Bronx  County  and  Queens  County  in  the  city  of  New  York.  While 
the  company  had  been  suspended  by  Fannie  Mae  and  Ginny  Mae, 
it  continued  to  be  an  approved  FHA  and  VA  mortgagee. 

One  of  Mr.  Caruso's  early  recommendations  was  that  the  senior 
management  of  the  bank  schedule  a  conference  with  the  Regional 
OflBicers  of  Fannie  Mae,  and  this  was  accomplished  in  January,  1971 
at  which  time  Mr.  Caruso  and  Mr.  Edward  J.  Brown,  an  executive 
vice  president  of  Empire  National  Bank  accompanied  me  to 
Philadelphia. 

We  conferred  with  Messrs.  Kenneth  Duncan,  regional  vice  presi- 
dent of  Fannie  Mae,  and  Oliver  J.  McCarron,  assistant  regional  vice 
president,  and  as  a  result  of  this  conference,  we  received  assurances 
that  Empire  National  Bank  and  Embanque  Capital  Corp.  (formerly 
Delta  Capital  Corp.),  would  be  approved  as  both  FNMA  and  GNMA 
seller-servicer. 

These  approvals  were  necessary  to  maintain  the  secondary  mort- 
gage market  operations  fundamental  to  the  successful  and  profitable 
operation  of  the  mortgage  companies.  During  the  course  of  the  meet- 
ing, I  gave  the  officials  of  Fannie  Mae  assurance  that  Empire  National 
Bank  was  determined  to  see  the  mortgage  companies  operate  on  a 
quality  level.  Immediately  following  that  conference,  I  issued  the 
following  communications,  which  are  attached  to  this  testimony.  I 
would  like  to  quote  two  short  paragraphs  of  my  letter  to  Mr.  Duncan 
as  follows : 

The  UISC  operation  is  being  carefully  reviewed  with  the  objectives  discussed 
at  our  meeting  on  the  14th  very  much  in  mind.  I  have  issued  specfic  instructions 
that  quality  levels  must  be  maintained  and  am  insisting  that  quality  control 
criteria  be  estabhshed  and  faithfully  followed. 

I  am  certain  that  the  steps  we  have  already  taken  and  those  that  we  will  make 
in  the  months  to  come  will  establish  the  mortgage  companies  of  Empire  National 
Bank  as  quality  producers  with  which  you  and  your  associates  at  Fannie  Mae 
may  deal  with  confidence. 

At  the  same  time,  I  issued  a  memorandum  to  Mr.  Edwin  Katz,  the 
then  chairman  of  the  board  of  Capital  Ventures,  reciting  to  him  the 
fact  that  quality  must  be  maintained  at  a  high  level.  I'd  like  to  read 
this  paragraph: 

As  you  are  well  aware,  there  is  a  continuing  criticism  of  the  quality  of  portions 
of  the  mortgage  packages  merchandised  by  our  companies  in  the  past.  We  must 
be  certain  that  Capital  Ventures,  Inc.,  and  its  subsidiaries  are  not  subjected  to 
any  new  criticism  of  this  type. 

In  his  evaluation  of  the  mortgage  company's  operations,  Mr. 
Caruso  reported  to  me  that  one  of  the  major  problems  influencing  the 
control  of  the  quality  of  mortgages  was  the  fact  that  there  were  no 
internal  procedures  for  approval  of  mortgage  loans  accepted  for 
processing. 

In  other  words,  any  mortgage  loan — and  Secretary  Lomenzo 
referred  to  this  in  his  testimony — any  mortgage  on  which  a  firm  com- 
mitment was  issued  by  the  FHA  or  VA  was  automatically  closed 
without  any  further  internal  investigation. 
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Because  these  loans  were  Government  insured  or  guaranteed,  it  was 
apparently  assumed  that  there  would  be  no  substantial  loss  to  the 
company  irrespective  of  whatever  loss  there  might  be  to  the  Govern- 
ment by  virtue  of  its  insurance  or  guarantee. 

To  those  of  us  who  have  been  used  to  doing  a  commercial  banking 
business,  this  was  a  novel  procedure  because  we  don't  operate  on  a 
nonapproval  or  nonreview  practice.  What  the  mortgage  company 
was  doing  was  not  consistent  with  what  we've  been  accustomed  to 
doing  in  our  bank  relative  to  all  types  of  loans,  including  those  which 
carry  a  Government  guarantee;  for  instance,  the  Small  Business  Ad- 
ministration loan  applications  which  we  processed  over  the  years 
were  subject  to  the  same  close  scrutiny  of  our  lending  oflScers  as  any 
nonguarantee  credit. 

The  functions  of  the  marketplace  in  the  mortgage  banking  area 
are  quite  different  from  those  of  commercial  banking.  While  we 
recognized  this  before  we  acquired  Capital  Ventures  and  its  sub- 
sidiaries, we  were  not  prepared  to  accept  some  of  the  practices 
those  companies  followed,  practices  which  were  apparently  common 
to  the  mortgage  banking  industry. 

As  we  have  altered  those  practices,  there  has  been  a  very  definite 
effect  upon  the  volume  of  cases  submitted  to  us  by  brokers,  a 
matter  which  I  will  comment  on  later. 

Mr,  Caruso  also  reported  that  there  were  questions  concerning 
possible  conflicts  of  interest  which  arose  from  the  investment  of 
personal  funds  of  officers  of  the  corporation  and  members  of  their 
families  in  interim  loans  to  dealers  in  real  estate,  pending  the  com- 
pletion of  necessary  repairs  to  obtain  a  firm  commitment  from  the 
proper  governmental  agency. 

Other  observations  that  Mr.  Caruso  reported  included  the  fact 
that  all  inspections  were  handled  by  a  single  individual  in  the  em- 
ploy of  UISC;  that  certain  employees  of  the  corporation  were 
accepting  gratuities  from  the  brokers,  purchasers,  and/or  the  pur- 
chasers' attorneys  at  the  time  of  the  closings;  that  loans  originated 
through  certain  brokers  showed  an  abnormal  delinquency  ratio. 

As  a  result  of  these  reports,  I  directed  the  following  actions  be 
taken:  In  the  area  of  origination,  a  working  loan  committee  was 
established.  This  committee  meets  on  a  regular  weekly  basis  and 
approves  or  declines  each  individual  mortgage  loan. 

Since  its  establishment,  the  committee  has  received  an  average  of 
45  applications  each  week,  and  of  these,  an  average  of  seven  were 
rejected  for  a  variety  of  reasons  which  included  the  projected  in- 
ability of  the  purchaser  to  meet  his  financial  obligations  under  the 
mortgage. 

Now,  while  the  figures  45  and  seven  in  themselves  may  not  seem 
astronomical,  when  you  start  to  multiply  them  by  the  fact  that 
the  average  mortgage  is  about  $25,000,  and  over  the  course  of  a 
month,  and  a  year,  this  adds  up  to  quite  a  bit  of  money. 

We  must  assume  that  previous  to  the  establishment  of  our  loan 
committee,  no  rejections  of  these  mortgages  would  have  occurred. 
And  we  also  must  assume  that  once  this  approval  procedure  became 
known  in  the  trade,  and  also  was  the  result  of  the  quality  demands 
laid  down  by  our  bank,  that  fewer  questionable  cases  were  submitted 
to  the  mortgage  company  by  brokers.  They  just  went  someplace  else. 


214 

I  also  directed  new  procedures  with  regard  to  verification  of 
bank  deposits  and  employment  of  applicants  were  instituted.  In  addi- 
tion to  attaching  the  envelope  in  which  the  verification  of  deposits 
and  of  employment  were  mailed  to  us,  we  started  a  reverification 
program  of  employment  by  telephone.  These  procedures  were  estab- 
lished to  minimize  the  possibility  of  falsification  of  the  applicant's 
bank  deposit  or  employment  record. 

We  had  one  interesting  case  which  I'll  cite  for  you.  We  received  an 
application  from  a  man  we'll  call  John  Doe,  who  stated  that  he  was 
employed  by  the  Internal  Revenue  Service  at  an  annual  salary  of 
$16,500,  and  in  fact,  as  we  went  through  our  verification  procedure, 
the  paperwork  showed  that  indeed  there  was  a  John  Doe  working  for 
the  IRS  in  New  York  receiving  $16,500  a  year. 

However,  in  our  followup  telephone  verification — just  that  simple 
step — the  fact  was  disclosed  that  two  John  Doe's  were  employed  by 
IRS,  one  of  whom  was  in  fact  earning  $16,500.  The  other,  our  John 
Doe,  was  earning  $6,000  per  annum.  The  loan  was  declined. 

I  also  insisted  that  new  inspection  procedures  be  established.  We 
have  recently  signed  a  contract,  which  was  effective  the  1st  of  May, 
with  a  division  of  Retailers  Credit  Corp. 

The  terms  of  this  contract  provide,  among  other  things,  that  on  all 
arrearage  inspections  of  properties  a  different  individual  will  inspect 
the  property.  In  other  words,  what  we  are  trying  to  accomplish  is  to 
make  certain  that  the  same  inspector  is  not  repeatedly  inspecting  the 
same  property. 

Also,  following  my  instructions,  a  very  strong  memorandum  to  all 
staff  members  of  Captial  Ventures,  Inc.,  and  its  subsidiaries  was  issued 
forbidding  their  acceptance  of  gratuities  and  informing  them  that  they 
would  be  subject  to  immediate  termination  if  there  be  any  instance 
of  such  practices.  That  action  was  taken  during  the  first  week  in 
April. 

In  the  matter  of  interim  financing,  on  Monday,  April  10,  pursuant 
to  my  directive  to  UISC,  all  interim  loan  financing  operations  were 
terminated.  This  negates  the  possibility  of  any  conflict  of  interest 
arising  out  of  the  company's  processing  an  application  for  a  firm 
commitment  from  FHA  or  VA. 

We  also  have  discontinued  doing  business  with  10  or  more  brokers 
who  historically  have  submitted  loans  of  a  quality  less  than  our  es- 
blished  standards.  This  move  was  made  after  a  careful  analysis  of  all 
brokers  who  had  done  business  with  our  company  over  the  past  1 8 
months  with  Mr.  Patrick  Cea  of  the  New  York  Department  of  State, 
who  just  appeared  before  you.  It  was  also  at  this  time  that  we  instituted 
our  policy  of  dealing  only  with  licensed  brokers,  and  we  have  eliminated 
all  dealer  business. 

We  issued  instructions  to  the  internal  auditor  of  the  Empire  Na- 
tional Bank  to  consult  with  Peat,  Marwick  &  Mitchell,  our  external 
auditors,  with  the  objective  of  establishing  an  effective  internal  audit 
control  program  for  the  mortgage  company,  not  only  to  assure  the 
authenticity  of  financial  records,  but  also  to  audit  procedures  es- 
tablishing the  validity  of  day-to-day  operations.  And  I  have  before 
me  a  15-page  outline  of  the  audit  program  we  will  put  into  effect 
immediately. 

On  March  14,  I  directed  one  of  our  senior  vice  presidents,  Mr.  John 
Nicoll,  sitting  on  my  lift,  a  former  administrative  assistant  to  the 
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Comptroller  of  the  Currency,  and  a  former  trial  attorney  in  the 
Criminal  Division  of  the  Department  of  Justice,  to  conduct  his 
personal  evaluation  of  the  mortgage  company  procedures. 

My  direction  to  Mr.  Nicoll  to  conduct  this  evaluation  arose,  in  part, 
from  the  fact  that  the  financial  records  of  certain  individuals  who 
were  ojfficers  or  employees  of  UISC  were  subpenaed  by  this  committee. 

Mr.  Nicoll's  report  substantiated  the  objectives  and  suggestions 
made  by  Mr.  Caruso,  but  did  not  produce  any  other  information. 

As  a  result  of  the  observations  and  recommendations  of  Mr.  Caruso 
and  Mr.  Nicoll,  we  undertook  a  complete  restructuring  of  the  Capital 
Ventures,  Inc.,  and  its  subsidiaries.  This  was  effected  at  the  annual 
shareholder's  meeting  on  April  11,  1972,  and  the  board  of  directors 
now  include,  in  addition  to  Mr.  Caruso  and  myself,  Mr.  James  Bloor, 
chairman  of  the  board  of  the  Central  Savings  Bank,  a  very  well- 
kno\vn  institution  in  New  York  City;  Mr.  Arthur  W.  Schmidt,  Jr., 
a  corporate  vice  president  of  Consolidated  Food  Co.  in  Chicago,  and 
a  director  of  Empire;  and  Mr.  Leonard  Kohl,  president  of  Kohl 
Associates,  a  large  homebuilding  organization  in  the  Rockland 
County-Orange   County   area. 

We  think  we  have  some  good  expertise  on  that  Board.  The  officers 
of  the  corporation  include,  in  addition  to  myseK  as  chairman  of  the 
board,  Mr.  Frank  Caruso  as  our  president  and  chief  executive  officer. 

This  restructured  officer  alinement  has  strengthened  empire  Na- 
tional Bank's  control  over  the  practices  and  policies  of  its  mortgage 
subsidiaries. 

This  restructuring  has  eliminated  several  former  officers  and  direc- 
tors whose  contracts  of  employment  expire  May  31,  1972,  and  will 
not  be  renewed.  Mr.  Katz,  who  was  formerly  chairman  of  the  board, 
will  be  serving  as  a  consultant  to  Mr.  Caruso  and  myself. 

Accordingly,  within  some  90  days  after  we  had  acquired  the  mort- 
gage companies,  we  had  installed  many  effective  controls  to  assure  a 
quality  of  operation  consistent  with  the  image  and  identification  of 
Empire  National  Bank;  and,  within  7  months  after  acquisition,  we 
have  completely  restructured  the  officer  staff  and  board  of  directors. 

The  steps  we  have  taken,  particularly  in  the  areas  of  the  quality  of 
our  product,  have  already  achieved  results.  Since  its  activation, 
Empbanque  Capital  Corp.  has  adhered  to  all  of  the  underwriting 
standards  mentioned  previously,  and  at  this  date,  the  results  have  been 
more  than  gratifying. 

Of  approximately  a  thousand  loans  being  serviced  by  Empbanque 
for  institutional  investors,  Fannie  Mae,  and  Gennie  Mae,  less  than  3 
percent  are  delinquent  after  the  first  10  days  of  the  month;  and  by  the 
20th  of  the  month,  the  delinquency  rate  is  down  to  just  over  1  percent. 
This,  to  us,  gentlemen,  is  firm  evidence  of  the  value  of  proper  quality 
controls. 

In  our  business,  in  the  mortgage  business,  as  it  is  in  any  other,  a 
serious  interruption  in  the  flow  of  raw  materials  has  a  detrimental 
effect  upon  production  and  sales  and  on  profit. 

Our  raw  materials  come  from  real  estate  brokers,  whose  primary 
income  comes  from  commissions  on  sales  of  real  estate,  sales  which  are 
dependent  on  mortgage  financing  being  available. 

The  temptation  of  the  mortgage  company  to  accept  any  and  all  cases 
the  broker  produces  is  great.  We  recognize  the  validity  of  the  real 
estate  brokers'  reply  to  tougher  underwriting  standards,  and  I  quote, 
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"So,  OK,  I'll  go  to  another  company.  They'll  accept  anything  I  bring 
in." 

And  as  the  word  spreads  among  the  brokers  that  we  are  tightening 
up,  and  as  the  word  becomes  exaggerated  in  its  second  and  third 
repetition,  even  the  high-quality  producer  becomes  concerned  about 
getting  his  mortgages  approved  and  seeks  alternate  companies  to  work 
with. 

So  it  is  really  not  enough  for  individual  mortgage  companies,  such 
as  our  own,  to  tighten  procedures  and  quality  controls;  the  mortgage 
banking  industry  needs  legislated  and  regulated  standards,  much  as 
the  banks  of  the  country  have  through  their  banking  regulatory 
authorities. 

Such  regulations,  in  combination  with  quality  standards  applied 
without  favor  by  mortgage  guarantee  and  mortgage  insurance  agencies, 
will  enable  us  all  to  compete  on  an  even  basis. 

And,  as  most  of  us  in  the  mortgage  banking  business  do  business  in 
many  States,  I  believe  that  uniformity  of  these  regulations  and  stand- 
ards among  all  of  the  States  is  vital. 

Now,  when  I  talk  about  quality  control,  I  don't  want  to  have  it 
interpretated  to  mean  that  we,  or  other  mortgage  bankers,  are  not 
interested  in  nor  are  sensitive  to  the  plight  of  those  who  desire  and 
require  adequate  housing  of  those  who  feel  deeply  the  desire  we  all 
share,  to  own  our  own  home. 

We  recognize  the  need  for  some  form  of  guarantee  or  insurance  in 
order  that  home  purchase  terms  may  be  available  on  an  almost  a 
hundred-percent  financing  basis,  and  on  the  long-term  payout  not 
otherwise  offered  in  the  market. 

However,  quality  control  also  means  keeping  a  man  from  drowning 
himself  in  debt  service,  keeping  him  from  being  saddled  with  pay- 
ments he  cannot  meet,  and  saving  him  and  the  Government  insurance 
agency  from  certain  foreclosure,  and  most  often  from  certain  dollar 
losses. 

I  would  like  to  commend  Secretary  Lomenzo's  suggestion  on 
counseling  in  this  area.  In  the  area  of  home  acquisition,  a  bank,  such 
as  ours,  is  very  actively  engaged  in  this  type  of  counseling  through 
every  one  of  our  42  officer  managers  who  is  a  consultant  at  some 
time  to  a  family  who  is  talking  about  acquiring  a  house  and  how  much 
of  a  house  they  can  afford,  and  how  much  their  payments  are  going 
to  be  and  whether  they  can  do  it. 

This  type  of  counseling,  we  do  through  the  bank.  But  through  the 
mortgage  company,  we  have  the  product  before  us  before  any  type 
of  that  counseling  can  be  done. 

As  the  social  pressures  of  various  programs  have  mounted,  it  is 
easy  for  certain  people  to  point  their  fingers  at  the  mortgage  company 
who  refuses  to  accept  the  mortgage  application  which  is  loaded  with 
danger  signals,  as  being  a  company  which  is  discriminating  against 
people  who  need  housing  the  most. 

However,  none  of  us  do  any  service  to  an  individual  or  to  his 
family — again  as  Secretary  Lomenzo  has  said — if  we  let  him  assume 
a  mortgage  whose  total  dollar  amount  and  monthly  payments  are 
something  he  cannot  cope  with.  The  results  of  that  are  tragic. 

On  the  other  hand,  if  we  bow  to  the  social  pressures  and  allow 
these  properties  to  be  mortgaged,  we  are  then  subject  to — and  prop- 
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erly  so — pronounced  criticism  when  the  delinquency  ratios  become 
too  high  and  the  foreclosure  rates  astronomical.  It  is  almost  a  case 
of  being  damned  if  you  do  and  damned  if  you  don't. 

Have  no  doubt  that  we  at  Empire  National  Bank  are  not  com- 
mitted to  the  mortgage  banking  business  and  its  successful  operation. 
We  are  committed  to  it.  We  are  convinced  that  the  mortgage  banking 
business  is  one  in  which  a  commercial  bank  can  operate  to  the  benefit 
of  the  public  and  its  shareholders. 

The  housing  needs  of  this  country  have  never  been  greater.  The 
public  deserves  the  quality  service  we  intend  to  render,  and  the 
Government  efforts  to  provide  additional  assistance  to  those  millions 
of  families  urgently  needing  proper  housing  deserves  the  assurance 
that  a  quality  conscious  mortgage  banking  company  can  contribute. 

That,  Mr.  Chairman,  is  the  end  of  my  prepared  statement,  and 
we'll  be  available  to  answer  any  questions  at  any  time  you  please. 

Senator  Hart.  That's  a  much  briefer  statement  than  I  anticipated. 
Maybe  we  can  avoid  the  need  for  a  recess  and  just  continue.  I'm 
sure  that  will  help  the  schedules  of  all  of  us. 

As  you  got  to  about  the  next  to  the  last  page  of  your  statement,  I 
leaned  over  to  Mr.  O'Leary,  our  staff  director — this  advertises  the  fact 
that  I'm  not  a  commercial  banker  or  a  mortgager — I  said,  "Why  is  it 
the  commercial  bank,  in  handling  Government  insured  paper,  hasn't 
gotten  into  some  of  the  careless  practices  that  you  and  others  have 
described  in  the  mortgage  banker  game?" 

He  explained,  except  in  rare  cases,  commercial  banks  couldn't  have 
that  kind  of  paper.  I  then  said — the  reason  I  refer  to  this — while  I  was 
saying  this  to  him,  you  were  then  getting  into  this  section  of  your 
testimony  where  you  are  "damned  if  you  do  and  damned  if  you  don't." 

You  put  it  much  more  effectively  than  I.  I  was  saying,  if — "the 
problem  is  that  the  people  whom  we  are  trying  to  house  under  these 
programs,  that  are  not  attractive  to  the  commercial  banks,  are  people 
who  have  very  little  education,  in  many  cases,  and  can  be  easily 
over-loaned. 

"How  we  can  protect  them  from  being  over-loaned  is  through  very 
rigid  standards,  then  we  are  not  going  to  house  very  many.  On  the 
other  hand,  in  order  to  achieve  the  goal  on  housing,  we  push  you  people. 
We  are  then  going  to  produce  the  many  tragic  examples  that  we  are 
hearing  about." 

As  I  finished  that,  I  looked  up  and  you  were  in  the  business  of 
describing  much  better  things,  that  is  true.  Isn't  that  the  dilemma 
we're  in  here? 

Mr.  Payne.  This  is  very  true.  We  are  determined  and  convinced 
that  you  can  go  into  a  so-called  disadvantaged  market,  the  inner  core 
areas,  and  you  can  produce  good  mortgage  paper,  you  can  help  people 
acquire  their  homes  and  pay  for  them  by  being  careful  about  not 
getting  them  in  over  their  heads,  which  is  the  thing  we  have  talked 
about  previously. 

And  unfortunately,  the  tragic  areas  always  are  attractive  to  the 
entrepreneur  fly-by-night  who  wants  to  make  a  fast  buck.  This  is  the 
place  to  go  and  where  he  can  make  it  most  easily  because  of  the 
ignorance  and  fear  that  exists  there. 

Now,  one  of  the  reasons  for  acquiring  a  mortgage  banking  operation 
is  to  try  to  mobilize  credit,  and  to  make  credit  available  (not  only  FHA 
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credit  but  we  hope  the  conventional  mortgage  type)  by  being  able  to 
package  a  good  group  of  mortgages,  let's  say,  from  Rockland  County, 
or  Dutchess  County,  or  from  areas  around  New  York  City,  and  use 
dollars  that  have  been  accumulated  by  savings  banks  or,  let's  say,  in 
Syracuse,  New  York,  or  Watertown,  where  they  produce  more  dollars 
than  they  have  mortgages  available  to  invest  in. 

And  we  thought,  by  doing  this,  we  can  get  those  dollars  down  to  try 
to  help  people  in  this  area  acquire  homes.  I  recognize  the  fact  that  we 
can  only  do  this  if  we  have  a  good  reputation  of  producing  a  quality 
product.  This  is  what  we  are  determined  to  do. 

In  our  commercial  bank,  we  have  about  one-third  of  our  total 
loan  portfolio — or  $90  million  in  mortgage  loans.  Many  of  those  loans — 
some  of  which  we  have  had  some  very  unfortunate  experiences  with — 
have  been  in  some  inner  core  areas,  and  some  of  them  have  been  very, 
very  good. 

But  subject  to  the  normal  risks  of  family  money  problems,  these 
should  be  good  loans;  unfortunately,  today  there  are  some  very  fine 
credit  risks  who  have  been  aerospace  engineers,  who  are  today  hav- 
ing trouble  meeting  their  mortgage  payment,  so  that  this  can  happen 
to  any  of  us. 

But  I  am  convinced  that  the  disadvantaged  borrower  does  not  have 
to  necessarily  be  a  bad  credit  in  himself  if  he  is  helped  to  become  a 
good  credit. 

Senator  Hart.  I  hope  you  are  right.  It  is  encouraging  that  there  are 
men  in  the  banking  field  who  take  the  approach  you  do. 

Mr.  Payne.  I  might  add,  parenthetically.  Senator,  and  I  said  this, 
we  intend  to  be  in  the  mortgage  business  the  way  I  have  said  we  will 
be  in  it  irrespective  of  our  competition  or  what  liberties  they  take,  and 
if  we  go  out  of  the  mortgage  banking  business  that  way,  we'll  go  out 
of  it.  But  we're  not  going  to  change  our  practices  and  policies  to 
conform  with  the  general  rule  of  the  road  just  to  stay  alive.  It  isn't 
worth  it. 

Senator  Hart.  I  think  you  cited  in  your  prepared  statement  the 
problem  that  you  run  into  by  getting  the  reputation  of  seeking  good 
paper,  and  rejecting  short  traps,  and  how  this  has  an  adverse  effect 
on  your  volume. 

Then  responsibility  becomes  that  of  publications  in  the  regu- 
latory agents,  through  Government,  to  improve  the  performance  and 
standards  of  your  competition  or  get  rid  of  it,  eliminate  it. 

Mr.  Payne.  I  don't  want  to  necessarily  shoot  dowTi  the  competition 
because  competition  is  good  for  us  all,  I  guess,  but  unethical  competi- 
tion isn't.  As  I  said  here,  and  I  sincerely  believe  this,  the  mortgage 
banking  business  needs  to  have  some  intelligent  program  of  regulation 
to  protect  the  people  of  this  counrty,  just  as  the  commercial 
banking. 

The  State  and  national  banking  departments  have  set  certain  re- 
quirements for  the  people  who  are  allowed  to  go  into  this  business, 
both  on  the  basis  of  their  own  moral  backgrounds  and  financial  stand- 
ards. We  have  certain  capital  requirements.  We  have  certain  limita- 
tions of  how,  when,  and  where  we  can  do  business.  And  we  are  ex- 
amined, not  only  to  make  sure  that  our  financial  records  are  all  right, 
but  also  that  we  are  following  the  ethical  rules  and  regulations  laid 
down  by  the  banking  supervisory  authorities. 
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And  I  submit,  Mr.  Chairman,  that  we  need  this  in  the  mortgage 
banking  business,  too.  I'm  not  prepared  to  be  an  expert  in  how  to 
set  up  the  proper  supervision  of  the  mortgage  banking  business, 
particularly  only  having  been  in  it  about  9  months,  but  1  can  see 
the  great  similarity  between  that  and  commercial  banking,  and 
certainly  can  see  some  of  the  things  that  need  desperately  to  be  done, 
if  we  are  going  to  protect  the  buyer,  the  public,  and  the  Government, 
and  the  taxpayer. 

Senator  Hart.  And  as  the  Secretary  reminded  us  in  his  testimony, 
many,  many,  people  in  this  country  assume  that  the  mortgage  banking 
activity  must  be  under  regulatory  control  and  direction. 

There  is  an  assumption  this  is  true,  therefore,  a  relaxation  in  the 
guard  which  the  citizen  puts  up  would  likely  follow. 

Mr.  Payne.  As  the  Secretary  points  out,  it  would  be  interesting  to 
make  a  survey  among  the  higher  salaried,  better  educated,  better 
informed  section  of  the  population  and  ask  them  what  they  feel  that 
this  mortgage  guarantee  or  the  FHA,  or  sign  of  the  eagle  means  to 
them.  And  I'm  afraid  you  get  probably  the  same  feeling  expressed 
among  them  as  you  do  among  the  lower  disadvantaged  group. 

The  would  say,  "Well,  that  must  be  a  Government  program." 

Senator  Hart.  I'm  sure  that  would  be  the  case. 

Mr.  Payne.  If  I  didn't  know  better,  I  might  assume  the  same 
thing. 

Senator  Hart.  Certainly. 

Well,  now,  we  want  to  get  into  our  record  testimony  that  will  give 
the  readers  of  the  record,  and  those  of  us  who  are  on  the  committee, 
who  need  the  education,  too,  an  understanding  of  how  a  mortgage 
company  works. 

The  staff  has  developed  a  number  of  questions  to  produce  that  kind 
of  understandable  explanation. 

I  will  ask  Mr.  O'Lear}^  to  undertake  that  kind  of  record  development. 

Before  I  do  that,  lest  I  forget,  as  long  as  we  have  Mr.  Nicoll  here, 
you  reminded  us  that  there  is  an  element  of  protecting  the  taxpayer 
here. 

Mr.  Nicoll,  you  heard  the  Secretary  suggest  that  under  existing 
Federal  Fraud  Claims  Law,  it  might  be  possible  to  proceed  against 
the  fast  buck  artist  that  might  turn  up  in  some  channel  of  this 
mortgage  purchase  arrangement.  What  is  your  reaction? 

Mr.  Nicoll.  Off  the  top  of  my  head,  sir,  I  would  think  that  it  is 
more  than  possible  to  proceed  against  the  individual.  I  am  confident 
there  must  be  adequate  civil  fraud  provisions  available  at  this  time 
to  cope  with  this  problem. 

Senator  Hart.  Yes,  it  would  if  the  word  got  out. 

Mr.  Nicoll.  It  would  have  a  very  salutary  effect.  Yes,  sir. 

Senator  Hart,  Mr.  O'Leary? 

Mr.  O'Leary.  Mr.  Chairman,  with  your  permission,  since  you  have 
a  number  of  questions  to  ask  periodically,  I  would  like  to  turn  over 
the  questions  to  Mr.  Blum,  who  ^vill  alternate  back  and  forth. 

Senator  Hart.  All  right. 

Mr.  O'Leary.  Mr.  Payne,  if,  during  the  course  of  the  questioning, 
a  question  might  call  for  a  response  which  is  more  in  the  area  of  Mr. 
Caruso  and  Mr.  Nicoll,  please  feel  free  to  have  them  respond  instead 
of  yourself,  if  you  feel  it's  more  appropriate. 
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Mr.  Payne.  I  would  deem  it  very  appropriate. 

Mr.  O'Leary.  On  page  8,  you  state — you  refer  to  real  estate  brokers. 
I  gather  from  that,  the  broker  decides  where  the  home  buyer  would 
get  his  mortgage.  You  therefore  direct  your  sales  effort  there;  is  that 
correct? 

Mr.  Payne.  Yes.  I  would  like  this  line  of  questioning  to  go  to  Mr. 
Caruso.  As  the  chief  executive  officer  of  the  company,  he  is  more 
involved  with  the  day-to-day  details.  He  knows  far  more  about  it 
than  I  do. 

I'd  like  Mr.  Caruso  to  respond  to  this  series  of  questions. 

Mr.  O'Leary.  Fine. 

Mr.  Caruso.  Basically,  this  is  true.  The  broker  originates  the  appli- 
cation. He  is  the  one  who  is  selling  the  house,  and  he  controls  the 
purchase  up  to  the  point  of  the  eventual  conveyance  of  title.  So  that, 
in  many  situations,  he  would  control  where  the  financing  goes. 

Mr.  O'Leary.  I  take  it,  then,  you  maintain  a  staff  of  salesmen  who 
solicit  brokers. 

Mr.  Caruso.  Yes;  we  do. 

Mr.  O'Leary.  Are  the  salesmen  assigned  different  geographic 
territories? 

Mr.  Caruso.  Yes;  they  are. 

Mr.  O'Leary.  Are  your  salesmen  paid  on  a  salary  or  a  commission 
basis? 

Mr.  Caruso.  It's  primarily  on  a  commission  basis,  based  on  a  per 
case  basis.  They  are  also  entitled  to  a  draw  against  future  commissions. 

Mr.  O'Leary.  How  much?  Can  you  give  us  an  idea  of  how  much  a 
top  salesman  in  a  mortgage  company  normally  earns  in  a  year? 

Mr.  Caruso.  Based  upon  the  experience  we  have  had  for  the  past 
9  months,  I  really  couldn't  give  you  a  figure  that  could  have  been 
possible  before,  but  I  would  say  somewhere  in  the  neighborhood  of 
$20,000  to  $30,000  a  year. 

Mr.  O'Leary.  Now,  with  respect  to  top  salesmen  in  the  different 
mortgage  companies  competing  with  one  another,  some  salesmen  are 
hired  away  from  other  companies  as  a  hotshot? 

Mr.  Caruso.  Most  of  them. 

Mr.  O'Leary.  If  I  were  a  real  estate  broker,  typically,  what  reason 
would  one  of  your  salesmen  give  me  for  trying  to  convince  me  to  deal 
United  rather  than  Eastern  or  Inter-Island,  or  one  of  the  others? 

Mr.  Caruso.  Primarily,  the  thing  we  have  to  sell  is  the  service.  If  we 
can  process  the  application,  that  they  have  originated  get  them  ap- 
proved, and  we  handle  it  in  a  manner  they  like  and  they  are  reasonably 
assured  the  sale  would  go  through,  their  commission  will  eventually 
come  through. 

Mr.  O'Leary.  Does  the  mortgage  company  salesman  handle  the 
preparation  of  all  of  the  forms,  say,  starting  with  the  FHA  form  2900, 
normally? 

Mr.  Caruso.  No.  Again,  this  is  something  that  I  can't  honestly 
answer  because  I  don't  actually  know  whether  or  not  it  is  so.  I  would 
say,  a  good  part  of  this  information  is  developed  by  the  broker  and 
the  information  submitted  with  the  help  of  the  solicitor.  The  solicitor 
usually  is  most  familiar  with  the  forms,  although,  in  many  cases,  the 
broker  is  more  familiar  with  the  forms  than  the  solicitor. 
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Mr.  O'Leary.  Let's  say  the  broker  fills  out  the  form,  somebody — or 
the  broker,  in  conjunction  with  the  mortgage  company  salesman — fills 
out  the  form  2900,  which,  among  other  things,  indicates  where  I 
work,  how  much  money  I  have,  how  much  money  I  have  in  the  bank, 
is  it  the  mortgage  company's  salesman — for  the  mortgage  company,  is 
it  his  responsibility  to  get  the  employment  verification,  to  refer  to  some 
credit  bureau  for  a  check  on  the  man's  credit  to  find  out  if  he  has  that 
much  money  in  the  bank  that  he  says  he  has? 

Can  you  give  us  some  idea  how  that  works? 

Mr.  Caruso.  Speaking  for  our  own  company,  this  is  handled  by 
our  processing  department.  They  take  the  "raw"  form  2900,  prepare 
the  verifications  of  deposit  and  employment,  send  them  out  to  the 
employers,  and  banks  of  deposit  receive  them  back,  order  the  credit 
report,  put  the  package  together,  so  to  speak,  so  it  can  be  sent  to  the 
FHA  or  VA  for  approval. 

Mr.  O'Leary.  After  the  package  has  been  put  together,  it  goes  to 
the  FHA? 

Mr.  Caruso.  That's  right. 

If  I  may  interject,  prior  to  our  ordering  any  such  credit  reports  or 
verifying  deposits  or  anything  like  this,  our  loan  committee,  in  addition 
to  its  approval  and  declination  procedure,  reviews  all  of  the  2900's 
submitted  for  the  prior  week. 

If  we  see  any  situation  where  we  feel  there  may  or  may  not  be  an 
actual  situation,  we  would  then  take  action  at  that  time  without  going 
through  the  verification  process. 

Mr.  O'Leary.  Am  I  correct  in  assuming  that  those  procedures  are 
different  than  procedures  that  existed  at  the  time  you  took  over? 

Mr.  Caruso.  Absolutely  no  question  about  it.  There  were  no  pro- 
cedures at  that  time. 

Mr.  O'Leary.  Does  United  or  Inter-Island  maintain  some  regular 
haison  with  the  HUD  office  in  Hempstead? 

Mr.  Caruso.  I  would  not  say  "liaison".  Our  Processing  Office  is 
located  in  the  same  building  as  the  FHA  in  Hempstead,  and  there  are 
visiting  days,  I  believe  Tuesdays  and  Thursdays,  on  which  you  could 
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Mr.  O'Leary.  Can  you  give  us  an  idea  of  what  the  normal  time  lag 
is  between  when  FHA — and  I'm  speaking  now — would  receive  your 
package  and  when  it  would  be  approved  or  disapproved  by  the  FHA? 

Mr.  CaRuso.  I  can  give  you  my  own  idea;  whether  it's  accurate 
or  not,  I  can't 

Mr.  O'Leary.  If,  later,  you  would  like  to  correct  it  for  the  record, 
we  would  be  glad  to  receive  that. 

Mr.  Caruso.  Normally,  the  application  would  be  submitted  by 
the  broker  through  the  solicitor.  As  I  s&y,  our  first  step  would  be  to 
review  the  2900.  This  could  possibly  hold  it  up  to  7  days,  because  our 
normal  meetings  are  held  on  Tuesda5^  If  an  application  is  accepted  by 
the  solicitor  on  Wednesday,  it  isn't  until  the  following  Tuesday  that 
we  authorize  it  to  be  further  processed.  Once  it  is  authorized  to  be 
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processed  further,  it  is  sent  to  our  processing  department  and  they 
prepare  the  necessary  verifications  they  order  the  credit  report,  and 
they  take  all  of  the  steps  necessary  to  complete  the  package. 

This  may  take  anywhere  from  7  to  10  additional  days.  Now,  depend- 
ing upon  the  area  of  employment  that  the  individual  is  concerned 
with,  the  credit  bureau,  on  occasion,  has  problems  verifying  the  infor- 
mation submitted. 

Once  this  is  done,  we  again  review  the  case  to  be  sure  that  the 
specific  set  of  facts  that  have  been  presented  to  us  with  the  2900  are 
in  fact  so.  As  long  as  they  agree  we  would  then  approve  the  processing 
loan,  and  it  would  then  be  submitted  to  the  FHA  or  VA  for  approval. 

I  would  say  that  it  would  probably  take  an  additional  5  to  7  days 
for  FHA  to  give  a  firm  commitment  on  the  case. 

Mr.  O'Leary.  Fine.  Thank  you. 

Mr.  Caruso,  are  you  familiar  mth  the  terms  "expediter"  and 
"walking  a  mortgage  through"  as  they  apply  to  the  New  York  FHA 
office? 

Mr.  Caruso.  I've  heard  the  terms,  yes. 

Mr.  O'Leary.  Can  you  give  us  some  idea? 

Mr.  Caruso.  I  can  give  you,  again,  what  I  have  understood  the 
term  to  mean.  Now,  I  know  of  no  specific  situations  at  this  time.  I 
can  tell  you  that  it  does  not  mean  anything  with  our  company. 

But  my  understanding  is  that  an  "expediter,"  shall  we  say,  had  a 
friend  at  FHA,  and  was  able  to  accomplish  certain  things  that  he 
ordinarily  would  not  have  been  able  to  accomplish. 

I  would  think  that  "walking  through"  would  mean  the  same  thing. 

Mr.  O'Leary.  These  are  terms,  I  take  it,  that  are  familiar  in  the 
trade? 

Mr.  Caruso.  I  ^\ould  say  so. 

Mr.  O'Leary.  Can  3'ou  give  us  some  idea  why  mortgage  companies 
are  able  to  get  better  service  or  more  rapid  processing  for  their  loans 
from  FHA  than  banks? 

Mr.  Caruso.  Well,  based  upon  my  observations,  mortgage  banking 
companies  are  primarily  involved  with  the  origination  of  FHA-VA 
pap  er  so  to  speak.  The  personnel  that  they  employ,  and  the  methods 
that  they  use,  are  much  more  sophisticated  than  the  average  bank. 
And  I'll  put  it  this  way  if  I  can:  The  average  commercial  bank, 
savings  and  loan  or  savings  bank,  in  the  State  of  New  York,  if  not 
throughout  the  country,  does  not  have  the  people  who  are  familiar 
with  red  tape,  the  day-to-dav  processing  that  is  involved  with 
FHA-VA. 

And  normally,  most  of  them  will  not  get  involved  on  a  direct  basis 
because  of  the  problems  that  exist.  So  that  the  mortgage  banking 
company  has  come  along  and  said,  well,  we  have  the  expertise,  and 
we  can  do  it;  we  can  set  it  up;  we  will  sell  you  the  end  result,  which 
is  basically  what  has  happened. 

Mr.  O'Leary.  Would  it  be  correct  to  say,  in  effect,  they  still  avoid? 

Mr.  Caruso.  Yes,  I  would  say  so. 

Mr.  O'Leary.  Would  it  be  fair  to  say,  with  respect  to  a  savings  and 
loan  association,  a  mutual  savings  bank,  they  are  not  interested  in 
gearing  up  the  sales  force  necessary  to  comi)ete  with  the  mortgage 
banker;  they  don't  have  salesmen,  I  take  it? 
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Mr.  Caruso.  Not  in  a  true  sense  of  the  word.  My  feeling  is  that 
every  office  manager  is  a  salesman.  It's  part  of  his  job  to  develop 
business. 

Mr.  Payne.  Mr.  O'Leary,  I  think  the  matter  I  mentioned  before 
is  true.  If  I  am  running  a  savings  bank  in  Watertown,  N.Y.,  I  don't 
have  access  to  this  pocket  in  New  York  where  the  demand  for  mort- 
gage money  exists.  And  I  don't  have  any  way  to  get  down  there  to 
get  to  it,  so  I  go  to  a  mortgage  company  just  as  I  might  go  to  a 
municipal  bond  house  to  buy  bonds  or  other  investments  to  the  bank. 

Mr.  O'Leary.  I  guess  what  I'm  asking,  if  it's  a  local  savings 
loan  in  East  New  York,  or  a  savings  bank  in  East  New  York,  is  it  fair 
to  say  that  they  wait  for  the  borrower  to  come  in  the  bank  as  op- 
posed to  the  mortgage  banker  that  has  a  sales  force  out  there  soliciting 
real  estate  brokers? 

Mr.  Caruso.  I  would  think  that's  fair,  yes. 

I  don't  know  of  any  savings  bank  or  savings  and  loan 

Mr.  O'Leary.  Are  you  familiar  with  the  term  "warehousing  line 
of  credit"? 

Mr.  Caruso.  Yes,  sir. 

Mr.  O'Leary.  So  we  can  have  our  complete  record,  can  you  expand 
on  that  and  tell  us  what  it  is? 

Mr.  Caruso.  Primarily,  a  warehouse  line  of  credit  is  nothing  more 
than  a  line  of  credit  to  a  specific  company  to  replenish  its  raw  materials, 
And  I  use  the  term  "raw  material"  differently  than  Mr.  Payne  does; 
to  me,  it's  dollars,  because  without  dollars  you  can't  make  the  loans 
that  are  submitted. 

When  a  mortgage  banking  company  originates  mortgage  loans, 
until  such  time  as  it  receives  the  mortgage  insurance  certificate,  and 
is  paid  by  the  ultimate  investor,  it  has  to  roll  these  loans  over,  so  to 
speak,  make  an  arrangement  with  a  commercial  bank  that  they  will 
borrow  at  a — well,  most  of  the  borrowing  rates  are  keyed  to  prime, 
whether  it  be  a  half  over  prime  or  a  quarter  over  prime  or  whatever 
it  might  be. 

And  they  place  with  the  commercial  bank,  the  paper  that  they  have 
originated.  That  is  the  security  for  the  loan.  This  enables  them  to 
take  the  dollars  or  a  percentage  of  those  dollars,  and  reinvest  them  in 
additional  loans  so  that  you  have  a  continual  turnover.  If  not,  many 
mortgage  companies  would  be  out  of  business  after  2  weeks,  they  just 
would  not  have  the  capital  to  continue. 

Mr.  O'Leary.  Can  you  tell  us  which  banks  offer  warehousing  lines 
of  credit? 

Mr.  Caruso.  I  can  to  the  best  of  my  memory.  I  may  be  leaving  some 
out.  We  have  lines  of  credit  established  with  Chase  Manhattan  Bank, 
Franklin  National  Bank,  Marine  Midland,  and,  of  course.  Empire 
National  Bank,  Bank  of  Commerce,  Bank  of  New  York,  Kings 
Lafayette 

Mr.  Payne.  Practically  all  of  the  major  banks  in  New  York  City 
with  a  few  exceptions,  one  or  two  exceptions. 

I  might  say,  I  think  those  lines  total  about  $22  million. 

Mr.  Caruso.  $25  million. 

Mr.  Payne.  $25  million. 
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Mr.  O'Leary.  I'm  sure  you  are  also  familiar  with  the  term,  "for- 
closure  line  of  credit,"  am  I  correct? 

Mr.  Caruso.  Yes. 

Mr.  O'Leary.  Can  you  expand  on  that? 

Mr.  Caruso.  This  is  basically  the  same  type  of  situation  with  one 
exception.  When  a  mortgage  company  is  in  the  process  of  foreclosing 
a  piece  of  property,  whether  it  be  for  nonpayment  or  other  reason, 
it  takes  this  loan  and  holds  it  until  such  time  as  the  FHA  and/or  VA 
meets  their  guarantee  or  insurance  certificate. 

It  takes  the  loan  and  places  it  again  with  a  commercial  bank,  so 
that  they  can  utilize  some  of  the  moneys  invested  in  that  particular 
loan  to  originate  other  loans. 

A  foreclosure  line  of  credit  is  usually  held  at — well,  there  are  two 
basic  situations,  one  of  which  is  that  you  normally  have  a  good  idea 
of  what  the  cost  in  the  foreclosure  involved  will  be  and  what  the 
eventual  payment  from  the  Federal  insuring  agency  will  be,  so  that 
the  bank — the  commercial  bank  who  issues  the  foreclosure  warehouse 
line  of  credit  would — normally  would  not  exceed  more  than,  I  would 
say,  75  to  80  percent  of  what  it  actually  is  as  a  safety  factor. 

Mr.  O'Leary.  Can  you  give  us  an  idea  of  which  banks  currently 
grant  United  bank  foreclosure  lines  of  credit? 

Mr.  Caruso.  Again,  I  would  say,  a  portion  of  the  lines  that  nor- 
mally are  available  where  a  line  of  credit  for  x  amount  of  dollars 
was  approved  and  a  very  small  portion  of  that  is  also  approved  to 
be  utilized  as  a  foreclosure  line  of  credit. 

I  would  say  there  are  probably  four  or  five  banks  in  our  line  that 
give  us  a  foreclosure  line  of  credit. 

Mr.  O'Leary.  Do  the  warehousing  banks  accept  your  escrow 
accounts  as  part  of  your  compensating  balance? 

Mr.  Caruso.  These  are  set  up  as  trust  accounts  for  the  particular 
account  or  institution  we  are  servicing. 

Mr.  O'Leary.  Can  you  give  us  an  idea  of  what  the  various  per- 
centages are  of  mortgages  which  are  sold  to  Fannie  Mae  by  Empbanque 
and  United? 

Mr.  Caruso.  At  the  present  time,  it's  basically  a  small  percentage. 
Probably,  it  would  run  somewhere — again,  I  would  have  to  check  the 
records  to  be  accurate— somewhere  around  25  to  30  percent.  I  don't 
think  much  more  than  that. 

Mr.  O'Leary.  Prior  to  the  suspension  of  United,  can  you  give  an 
idea  of  what  percentage  of  mortgages  went  to  Fannie  Mae? 

Mr.  Caruso.  I  have  no  idea,  but  I  would  say,  a  much  higher 
percentage. 

Mr.  O'Leary.  Who  buys  mortgages  from  you  in  addition  to 
Fannie  Mae? 

Mr.  Caruso.  Many  varied  investors,  insurance  companies,  savings 
banks,  pension  funds;  you  name  them. 

Mr.  O'Leary.  With  respect  to  savings  banks,  do  these  include 
banks,  both  banks  in  New  York  City  and  New  York  State  and  out-of- 
State  banks? 

Mr.  Caruso.  Primarily,  most  of  our  investors  are  from  New  York 
State. 

Mr.  O'Leary.  I  assume  this  would  also  include  institutions  geo- 
graphically located  in  the  New  York  City  area? 

Mr.  Caruso.  Yes;  it  does. 
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Mr.  O'Leary.  Are  these  banks  referred  to  as  "take-out"  banks? 

Mr.  Caruso.  Depending  on  how  you  use  it.  The  word  take-out  is 
primarily  used  in  conventional  lending.  This  is  a  situation  whereby 
the  building  loan  for  the  construction  of  the  house  is  placed  with  what 
we  call  an  "interim  lender."  I  don't  want  to  confuse  it  with  the  "in- 
terim funding"  that  we  have  been  using  in  another  matter. 

The  interim  lender  would  place  the  construction  funds  on  the 
house,  xyz  savings  bank  would  issue  a  commitment  upon  the  com- 
pletion of  the  house,  and  also  subject  to  the  approval  of  the  purchaser's 
credit. 

Once  this  is  committed  to  by  xyz  savings  bank,  he  would  then,  in 
effect,  call  that  a  take-out  bank,  because  when  the  construction  is 
completed,  and  title  is  conveyed,  xyz  savings  bank  would  make  the 
permanent  mortgage. 

Mr.  O'Leary.  Where  I  misuse  the  terminology,  please  don't  hesi- 
tate to — we  are  interested  in  developing  a  record,  which  is  clear  and 
which  people,  who  are  not  expert  m  this  business,  can  understand. 

Does  the  mortgage  company  usually  sell  mortgages  on  the  same 
terms  or  are  some  buyers  choosier  than  others? 

Mr.  Caruso.  I  would  say,  yes,  there  are  some  investors  who  are 
much  more  stringent  in  their  requirement.  We  use,  internally,  a 
term,  we  say,  "there  are  buyers  of  paper,"  and  then,  "there  are  buyers 
of  loans."  You  have  situations 

Mr.  O'Leary.  Buyers  of  paper  and  buyers  of  mortgage  loans. 

Mr.  Caruso.  Of  mortgage  loans.  In  other  words,  as  long  as  it's 
insured  or  guaranteed,  they  will  buy.  Others  will  look  at  the  credit 
criteria  and  they  will  set  their  own  standards  which  you'll  have  to 
meet. 

We  had  certain  situations  where  they  give  us  definite  guidelines  of 
income.  In  other  words,  for  example,  the  income  must  be  at  least  two 
and  a  half  times  the  debt  service.  The  income  must  come  from  just  the 
husband,  unless  the  wife  is  professionally  employed,  such  as  a  regis- 
tered nurse,  or  something  of  this  nature. 

Many  lenders  will  not  take  the  wife  into  consideration  at  all. 
Many  lenders  will  not  take  part-time  employment  into  consideration. 
And  there  are  various  ways  of  setting  this  up.  You  develop  your  own 
set  of  criteria — you  know  basically,  by  the  application  whether  it  will 
fit  into  a  certain  particular  situation. 

Mr.  O'Leary.  What  about  the  piece  of  property?  Do  some  buyers 
want  a  picture  of  a  piece  of  property? 

Mr.  Caruso.  Yes.  We  submit  with  the  package,  not  only  a  complete 
breakdown  on  credit,  and  also  the  information  that  has  been  submitted 
to  FHA  and/or  VA,  but  also  a  color  picture — and  I  stress  the  word 
"color"  because  you  would  be  surprised  the  difference  between  a  black 
and  white  photograph  and  a  color  photograph. 

There  are  many  things  you  can  see  in  a  color  photograph,  that 
you  would  not  see  in  a  black  and  white  one.  We  submit  a  color 
photograph  together  with  the  package.  In  many  situations,  the  banks 
inspect  the  properties  themselves.  They  send  a  man  out  to  take  a 
look  at  it. 

Mr.  O'Leary.  I  take  it  this  relates  to  the  term  "purchase  with  a 
right  of  selection"? 

Mr.  Caruso.  Yes. 
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Mr  O'Leary.  Can  you  expand  on  that  and  tell  us  what  it  means? 

Mr  Caruso.  Very  simply  stated,  it  would  mean  we  might  send 
out  a  package  of,  say,  10  mortgage  loans  to,  XYZ  savings  bank  under 
a  commitment  that  had  been  established  prior  They  normally 
commit  to  us  for  a  certain  amount.  Say,  they  will  purchase  up  to 
$1  million  of  FHA  insured  or  VA  guaranteed  loans,  carrymg  a  certam 

We  may  submit  a  package  of  10  loans,  and  they  have  the  right 
under  "the  right  of  selection"  to  take  two  of  them,  or  eight  ot  them, 
or  whatever  they  so  desire  out  of  that  particular  package 

They  return  the  others  and  we  would  submit  another  package 
until  such  time  as  they  meet  the  committed  amount. 

Mr  O'Leary.  Is  there  a  difference  in  market  price  for  mortgages 
purchase  with  right  of  selection,  and  for  those  without  a  right  ot 

Mr  Caruso.  There's  a  very  small  difference  as  far  as  that  is 
concerned.  The  major  difference  is  the  market  with  the  servicing  be 
retained  by  the  mortgage  company,  and  I  can't  speak  tor  any  other 
company.  I  don't  know  that  they  do,  but  there  is  almost  no  difference 
in  price  with  a  right  of  selection,  as  far  as  United  is  concerned. 

Mr.  O'Leary.  Can  you  give  us  an  idea  of  what  a  difference  might 
be ;  would  it  be  as  high  as  a  point  or  less?  ,     ,     ,.     ^ 

Mr.  Caruso.  You  are  speaking  of  the  right  ot  selection.^ 

Mr.  O'Leary.  The  right  of  selection.  u  .,  •  i 

Mr  Caruso.  I  can't  honestly  answer  that.  I  would  think  some- 
where around  a  half  to  one  point,  but  I  don't  honestly  know. 

Mr.  O'Leary.  How  much  of  your  business  is  on  purchase  money 
mortgates  as  opposed  to  refinancing?  . 

Mr.  Caruso.  Let's  say,  almost  99  percent  of  our  business  is  pur- 
chase money  mortgage.  In  fact,  most  of  our  refinancmg  is    walk-m 
business  with  people  having  obtained  their  loans  through  us  before, 
have  come  back  and  said,  "we  would  like  to  refinance  it. 

Mr.  O'Leary.  How  much  of  a  fee  does  a  mortgage  company  collect 
for  originating  the  mortgage?  ij  o„,r 

Mr  Caruso.  They  are  entitled  to,  on  an  FHA  case,  I  should  say, 
the  law  provides  a  one  percent  origination  fee,  and  also,  the  purchaser 
can  pay  up  to  a  one-percent  attorney  fee.  In  the  VA  case,  it  would  be 
1  percent,  and  it  would  be  paid  by  the  purchaser. 

Mr.  O'Leary.  Is  this  fee  high  enough  to  make  the  mortgage  origi- 

^%T  Caruso,  ^it  depends  upon  the  market  conditions  at  the  time. 
Today,  I  would  say,  no,  it  does  not. 

Mr  O'Leary.  In  addition  to  the  origination  fee,  does  the  buyer  ot 
the  home  pay  a  fee  in  connection  with  getting  the  mortgage j"  , 

Mr.  Caruso.  The  buyer  of  the  home  should  not  pay  other  fees  m 
connection  with  the  mortgage.  Normally  this  is  charged  to  the  se  ler. 
The  seller,  in  selling  his  home,  must  make  up  the  difference  between 
the  discounts  that  are  prevailing  at  that  time  and  what  can  actually 

be  obtained.  „  ,  ,        ,.  .         *      *      9 

Were  you  referring  to  attorney  fees,  title  pohcies,  et  cetera.^ 

Mr.  O'Leary.  Yes.  ^u^    r^r. 

Mr  Caruso.  Yes,  then  he,  the  purchaser,  would  be  responsible  for 

other  fees.  He  is  responsible  for  any  and  all  closing  costs,  such  as  title, 
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company  charges,  the  appraisal  fee,  and  the  fee  for  credit  reports,  and 
his  own  attorney  if  he  so  chooses  to  have  one  at  the  closing. 

Mr.  O'Leary.  As  I  understand  it,  the  mortgage  company,  then 
also  charges  points  to  the  seller  of  residential  property. 

Mr.  Caruso.  You  are  speaking  of  a  discount.  In  many  cases,  they 
do,  and  this  varies  with  market  conditions. 

Mr.  O'Leary.  Can  you  give  us  an  idea  how  a  mortgage  company 
goes  about  deciding  how  many  points  to  charge  the  seller? 

Mr.  Caruso.  I  can  give  an  idea  on  basically  how  we  do  it.  We 
depend  a  great  deal  upon  market  conditions  for  this.  They  exist  week 
to  week.  We  check  Fannie  Mae  prices,  which  is  very  difficult  today, 
because  Fannie  Mae  prices  are  still  much  lower  as  far  as  discounts  are 
concerned.  We  know  what  we  can  sell  through  other  investors.  We 
try  to  gear  our  discounts  to  what  we  can  sell  those. 

Our  feeling  is,  and  we  have  been  doing  it  in  the  last  3  or  4  months, 
is  to  originate  the  mortgages  at  a  discount  that  at  least  takes  care  of 
the  discount  we  have  to  sell  them  for.  The  one  and  one  or  the  1  percent 
is  what  we  feel  covers  the  operating  cost. 

Mr.  O'Leary.  It's  correct  to  say,  then,  that  you  attempt  to  keep 
the  spread  represented  by  the  number  of  points  the  seller  pays  you 
and  the  number  of  points  you  have  to  pay  on  the  secondary  mortgage? 

Mr.  Caruso.  Basically,  I  would  say,  yes. 

Mr.  O'Leary.  You  have  a  target  you  should  follow  with  respect  to 
that  spread?  You  covered  that. 

Mr.  Caruso.  I  would  only  just  say,  it  depends  upon  the  market 
conditions  at  that  time. 

Mr.  O'Leary.  For  the  benefit  of  the  record,  can  you  explain  what 
"servicing  mortgage"  means? 

Mr.  Caruso.  Servicing  the  mortgage  would  be  after  the  loan  is 
closed  and  the  purchaser  has  received  title,  and  he  is  in  the  house, 
we  would  collect  the  monthly  payments.  For  example,  we  would  collect 
principal,  interest,  tax  escrow  payments,  insurance  escrow  payments; 
mortgage  insurance  escrow,  in  the  case  of  an  FHA  loan. 

In  the  case  of  a  conventional  loan  or  a  Veterans'  Administration 
loan,  we  would  collect  taxes,  insurance,  escrows,  and  principal  and 
interest. 

Mr.  O'Leary.  Can  you  give  us  an  idea  what  the  fee  for  servicing  is? 

Mr.  Caruso.  Today,  the  average  fee  runs  between  a  quarter  of  1 
percent  and  three-eights  of  1  percent. 

Mr.  O'Leary.  How  do  you  go  about  deciding  the  charge? 

Mr.  Caruso.  Well,  it  depends.  The  average  fee,  I  would  say,  today 
is — you  really  cannot  make  any  money  servicing  a  quarter  of  1  percent. 
The  details  involved  in  servicing  a  loan,  if  the  payment  is  late,  you 
have  to  send  someone  out  and  dunning  is  involved  trying  to  get  these 
late  payments  in,  the  collection  procedures  that  are  involved,  the 
inspection  procedures,  are  all  bom  by  the  mortgage  company. 

Mr.  O'Leary.  What  might  an  investor  pay  for  a  mortgage  pur- 
chased with  service  as  opposed  to  one  mthout  service? 

Mr.  Caruso.  I  would  say,  if  in  the  original  sale  of  a  mortgage,  if 
the  price  of  the  sale  to  the  investor — it's  worth  about  a  half  a  point. 
Let  me  give  you  a  hypothetical  situation.  If  you  can  sell  a  mortgage 
today  at,  let's  say,  98  servicing  at  a  quarter,  we  would — let  me  get 
my  facts  straight. 


228 

The  sale  of  a  mortgage  with  three-eighths  servicing  would  probably 
be  sold  for  973^.  We  would  sell  at  97}^  with  three-eighths  versus  98 
with  a  quarter  servicing. 

Mr.  O'Leary.  The  servicing,  though,  am  I  correct,  that  includes 
the  benefit  of  having  the  interest  free  escrow  account  money  to  work 
with,  namely,  the  money  that  goes  to  property  taxes,  insurance? 

Mr.  Caruso.  When  you  say  "work  with,"  the  only  area  you 
could  work  with  is  compensating  balances. 

Mr.  O'Leary.  When  the  mortgage  company  sends  the  mortgage  to 
you,  can  you  give  us  some  idea  how  the  decision  is  made  about  which 
title  insurance  company  to  use? 

Mr.  Caruso.  That's  normally  handled  by  the  purchaser's  attorney. 
That's  my  experience.  I  can't  speak  for  the  normal  operation  as  far 
as  mortgage  companies  are  concerned,  but  I  know,  based  upon  my 
past  experience,  this  is  normally  handled  by  the  purchaser's  attorney. 

Mr.  O'Leary.  Thank  you,  Mr.  Caruso. 

Mr.  Caruso.  Thank  you. 

Mr.  Blum.  In  your  statement,  you  described  Empire  and  its  early 
relationship  with  United,  can  you  tell  us,  for  the  record,  why  a  com- 
mercial bank  would  have  that  sort  of  relationship  with  a  mortgage 
company  in  its  own  territory;  what  kind  of  deal  might  that  have 
been,  new  construction? 

Mr.  Caruso.  Well,  basically,  the  reason  for  the  relationship  as  it 
existed  is  that  it  was  first  of  all,  all  in  construction.  We  were,  at  that 
time,  in  an  area  of  New  York  State  which  had  tremendous  phenomenal 
growth.  In  the  past  10  years,  just  since  1962,  it's  just  unbelievable 
what  has  happened  in  that  area. 

And  we,  as  a  commercial  bank,  felt  that  we  would  try  to  do  whatever 
we  could  for  our  trade  area  and  for  our  customers,  but  there  was  just 
no  way  that  we  could  serve  the  needs  of  these  people  in  handling  the 
growth  that  was  taking  place  around  us. 

United  Institutional  had  been  doing  business  in  that  area  long 
before  we  got  involved  in  a  line  with  them,  and  it  turned  out  that 
many  of  the  customers  (builder  customers)  that  did  business  with 
Rockland  National  at  that  time,  also  did  business  with  United. 

United  was  able  to  facilitate  the  tract  developments.  They  would 
be  able  to  handle  entire  tracts  where  you  were  talking  of  maybe 
50-60-100-150  homes  at  one  time.  We  were  just  not  geared  to  set 
up  that  way. 

So,  in  order  to  serve  our  customers  and  at  the  same  time  serve  our 
own  area,  we  entered  into  this  arrangement  with  United.  Now,  this 
was  specifically  on  a  builder  approved  basis.  In  other  words,  before 
we  would  issue  any  commitments  on  construction  loans,  we  first  of 
all  had  to  know  the  builder,  had  to  be  sure  that  the  statements  he 
submitted  were  correct,  and/or  that  he  did  business  with  us  before,  and 
that  there  were  firm  commitments  issued  by  the  permanent  investor. 

Mr.  Blum.  In  the  case  of  those  loans,  the  permanent  investor  was 
typically  a  New  York  City  savings  bank  which  would  then  buy  both 
the  loan  and  the  servicing,  is  that  your  understanding? 

Mr.  Caruso.  Yes,  they  would  buy  it  from  us  by  assignment. 

Mr.  Blum.  Your  prior  business  with  United  before  you  bought 
Capital  Ventures,  was  very  different  than  the  kind  of  business  we  are 
talking  about,  the  single  family  FHA  spot  loan? 
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Mr.  Caruso.  Yes. 

Mr.  Blum.  On  page  3  of  the  statement,  you  indicated  that  you  are 
aware  United  had  been  suspended  by  Fannie  Mae  before  you  made 
the  purchase,  didn't  the  suspension  mean  you  were  buying  a  mortgage 
company  which  was  denied  access  to  the  most  important  purchaser  m 
the  secondary  market? 

Mr.  Payne.  That  is  correct,  Mr.  Blum,  we  recognized  that.  At  the 
same  time,  we  felt  that  the  standards  of  management,  that  we  could 
and  would  apply  to  the  mortgage  banking  busmess  would  enable  us, 
as  we  are,  our  own  bank  is  an  approved  Fannie  Mae-Gennie  Mae 
seller-servicer,  and  this  is  true,  also,  of  Empbanque  Corp. 

So  we  felt  that  where  United  had  sort  of  struck  out,  if  you  want  to 
put  it  that  way,  w^e  had  some  other  batters  in  the  box  and  we  felt  that 
with  the  type  of  management  and  the  reputation  that  we  could  get 
behind  us,  this  should  not  be  a  problem. 

Mr.  Blum.  As  you  described  the  corporate  structure,  Empire  really 
purchased  two  federally  approved  mortgage-approved  companies, 
Delta  and  United? 

Mr.  Payne.  That's  correct,  although  Delta  became  Empbanque 
and  was  approved  as  a  Fannie  Mae  servicer. 

Mr.  Blum.  "Why  would  the  same  parent  company  set  up  two 
different  federally  approved  mortgage  company  subsidiaries? 

Mr.  Caruso.  It's  a  very  difficult  question  to  answer.  My  under- 
standing at  the  time  was  that  Delta  did  very  little  in  the  way  of  FHA- 
VA  business.  In  fact,  it  had  been  set  up;  it  had  not  been  used  for  this 
specific  purpose.  But  I  really  don't  know  what  the  reasoning  was  to 
set  it  up. 

Mr.  Blum.  Fannie  Mae  did  not  approve  Delta,  then,  as  a  seller? 

Mr.  Caruso.  No,  sir.  The  only  approval  Fannie  Mae  had  ever 
given,  to  the  best  of  my  knowledge,  was  a  conditional  approval  to 
service  the  one  who  originates  the  mortgage  in  their  Newburgh  area. 

Mr.  Blum.  Who  first  approached  Empire  about  the  acquisition? 

Mr.  Payne.  Again,  remember  this  was  a  longstanding  arrangement 
between  principals  of  UISC,  and  then,  Rockland  National  Bank. 
We  had  some  preliminary  discussions  with  them  about  possibly 
acquiring  them  when  we  were  still  Rockland  National  Bank,  and  this 
must  have  been  around  1967-68.  We  were  still  thinking  about  whether 
we    should    make    an    offer    when    Arcs    did,    and    bought    them. 

Subsequently,  because  of  some  changes  in  the  direction  that  Arc 
Industries  themselves  wanted  to  go — they  wanted  to  buy  a  broker- 
age house.  In  order  to  qualify  for  that,  they  had  to  derive  more 
than  50  percent  of  their  income  from  brokerage  transactions  in  the 
street. 

And  that  meant  they  had  divest  themselves  of  the  income  from 
their  mortgage  banking  operation,  and  for  that  reason  Capital  Ven- 
tures became  available  again. 

Mr.  Blum.  You  mentioned  the  Comptroller  of  Currency  approved 
the  merger;  that  wasn't  after  an  audit,  was  it;  it  was  a  matter  of 
your  applying? 

Mr.  Payne.  I'll  ask  Mr.  Nicoll  to  answer  that. 

Mr.  Nicoll.  Under  the  rulings  of  the  Comptroller  of  the  Currency, 
a  national  bank  must  obtain  this  prior  approval  before  acquiring  a 
wholly  owned  subsidiary  corporation.  This  is  to  make  sure,  for  one 
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thing,  that  the  corporation  being  acquired  is  engaged  in  activities 
which  are  permissible  for  a  national  bank. 

Mr.  Blum.  It  doesn't  imply  any  approval  of  a  transaction  or 
examination  of  the  company,  or  anything  like  that. 

Mr.  NicoLL.  No,  sir;  that's  correct. 

Mr.  Blum.  Did  you  have  to  get  the  merger  approved  by  Vet- 
erans' Administration  or  the  FHA? 

Mr.  Payne.  No,  sir. 

Mr.  Blum.  Were  you  afraid  at  the  time  of  the  merger  that  the 
Fannie  Mae  suspension  might  lead  to  a  VA  suspension? 

Mr.  Payne.  There  is  no  indication  that  would  be  the  case,  and  no 
fear  that  it  would.  Maybe  we  were  optimistic. 

Mr.  Blum.  Would  a  HUD  suspension  put  United  out  of  business 
pretty  much? 

Mr.  Payne.  Just  about. 

Mr.  Blum.  I  would  like  to  raise  some  questions  about  the  interim 
financing  problem.  On  page  4  of  the  statement,  you  raised  the  ques- 
tion of  interim  financing.  Did  brokers  approach  the  company  asking 
for  short-term  loans  to  acquire  houses? 

Mr.  Caruso.  I  would  imagine  so.  I  have  never  been  involved. 

Mr.  Blum.  This  would  principally  occur  prior  to  your  acquisition? 

Mr.  Caruso.  All  of  this  was  prior  to  our  acquisition. 

Mr.  Blum.  Was  the  Delta  Capital  Corp.  the  vehicle  for  the  interim 
financing? 

Mr.  Caruso.  Yes,  it  was,  which  I  subsequently  found  out. 

Mr.  Blum.  Delta  is  HUD  approved? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  What  was  the  interim  interest  rate? 

Mr.  Caruso.  From  what  I  understand,  somewhere  between  18  and 
21  percent. 

Mr.  Blum.  For  the  record,  I  offer  a  copy  of  the  interim  lending 
records  of  Delta.  These  records  were  furnished  to  the  subcommittee 
through  the  cooperation  of  Mr.  Caruso. 

(The  records  may  be  found  at  p.  1068  following  the  testimony  of 
Warren  Light.) 

Mr.  Caruso,  when  you  first  saw  these  records,  were  you  surprised 
to  learn  about  Delta's  volume  of  lending  business? 

Mr.  Caruso.  Very  much  so. 

Mr.  Blum.  You  have  been  given  a  set  of  the  records.  Just  identify 
them  as  being  the  same  ones  as  you  gave  me. 

Mr.  Caruso.  They  are,  in  fact. 

Mr.  Blum.  According  to  the  records,  who  put  out  the  money  for 
the  loans? 

Mr.  Caruso.  According  to  the  records,  the  majority  of  the  money 
was  put  up  by  the  officers  and  their  families. 

Mr.  Blum.  The  loans  were  paid  off  at  the  time  the  property  was 
sold  by  the  speculator  to  an  eventual  buyer,  is  that  correct? 

Mr.  Caruso.  Actually,  loans  were  paid  off  at  the  time  of  conveyance. 

Mr.  Blum.  At  the  closing. 

Mr.  Caruso.  Yes,  at  the  closing. 

Mr.  Blum.  So  if  the  speculator  had  not  been  able  to  find  the  buyer, 
those  loans  might  have  fallen  through,  the  employee  of  the  company 
might  have  been  out? 
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Mr.  Caruso.  That  is  right. 

Mr.  Blu.m.  Didn't  this  put  a  good  deal  of  pressure,  personally,  on 
the  United  staff  to  approve  a  loan  on  a  deal  that  they  had  money  in 
in  interim  financing? 

Mr.  Caruso.  I  would  imagine  so. 

Mr.  Blum.  On  these  sheets,  we  counted  roughly  600  and  some  loans, 
did  you  do  any  sort  of  tally  as  to  what  the  volume  of  that  business 
was? 

Mr.  Caruso.  You  mean,  dollar  amount? 

Mr.  Blum.  Dollar  amount. 

Mr.  Caruso.  No,  sir. 

Mr.  Blum.  Which  were  the  United  employees  that  participated  in 
the  loans? 

Mr.  Caruso.  According  to  the  list  we  have  been  able  to  come  up 
^^ith,  a  good  many  of  them. 

Mr.  Blum.  The  chairman  of  the  company,  Mr.  Katz?  Is  that  right? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  You  had  Mr.  Roth,  president? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  You  had  several  of  the  attorneys,  who  were  closing 
attorneys;  Mr.  Light,  who  was  another  officer  of  the  company,  is  that 
correct? 

Mr.  Caruso.  Yes.  And  you  have  the  families  of  these  individuals. 

Mr.  Blum.  And  the  number  of  the  closing  attorneys  were  in  that, 
too? 

Mr.  Caruso.  I  believe  so,  yes. 

Mr.  Blum.  You  indicated  that  the  loans  were  made  by  the  individ- 
uals, not  the  company.  I  gather  that  Delta  did  not  get  rich  on  these 
loans. 

Mr.  Caruso.  No,  sir;  Delta  did  not  get  rich. 

Mr.  Blum.  Were  any  of  the  firms  or  brokers  on  that  list  later  sus- 
pended by  you  as  being  people  you  didn't  want  to  deal  with? 

Mr.  Caruso.  I  haven't  gone  through  the  list  at  this  particular 
time.  I  would  imagine  so.  In  fact,  I  can  almost  unequivocally  stater 
that,  yes,  a  number  of  them. 

Mr.  Blum.  You  have  now  stopped  making  any  interim  loans  at  all? 

Mr.  Caruso.  Yes,  that's  right. 

Mr.  Blum.  Your  competitors,  I  take  it,  are  still  in  the  interim 
lending  business? 

Mr.  Caruso.  To  the  best  of  my  knowledge. 

Mr.  Blum.  That  might  very  well  serve  to  put  you  in  a  competitive 
disadvantage  if  someone  else  were  to  grant  an  interim  loan.  You  are 
unable  to  grant  the  speculator  that? 

Mr.  Caruso.  No  question  about  it,  but  it  goes  even  further.  If 
you  don't,  why  should  they  bring  the  other  business  to  you?  They 
normally  bring  their  business  to  whoever  handles  everything. 

Mr.  Blum.  The  two  loans  are  then  related.  Once  the  interim  loan 
is  made,  then  the  permanent  loan  is  made;  whoever  provides  the  short- 
term  money,  gets  the  long-term  money? 

Mr.  Caruso.  Yes. 

Mr.  Payne.  I  do  think  we  shouldn't  necessarily  feel  we'll  be  out  of 
the  interim  and  lending  business  forever  because  interim  financing  has 
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a  place  for  the  legitimate  buyer  of  a  property,  which  property  needs 
certain  improvements. 

Mr.  Blum.  That  would  be  on  the  order  of  a  construction  loan? 

Mr.  Payne.  That's  right.  I  am  sure  we  will  be  getting  back  into 
this.  When  we  do,  it  will  be  on  the  same  strict  standards  we  do  in  the 
construction  mortgage  financing,  and  in  the  banking  business.  People 
do  need  turnaround  money.  It's  legitimate.  Otherwise,  we  and  others 
would  be  depriving  people,  in  some  of  these  areas,  of  the  possibility  of 
acquiring  a  property  in  decent  condition,  and  we  hope  at  a  decent 
price. 

We  stopped  everything  unequivocably  now  because  to  take  a  deep 
breath  and  start  over  again,  trying  to  deal  with  the  reputable  person 
who  is  buying  property,  and  properly  reconstituting  and  reselling  it, 
and  he  should  have  a  profit  on  it. 

We  want  to  deal  with  reputable  people  and  on  the  basis  we  can  con- 
trol it. 

Mr.  Blum.  Without  a  conflict  of  interest? 

Mr,  Payne.  Yes. 

Mr.  Blum.  With,  perhaps,  somewhat  different  interest  rates? 

Mr.  Payne.  I  would  think  so.  And  18  percent  is  a  nice  rate,  but  it 
depends  upon  which  end  you  are  on,  I  think. 

Mr.  Blum.  Do  you  know  of  any  circumstances  where  short  money 
loans  were  made  one  place,  and  later  they  came  in  and  put  the  mort- 
gage somewhere  else? 

Mr.  Caruso.  Not  to  my  knowledge.  But  it's  possible. 

Mr.  Blum.  Just  a  couple  of  questions  about  the  pricing  process  on 
the  loans  at  the  time  you  first  bought.  Which  company  had  the 
responsibility  of  deciding  how  many  points  to  charge  the  broker? 

Mr.  Caruso.  I  would  say,  that  would  be  Mr.  Roth. 

Mr.  Blum.  Mr.  Roth  was  president  of  United.  He  made  that  deci- 
sion? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  Have  you  asked  for  an  independent  audit  to  find  out 
whether  or  not  the  brokers  were  paying  all  the  points  to  United?  Or 
whether  perhaps  they  were  paying  other  points  and  going  to  other  indi- 
viduals? 

Mr.  Payne.  To  the  best  of  my  knowledge,  the  audit  conducted  by 
Peat,  Marwick,  Mitchell  did  not  go  into  that.  I  cannot  unequivocably 
say  it  did  not. 

In  our  audit  procedure  we  are  talking  about  in  the  future  we  are 
going  to  try  to  have  some  way  of  confirming  that,  because  any  indi- 
vidual doing  that  would  certainly  be  defrauding  the  company 
itself  of  incomes  that  it  supposedly  was  entitled  to  by  the  closing 
statements. 

Mr.  Blum.  I  gather  from  discussions  \vith  officials  of  United,  the 
way  Mr.  Roth  set  the  number  of  points  was  something  of  a  mystery  to 
the  rest  of  the  people  employed  there.  Is  that  a  fair  way  of  putting  it? 

Mr.  Caruso.  It  is  entirely  possible. 

Mr.  Blum.  What  changes  have  you  instituted?  How  do  you  decide 
the  price  now?  Is  it  a  committee  decision? 

Mr.  Caruso.  Primarily,  yes.  I  would  not  say  a  committee  decision, 
maybe  a  committee  of  two  Mr.  Payne  and  myself.  We  discuss  the 
various  markets  and  what  we  find  when  we  try  to  sell  loans. 

Mr.  Blum.  You  establish  a  kind  of  posted  rate  for  your  business? 


233 

Mr.  Caruso.  Oh,  yes.  We  have  also  instituted  what  I  would  call  a 
production  department.  These  are  people  who  are  responsible  for  pro- 
ducing the  product.  In  addition  to  that,  the  people  who  are  responsible 
for  selling  that  product  to  the  investors  now  meet  together  regularly 
and  discuss  their  various  problems,  which  is  something  that  did  not 
happen  before,  so  that  the  solicitor  knows  the  problem  the  salesman 
has  in  selling  that  loan  to  a  bank  and  he  looks  for  the  particular  type. 

Mr.  Payne.  This  will  also  improve  the  quality  of  the  loan  that  the 
solicitor  is  producing  or  discussing  with  brokers. 

Mr.  Blum.  Which  officials  of  the  company  attend  closings  on  behalf 
of  the  various  capital  ventures  subsidiaries?  Who  are  the  individuals 
in  the  closing  representing  the  company? 

Mr.  Caruso.  Primarily  the  attorneys  that  are  supposedly — well, 
they  are  there  to  protect  the  interests  of  the  company.  That  would  be 
Mr.  Canavan,  Mr.  Plump,  Mr.  Light,  and  in  certain  situations  Mr. 
Don  Blynn. 

Mr.  Blum.  One  of  the  jobs  those  attorneys  would  have  would  be  to 
scan  the  papers  to  be  sure  everything  would  be  in  order,  to  make  sure 
the  buyer  is,  indeed,  the  buyer,  and  there  is  no  sort  of  fraud  in  the 
transaction  which  might  injure  the  company? 

Mr.  Caruso.  Right.  Their  main  function  is  to  protect  the  company, 

Mr.  Blum.  Were  they  paid  salaries  by  Capital  Ventures? 

Mr.  Cartjso.  Yes. 

Mr.  Blum.  As  you  said,  they  were  there  to  protect  the  company's 
interest.  Now,  we  obtained  under  subpena  records  for  a  number  of 
those  people  who  attended  the  closing.  You  have  asked  those  em- 
ployees for  copies  of  the  records.  Does  the  record  show  they  were  also 
receiving  payments  from  speculators? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  What  was  the  actual  payment  for  closing? 

Mr.  Caruso.  1  would  say  approximately  $20. 

Mr.  Blum.  Sometimes  $25,  sometimes  a  little  more.  How  many 
closings  a  day  would  an  employee  handle? 

Mr.  Caruso.  Prior  to  our  acquisition? 

Mr.  Blum.  Yes. 

Mr.  Caruso.  I  would  sa}^  it  is  entirel}^  possible  that  they  could 
have  closed  five  or  six  or  seven. 

Mr.  Payne.  Mr.  Blum,  in  connection  with  that,  the  payments,  they 
received  paj^ments  from  speculators.  As  I  understand  it,  they  received 
a  gratuity  from  the  attorney  representing  the  buyers. 

Mr.  Blum.  If  you  recall,  it  was  put  in  the  record  there  they  were 
subpenaed,  the  employees  listed  having  received  gratuities  from  the 
corporations  which  were  selling,  rather  than  buying. 

Mr.  Payne.  This  is  correct. 

Mr.  Blum.  The  indications  they  gave  us  was  that  it  was  the  specula- 
tor who  paid  for  it. 

Mr.  Payne.  Yes. 

Mr.  Blum.  When  you  announced  there  would  be  no  further  gra- 
tuities for  United  employees,  did  they  complain  they  were  getting  a 
substantial  salary  cut? 

Mr.  Payne.  Yes. 

Mr.  Blum.  Did  they  tell  you  how  severe  it  was?  Did  they  ask  for 
higher  pay? 

Mr.  Payne.  Yes.  They  did  not  get  it. 
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Mr.  Blum.  How  much  did  they  say  they  would  lose?  Did  they  tell 
you? 

Mr.  Payne.  No,  I  cannot  tell  you  exactly,  but  it  was  several 
thousand  dollars. 

Mr.  Blum.  Some  of  the  broker  dealers  did  a  very  large  volume  of 
business  with  United.  Is  it  not  likely  that  in  the  course  of  a  year  that 
they  would  make  substantial  payments  to  individual  United  employees 
and  get  to  know  them  pretty  well  as  an  ongoing,  continuing  relation- 
ship? 

Mr.  Payne.  I  would  assume  so. 

Mr.  Blum.  How  does  this  set  up  contrast  with  what  happens  at 
Empire  National  Bank  when  a  loan  is  closed? 

Mr.  Payne.  That  is  a  different  ball  park.  No  such  practices  such 
as  that  are  encountered,  of  course.  Any  bank  employee,  any  bank 
officer  that  would  be  receiving  a  gratuity  would  not  receive  it  twice. 

This  is  something  in  our  own  standard  of  ethics,  of  ethical  practices, 
we  are  very,  very  strict  about.  We  have  very  strict  programs  of 
Christmas  governing  acceptance  of  gifts.  Christmas  is  the  season 
when  every  once  in  a  while  somebody  gives  somebody  else  a  bottle 
or  a  box  of  candy.  But  we  have  a  strict  system,  for  instance,  of  re- 
porting all  gifts  of  over  a  certain  dollar  amount  or  value.  Cash  you 
never  take.  Nobody  can  prohibit  gifts,  but  they  must  be  reported  to 
my  office  personally,  by  the  person  accepting  that  type  of  seasonal 
gratuity. 

I  assure  you  that  the  same  type  of  regulation  will  be  applied  in  the 
mortgage  company. 

Mr.  Blum.  In  the  case  of  other  banks,  are  those  regulations  part  of 
Federal  bank  regulations? 

Mr.  Payne.  No,  they  are  not  part  of  it.  We  are  certainly  encouraged 
by  banking  supervisory  officials — to  have  a  public  standards  and 
ethics  code  to  be  followed  by  the  officers  and  directors  and  employees 
of  the  bank  to  try  to  eliminate  conflict  of  interest. 

Mr.  Blum.  Your  supervisory  authority  would  probably  raise  hell 
if  you  did  not. 

Mr.  Payne.  He  is  interested  in  what  we  have.  You  know,  you  blow 
your  own  horn  a  little  bit.  But  he  is  very  interested  in  what  we  have 
done  in  this  respect.  In  several  cases  the  supervisory  people  have  taken 
copies  of  what  we  have  done  to  show  the  banks  something  which  they 
should  give  some  thought  to,  too.  You  take  your  credits  where  you 
can  get  them. 

Mr.  Blum.  Can  you  tell  us  which  brokers  and  dealers  were  sus- 
pended? Give  us  some  idea  of  who  they  were,  Mr.  Caruso? 

Mr.  Caruso.  Well 

Mr.  Payne.  Recognizing  what  the  Secretary  who  preceded  me  and 
Mr.  Cea  had  to  say  about  this,  recognizing  that  some  of  the  names  of 
these  people — they  may  be  actually  under  indictment  or  under 
investigation,  I  would  hesitate  to  list  them  at  this  time.  But  I  will 
be  very  happy  to  make  that  available  when  we  clear  that. 

Mr.  Blum.  Would  you  make  that  available  to  us  through  the 
record? 

Mr.  Payne.  Yes,  we  will  make  that  available. 

I  would  like  to  clear  that  list  to  make  sure  they  are  not  under 
indictment. 
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Mr.  Blum.  To  the  extent  that  that  list  is  not  involved  in 
criminal 

Mr.  Payne.  We  will  make  a  request  of  the  Secretary's  office,  and 
make  that  available. 

Mr.  Blum.  Who  is  Kiva  Berwald?  Would  you  identify  him  for  us? 

Mr.  Caruso.  Yes.  Kiva  Berwald  is  a  solicitor  of  United. 

Mr.  Blum.  Does  part  of  his  job  include  that  aspect  of  beginning 
the  origination  process  from  the  broker,  taking  the  application  either 
with  the  broker,  or  picking  it  up  with  him,  and  coming  into  the 
United  office? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  How  is  Mr.  Berwald  paid?  A  usual  salary  plus  com- 
mission? 

Mr.  Caruso.  Yes.  Actually,  a  draw  against  commissions. 

Mr.  Blum.  Has  Mr.  Berwald  furnished  you  with  copies  of  materials 
furnished  the  committee  on  the  subpena? 

Mr.  Caruso.  No,  I  have  not  been  furnished  with  it.  I  have  seen 
them. 

Mr.  Blum.  Mr.  Chairman,  we  have  a  copy  of  the  materials.  I  ask 
that  that  be  made  part  of  the  record  at  this  point. 

(The  materials  referred  to  appear  at  p.  407  following  Kiva  Berwald's 
testimony.) 

Senator  Hart.  It  will  be  made  part  of  the  record.  You  made 
reference  to  other  materials  obtained,  which  you  discussed  with  the 
witnesses.  Do  you  want  them  in? 

Mr.  Blum.  Yes. 

Senator  Hart.  Yes? 

Mr.  Blum.  Yes.  Thank  you,  Mr.  Chairman. 

Let  the  record  show  that  Mr.  Berwald  bought  and  sold  several 
hundred  houses  through  a  variety  of  corporations  in  which  he  was  an 
owner,  and  placed  most  of  the  FHA  mortgages  with  United. 

I  take  it  you  were  unaware  of  this  at  the  time  you  acquired  the 
company? 

Mr,  Caruso.  Yes.  Most  of  this  was  prior  to  our  acquisition. 

Mr.  Blum.  Were  you  surprised  to  see  one  of  the  salesmen  bringing 
in  his  own  business  and  collecting  commissions? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  Do  you  think  he  might  have  been  something  less  than 
rigorous  in  looking  at  the  credit  that  he  picked  up  from  a  broker? 
Is  there  that  possibility? 

Mr.  Caruso.  The  possibility  exists,  yes. 

Mr.  Blum.  Mr.  Payne,  how  does  Mr.  Berwald's  dual  role  sit  with 
you  as  a  bank  president? 

Mr.  Payne.  It  does  not,  it  is  indigestible,  and  pending  the  comple- 
tion of  this  series  of  hearings  and  some  of  our  own  investigations, 
I  am  certain  that  there  will  be  changes  made,  additional  changes 
made  in  addition  to  those  that  we  have  aheady  made. 

Mr.  Blum.  When  FHA  conditional  commitments  require  work  to 
be  done,  how  does  the  mortgage  company  guarantee  it  will  be  done 
as  the  commitment  requires  it? 

Mr.  Caruso.  It  holds  an  escrow  for  that  particular  purpose. 

Mr.  Blum.  Until  several  months  ago,  FHA  allowed  mortgage 
companies  to  certify  new  escrow  funds.  Is  that  correct? 
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Mr.  Caruso.  That  is  correct. 

Mr.  Blum.  Who  had  United — who  at  United  handled  those? 

Mr.  Caruso.  Irving  Koiter.  He  was  the  one  individual  who  did 
the  inspection. 

Mr.  Blum.  Did  you  receive  copies  of  the  material  Mr.  Roiter 
submitted  to  the  Senate  under  subpena? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  I  ask  that  it  be  made  part  of  the  record  at  this  point. 

Senator  Hart.  Without  objection,  it  will  be. 

(The  documents  referred  to  appear  at  p.  509  following  Irving  Roiter 's 
testimony.) 

Mr.  Blum.  Those  records  indicate  Mr.  Roiter  received  gratuities 
from  the  brokers  for  whom  the  inspections  were  performed? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  What  else  did  Mr.  Roiter  do  for  United? 

Mr.  Caruso.  He,  on  occasion,  collected  some  payments  due  the 
company  on  delinquent  mortgage  loans. 

He  was  on  a  collection  basis. 

Mr.  Blum.  Have  people  who  made  mortgage  payment  to  United 
complained  to  your  office  that  some  collection  man  has  been  around 
and  said,  "Stop  making  the  monthly  payments,  and  pay  me  rent"? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  Have  you  been  able  to  find  out  who  has  been  doing 
that? 

Mr.  Caruso.  No. 

Mr.  Blum.  Can  you  tell  us  what  R  &  W  Associates  was  and  what 
its  relationship  to  United  was? 

Mr.  Caruso.  This  was  something  that  happened  prior  to  our 
acquisition,  but  to  the  best  of  our  knowledge,  R  &  W  Associates  is  a 
real  estate  broker.  They  did  a  tremendous  amount  of  business. 

Mr.  Blum.  How  many  cases  in  the  course  of  a  year? 

Mr.  Caruso.  In  1970  they  processed  somewhat  over  400  cases. 

Mr.  Blum.  That  is  one  or  two  every  business  day.  Lowell  Wiener- 
man  was  a  principal  in  R  &  W  Associates? 

Mr.  Caruso.  I  believe  so.  Again,  I  have  had  no  dealings  with 
R&  W. 

Mr.  Blum.  Were  you  recently  approached  by  a  former  associate  of 
Mr.  Wienerman's  to  handle  large  packages  of  mortgages  which  he 
had  gotten  released  from  another  company? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  Those  were  released  by  the  Inter-Island  Mortgagee 
Corp.? 

Mr.  Caruso.  Yes. 

Mr.  Blum.  Did  Mr.  Altabe  tell  you  why  he  was  no  longer  doing 
business  with  them? 

Mr.  Caruso.  I  never  spoke  with  Mr.  Altabe.  My  understanding 
was  he  was  bringing  them  to  us  to  see  what  we  could  do.  We  looked 
at  them  with  the  right  of  selection.  Also,  again,  we  reverified  them 
and  we  made  sure  these  were  cases  that  would  fit  into  our  established 
criteria. 

Mr.  Blum.  Did  you  accept  the  whole  package? 

Mr.  Caruso.  No. 

Mr.  Blum.   You  rejected  a  number  of  them? 
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Mr.  Caruso.  Yes. 

Mr.  Blum.  Have  there  been  FHA  commitments  on  some  of  those 
you  rejected? 

Mr.  Caruso.  To  the  best  of  my  knowledge,  I  beheve  so. 
Mr.  Blum.  Since  the  time  Eastern  Service  has  been  suspended  by 
HUD,  had  you  been  approached  by  officials  at  Eastern  that  handled 
closings  which  they  were  no  longer  permitted  to  do? 

Did  they  ask  to  be  paid  for  the  deals  they  referred  to  your  company? 
Mr.  Caruso.  The  situation  was:  The  loans  would  be  purchased  at 
a  discount. 

Mr.  Blum.  What  sort  of  discount  are  we  talking  about  here? 
Mr.  Caruso.  I  would  have  to  check.  I  would  say  the  average  was 
around  four  points. 

Mr.  Blum.  When  you  deal  with  another  mortgage  company,  is 
there  not  a  fear  the  competitor  will  learn  who  your  clients  are,  and 
therefore  be  afraid  to  hire  them? 

Mr.  Caruso.  To  a  certain  extent,  I  would  say  so.  This  is  actually 
a  matter  of  public  record.  All  such  sales  are  put  on  a  list  where  any 
mortgage  company  can  tell  who  is  doing  business. 

Mr.  Blum.  With  Eastern  looking  for  someone  else  to  close  its  deals, 
is  it  not  finding  it  possible  to  circumvent  the  effect  of  suspension? 
Mr.  Caruso.  Yes. 

Mr.  Blum.  The  suspension  really  does  not  mean  very  much  to 
them? 

Mr.  Caruso.  Maybe  not  to  them. 

Mr.  Blum.  When  was  the  first  time  HUD  audited  the  books  of  any 
Capital  Ventures  subsidiary? 
Mr.  Caruso.  I  do  not  know. 

Mr.  Blum.  You  have  no  knowledge  of  them  ever  having  been 
audited? 

Mr.  Caruso.  No. 

Mr.  Blum.  Have  any  Capital  subsidiaries  ever  been  recommended 
by  HUD  or  had  discussions  with  HUD  people? 
Mr.  Caruso.  Not  to  my  knowledge. 

Mr.  Blum.  Would  it  be  fair  to  describe  a  mortgage  company  as  a 
private,  unregulated  bank? 
Mr.  Payne.  Yes,  it  would. 

Mr.  Blum.  Your  position,  I  take  it,  is  that  it  has  to  be  subject  to 
regulation  or  competitive  pressures  will  either  put  it  out  of  business 
or  lead  it  down  a  path  of  temptation? 

Mr.  Payne.  Yes,  that,  in  combination  with  what  I  said  previously. 
I  feel  further  protection  of  the  consumer  and  the  taxpayer  and 
the  Government  insuring  agency  is  necessary.  I  cannot  conceive  that 
this  unregulated  practice  should  be  maintained. 

I  am  not  necessarily  a  believer  that  everything  has  to  be  con- 
trolled or  regulated  to  the  "nth"  degree  so  the  whole  economy  or 
the  process  is  strangled.  But  I  think,  again,  as  I  pointed  out  pre- 
viously, the  supervision  had  been  very  properly  applied.  The  banks 
are  still  in  business. 

Mr.  Blum.  You  see  no  problem  about  employing  banks'  conflict  of 
interest  standards  with  the  mortgage  companies? 
Mr.  Payne.  No. 

Mr.  Blum.  You  have  no  problem  with  bank  type  examination  of 
the  mortgage  companies  or  perhaps  checks  of  loans? 
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Mr.  Payne.  As  I  told  you  previously,  we  tend  to  apply  that 
same  type  of  procedure  to  our  ovm.  internal  audit.  I  do  know  that 
the  Comptroller's  Office  plans  to  make  an  examination  of  the  mort- 
gage company  from  time  to  time. 

Mr.  Blum.  You  are  convinced  if  these  procedures  are  followed,  the 
mortgage  companies  can  make  good  loans  to  relatively  poor,  minority 
group  people? 

Mr.  Payne.  Yes,  I  am.  There  are  certain  inherent  risks  involved  that 
we  are  all  aware  of.  You  are  talking  about  terms  of  mortgages  that 
go  considerably  longer  than  average  and  risks  which  are  considerably 
above  normal.  Normally,  in  assuming  a  risk  for  a  loan,  j'ou  can  com- 
pensate for  that  risk  by  what  interest  rate  you  charge  for  the  loan. 

In  other  words,  if  there  is  a  higher  risk,  you  charge  a  higher  rate 
to  make  up  for  your  odds  of  having  the  loan  go  bad.  To  do  the  same 
thing  in  the  mortgage  area  or  in  other  areas,  it  could  possibly  be  a 
disservice  to  the  people  you  are  trying  to  help.  This  has  to  be 
avoided. 

They  have  to  be  able  to  buy  this  loan  at  a  reasonable  rate  of 
interest  that  they  can  handle. 

Mr.  Blum.  The  significant  point  of  what  you  are  saying  to  me  is 
this:  If  an  FHA  loan  is  properly  originated  with  proper  controls  and 
proper  regulations,  there  is  no  particular  reason  why  it  should  be 
risky  under  all  of  the  present  laws  and  regulations,  all  of  the  ones  that 
do  business.  It  is  still  going  to  be  reasonably  safe.  It  will  not  be 
measurably  different? 

Mr.  Payne.  I  think  it  is  something,  as  the  Secretary  said  before, 
was  important.  He  pointed  out,  in  our  dealings  through  our  bank 
officers,  that  we  do  consult  with  people  about  what  they  are  getting 
into  when  they  are  buying  a  home. 

When  you  look  at  somebody — they  have  got  to  have  enough  money. 
I  know  from  my  own  personal  experience,  as  I  am  sure  you  do  from 
your  own  home,  you  put  so  much  aside  to  meet  your  mortgage  pay- 
ments, the  taxes,  and  insurance,  and  some  for  the  roof  that  may  leak. 
Those  types  of  repairs,  unless  you  put  a  little  in  the  sugar  bowl  to 
take  care  of  them,  are  going  to  get  you  into  difficulties. 

The  person  buying  a  home  is  going  to  have  to  maintain  the  property, 
too. 

Mr.  Blum.  This  is  part  of  the  normal  job  of  the  credit  underwriter, 
no  matter  if  he  is  working  with  the  mortgage  company  or  the  bank 
or  whatever. 

When  a  customer  comes  in,  it  is  up  to  the  bank,  "You  better 
remember  you  are  going  to  have  to  replace  the  roof,  and  you  really 
should  not  try  to  spend  quite  that  much  money  or  you  are  going  to 
be  in  trouble." 

Mr.  Payne.  Of  course,  the  proliferation  of  this  is  not  only  in  the 
ghetto,  the  lower  disadvantaged  areas.  It  has  been  the  problem  of 
people  in  the  middle-income  bracket,  too,  where  in  order  to  maintain 
their  homes  and  everything  else,  they  saddle  themselves  not  only  in 
mortgage  debt,  but  with  short-term  loans. 

The  bankruptcy  courts  have  been  filled  with  some  of  them  in  recent 
years. 

I  think  this  applies  in  this  area,  too.  It  creates  personal  disadvan- 
tages and  difficulties  for  the  individual  and  his  family. 
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Mr.  Blum.  I  am  going  to  thank  you  very  much  for  the  cooperation 
you  supplied  to  the  committee  on  a  number  of  visits  to  the  United 
offices,  and  the  frequent  telephone  conversations,  and  also  to  the 
supplying  of  those  documents  and  records. 

I  do  not  think  we  could  have  proceeded  with  this  investigation  as 
easily  as  we  have  without  the  kind  cooperation  from  all  of  you,  and  I 
thank  you. 

Mr.  Payne.  I  appreciate  those  words.  I  want  to  assure  the  com- 
mittee of  our  continued  cooperation.  This  is  something  we  are  very 
vitally  interested  in  ourselves,  not  only  just  from  the  fact  we  are  in 
volved  in  the  business.  We  feel  that  we  have  a  social  responsibility 
to  be  helpful  to  this  investigation  and  other  programs  that  may  grow 
out  of  it. 

I  want  to  assure  you  of  the  continuing  cooperation  of  our  mortgage 
company  and  the  people  of  the  bank,  and  our  continued  availability 
to  consult  with  you  or  any  other  groups  to  proceed  further  in  this  area. 

Mr.  O'Leary.  I  have  just  a  couple  of  more  questions. 

I  am  not  sure  I  asked  you  this.  I  meant  to. 

Is  there  any  difference  in  the  number  of  points  charged  between 
competing  mortgage  companies? 

Mr.  Caruso.  I  would  imagine  so.  To  a  large  extent  I  really  cannot 
answer  that  question,  not  knowing  the  policy  or  procedure  of  the 
others,  although  I  would  say  this — our  solicitors  invariably  come 
back  and  say,  "XYZ  Company  is  charging  2  points"  on  something 
we  may  be  quoting  2}^  on. 

I  do  not  know  that  they  are  actually  charging  that. 

Mr.  O'Leary.  There  is  some  variance  between  the  number  of  points 
charged? 

Mr.  Caruso.  I  would  say  so, 

Mr.  Payne.  I  would  say  the  variance  narrows,  based  on  the  market, 
assuming  they  are  all  legitimate  operators.  You  have  to  be  very  sen- 
sitive to  what  you  pay  for  the  raw  material  in  terms  of  what  you  are 
going  to  sell  your  finished  products  for. 

If  you  cannot  cover  your  expenses.  No.  1,  you  are  going  to  be  out 
of  business;  and,  hopefully,  you  have  got  to  make  that  little  bit  more 
that  is  going  to  leave  a  little  black  ink  on  the  books. 

Mr.  O'Leary.  What  about  a  real  estate  guy  who  is  really  a  high 
volume  producer?  I  assume  your  solicitor  wants  to  maintain  a  con- 
tinuing relationship  with  this  kind  of  program.  Does  the  broker  ever 
attempt  to  extract  something  more  in  terms  of  the  volume  of  business? 
Mr.  Caruso.  When  you  say,  "extract  something  more,"  you  are  talk- 
ing about  lesser  discounts? 

Mr.  O'Leary.  Yes,  either  that  or  some  other  fee  or  kickback.  I  do 
not  mean  to  imply  anything  on  the  board. 

Mr.  Caruso.  In  the  past,  I  would  say  "Yes."  But  effective  May 
1,  you  cannot  give  a  kickback  in  any  particular  situation  in  which  he 
is  receiving  a  fee  from  someone  else. 

Mr.  O'Leary.  Proir  to  that  time,  what  form  would  a  kickback  fee 
take? 

Mr.  Caruso.  I  have  heard  of  situations — again,  I  had  no  active 
part  in  this,  it  is  something  that  preceded  our  acquisition.  I  under- 
stand a  quarter  to  a  half  point  would  be  given  back  to  the  broker,  so 
to  speak.  It  may  have  been  more  than  that.  I  really  do  not  know. 
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Mr.  O'Leary.  All  right.  I  do  not  recall,  Mr.  Caruso  or  Mr.  Payne, 
but  one  of  you  indicated  that  Chase  Manhattan  Bank,  among  others, 
provided  United  with  a  warehousing  line  of  credit.  I  believe  you  said 
the  total  is  in  the  neighborhood  of  $25  million. 

Mr.  Caruso.  That  is  the  total  of  all  banks. 

Mr.  O'Leary.  What  about  j^our  line  with  Chase  Manhattan? 

Mr.  Caruso.  I  believe  it  is  $5  million. 

Mr.  O'Leary.  As  a  correspondent  bank,  how  much  does  Empire 
deposit? 

Mr.  Payne.  That  varies  in  relation  to  service  rendered.  It  has 
nothing  to  do  with  the  relationship — we  were  doing  business  with 
Chase,  carrying  large  balances,  prior  to  this  acquisition.  Our  balances 
in  Chase  are  now  probably  in  the  neighborhood  of  a  million  dollars, 
probably. 

Sometime  ago  they  were  running  $5  or  $6  million.  We  were  clearing 
all  of  our  checks,  our  New  York  City  checks,  through  them. 

They  have  decreased  since.  Chase  is  the  bank  that  does  most  of 
our  safekeeping  work,  in  securities  and  so  forth.  Those  balances  are 
really  to  compensate  them  for  those  services  rendered  which  are 
substantial. 

Mr.  Caruso.  This  warehouse  line  that  the  company  has  with 
Chase  had  been  established  prior  to  our  acquisition.  It  has  not  changed 
since  Empire  was  involved  in  the  picture. 

Mr.  O'Leary.  You  are  responding  to  the  thrust  of  my  question, 
which  is :  Does  it  have  any  effect  on  Chases'  willingness  to  do  business 
with  United? 

Mr.  Payne.  I  would  not  think  so.  But  I  think  the  fact  that  Empire 
is  now  the  owner  of  Capital  Ventures  and  its  subsidiaries,  and  their 
understanding  of  our  own  stability  and  our  determination — it  must 
have  a  little  influence,  because  I  think  they  would  be  better  off  with 
us  than  without  us. 

Mr.  O'Leary.  I  w^ould  like  to  extend  my  thanks  for  bearing  with 
me  and  going  through  this  series  of  questions.  You  have  been  very 
helpful  to  us.  Thank  3^ou. 

Senator  Hart.  Mr.  Nolan? 

Mr.  Nolan.  Thank  you,  Mr.  Chairman. 

Mr.  Caruso,  do  the  mortgage  companies  employ  their  own  property 
appraisers? 

Mr.  Caruso.  When  you  say  "appraiser,"  you  mean  as  far  as 
inspections  are  concerned? 

Mr.  Nolan.  Physical  appraisers. 

Mr.  Caruso.  I  would  not  think  so.  The  only  time  we  utilize  the 
services  of  an  inspector  is  on  compliance  inspections. 

Mr.  Payne.  The  original  appraisals  of  these  properties  are  made  by 
FHA's  employees. 

Mr.  Nolan.  I  think  the  buyer  of  the  real  estate — do  they  have 
appraisers  of  property? 

Mr.  Caruso.  It  is  possible. 

Mr.  Nolan.  Would  it  be  common  practice? 

Mr.  Caruso.  It  would  not  be  common  practice.  There  would  be  some 
investors,  as  I  said  before,  that  would  make  appraisals  on  their  own. 

Mr.  Payne.  In  some  areas  it  is  not  uncommon  for  a  purchaser.  I 
have  done  this  myself,  to  get  an  appraiser  up  to  see  what  the  purchase 
price  I  was  thinking  of,  if  it  w^as  in  the  ball  park.  That  was  independent 
of  whatever  appraisal  a  financial  institution  would  make. 
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The  kind  of  property  we  are  talking  of,  I  am  sure  it  is  not  a  common 
thing. 

Mr.  Nolan.  Thank  you. 

Senator  Hart.  Mr.  Kern? 

Mr.  Kern.  You  have  been  put  at  a  competitive  disadvantage,  you 
testified,  by  the  reformed  procedures  adopted  at  United.  Does  this  give 
you  some  feehng  that  abuses  are  widespread  in  the  industry? 

Mr.  Payne.  In  the  mortgage  banking  community,  yes,  I  think  it  has 
very  definitely.  I  would  not  conclude  that  in  my  testimony,  to  be  cry- 
ing in  my  beer,  so  to  speak.  I  am  just  saying  what  the  facts  are. 

This  certainly  has  made  us  more  keenly  aware  of  the  functions  of  the 
marketplace. 

Mr.  Kern.  One  more  brief  question.  It  was  suggested  earlier  by 
Mr.  Lomenzo  that  the  tale  of  woe  for  a  purchaser  often  begins  with  a 
faulty  FHA  appraisal.  Do  you  have  any  comment  on  that? 

Mr.  Payne.  That  is  certainly  possible.  There  are  certainly  cases 
where  there  have  been  overappraisals  of  property,  and  in  a  conversa- 
tion unrelated  to  this  hearing  or  anything  else  recently,  an  attorney  in 
Long  Island  was  talking  about  the  high  appraisals  he  would  come 
across  in  some  properties,  and  in  particular,  a  particular  section  of 
Long  Island.  It  was  an  FHA  appraisal.  He  was  involved  in  the  closing, 
and  he  was  amazed  at  the  appraisals  that  came  through. 

Whether  that  alludes  to  any  "walking  the  mortgage  through"  or 
whatever  the  term  is  that  leads  to  a  false  appraisal,  I  would  not  be  in  a 
position  to  comment  on  that. 

I  think  sometimes  they  are  unfair  appraisals. 

Mr.  Kern.  Thank  you. 

Senator  Hart.  Gentlemen,  all  of  us  are  grateful  to  you.  Thank  you 
very  much. 

We  will  adjourn,  to  resume  in  this  room  tomorrow  at  10  a.m. 

(Thereupon,  at  2  p.m.,  the  subcommittee  recessed,  to  reconvene  at 
10  a.m.,  Thursday,  May  4,  1972.  Testimony  resumes  on  p.  25.) 

Material  Relating  to  the  Testimony  of 
John  Payne 

EXHIBIT  1 

Letter  to  Edwin  Katz  From  John  Payne,  Jr.,  Dated  Jan.  18,  1972 

Empire  National  Bank, 
New  City,  N.Y.,  January  18,  1972. 
Mr.  I.  Edwin  Katz, 
Chairman  of  the  Board, 
United  Institutional  Servicing  Corp.,  New  York,  N.Y. 

Dear  Mr.  Katz:  As  Chief  Executive  Officer  of  Empire  National  Bank,  I  am 
concerned  that  the  quaUty  of  mortgages  acquired,  originated,  or  merchandised 
by  Capital  Ventures,  Inc.  and  its  subsidiaries  be  maintained  at  a  high  level. 

As  you  are  well  aware,  there  is  a  continuing  criticism  of  the  quality  of  portions 
of  the  mortgage  packages  merchandised  by  our  companies  in  the  past.  We  must  be 
certain  that  Capital  Ventures,  Inc.  and  its  subsidiaries  are  not  subjected  to  any 
new  criticism  of  this  type. 

The  best  way  to  accomplish  this  would  appear  to  be  through  effective  quality 
control.  Accordingly,  I  will  appreciate  your  reviewing  with  me,  as  soon  as  possible, 
the  quality  control  criteria  that  you  are  establishing  and  the  procedures  you  will 
follow  to  make  certain  these  criteria  are  being  maintained. 
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I  will  discuss  this  with  you  in  further  detail  if  you  care  to  do  so,  but  a  restriction 
on  the  acquisition  of  substandard  paper  should  not  be  deferred  pending  our 
discussion. 

Sincerely, 


John  Payne,  Jr. 


EXHIBIT  2 


Letter  From  Kenneth  Duncan  to  Frank  Caruso  Dated  Feb.  10,  1972  and 

Enclosures 

Federal  National  Mortgage  Association, 

February  10,  1972. 
Mr.  Frank  J.  Caruso, 
President,  Empbanque  Capital  Corp., 
New  York,  N.Y. 

Dear  Mr.  Caruso:  We  have  approved  your  Corporation  as  an  eligible  GNMA 
Seller  with  regard  to  FHA  and  VA  mortgages.  You  may  now  use  our  facilities  as 
provided  by  the  enclosed  executed  copy  of  the  Selling  Agreement,  which  is  to  be 
retained  for  your  records. 

Your  Corporation  was  previously  approved  as  a  GNMA  Servicer  on  a  limited 
basis.  This  restriction  has  now  been  lifted. 

Please  continue  to  use  the  same  nine-digit  Code  Number  (13344-000-3),  as 
was  previously  assigned.  This  number  must  be  used  in  all  correspondence,  remit- 
tances and  reports. 

We  are  enclosing  an  initial  supply  of  forms,  instruction  material  and  the  GNMA 
Seller's  Guide.  It  is  imperative  that  responsible  key  personnel  familiarize  them- 
selves with  our  requirements. 

Your  Loan  Representative  for  home  mortgages  will  be  Mr.  Russell  P.  Morrison, 
and  Mrs.  Esther  O.  Walder  for  multifamily  mortgages.  Please  inform  your  person- 
nel to  direct  all  communications  to  the  appropriate  Loan  Representative. 
Sincerely  yours, 

K.  A.  Duncan. 
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GNMA  Form  Ml 

Approved  8  1  70  SELLING  AGREEMENT 

THIS  AGREEMENT,  made  and  entered  into  by  and  between  the  undersigned  MORTGAGE  SELLER 
(herein  called  the  "Seller")  and  the  GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION  (herein  called 
the  "Association"),  an  association  organized  under  an  Act  of  Congress  and  existing  pursuant  to  Title  III  of  the 
National  Housing  Act. 

WITNESSETH,  THAT; 

WHEREAS,  the  Seller  is  engaged  in  the  business  of  selling  residential  or  home  mortgages  and  expects  to 
make  offers,  from  time  to  time,  to  sell  such  mortgages  to  the  Association;  and, 

WHEREAS,  pursuant  to  and  in  accordance  with  the  said  Title  III  of  The  National  Housing  Act,  the  Asso- 
ciation is  engaged  in  the  business  of  purchasing  residential  or  home  mortgages  and  expects  to  consider  offers,  made 
from  time  to  time,  that  it  purchase  such  mortgages  from  persons  and  organizations  which  the  Association  agrees  are 
acceptable  as  eligible  sellers  of  mortgages  and  designates  as  such  and  which  have  entered  into  the  numbered  agree- 
ments hereinafter  set  forth;  and, 

WHEREAS,  the  Seller  has  heretofore  requested  the  Association  to  agree  that  the  Seller  is  acceptable  as  an 
eligible  seller  of  mortgages  and  to  designate  the  Seller  as  such  and  has  heretofore  consented  to  enter  into  the  num- 
bered agreements  hereinafter  set  forth;  and, 

WHEREAS,  the  Association  has  heretofore  consented  to  agrqe  that  the  Seller  is  acceptable  as  an  eligible 
seller  of  mortgages  and  to  designate  the  Seller  as  such,  upon  the  entry  of  the  Seller  into  the  numbered  agreements 
hereinafter  set  forth;  ( 

NOW,  THEREFORE,  in  consideration  of  the  premises  and  the  purchase  of  any  and  every  mortgage  here- 
after purchased  from  the  Seller  by  the  Association  and  the  agreement  by  the  Association  that  the  Seller  is  accept- 
able as  an  eligible  seller  of  mortgages  and  the  designation  by  the  Association  of  the  Seller  as  such,  the  Seller  hereby 
enters  into  the  numbered  agreements  hereinafter  set  forth  and  agrees  to  abide  by  and  to  be  bound  by  all  the  terms 
thereof;  and  in  consideration  thereof  and  the  sale  of  any  and  every  mortgage  hereafter  sold  to  the  Association  by 
the  Seller,  the  Association  hereby  agrees  that  the  Seller  is  acceptable  as  such  a  seller  and  hereby  designates  the 
Seller  as  such;  the  said  numbered  agreements  being  as  follows,  to  wit: 

AGREEMENT  l.TTie  Seller  shall  furnish  to,  and  maintain  in  a  current  condition  for,  the  Association,  on  forms 
furnished  by  or  satisfactory  to  the  Association,  such  corporate  resolutions,  powers  of  attorney, 
and  other  similar  instruments  and  such  evidence  as  to  the  genuineness  of  signatures  as  shall  be 
required  by  the  Association  to  establish  to  its  satisfaction  the  complete  validity  of  all  contracts, 
assignments,  and  other  instruments  that  may  from  time  to  time  be  executed  by  the  Seller  in  con- 
nection with  transactions  under  this  Selling  Agreement. 

AGREEMENT  2.  All  offers  to  enter  into  contracts  to  sell  and  all  submissions  of  mortgages  except  pursuant  to  con- 
tracts to  sell  heretofore  executed,  made  hereafter  by  the  seller  to  the  Association,  shall  be  made 
by  virtue  of  this  Selling  Agreement  and  shall  be  made  by  the  use  of  appropriate  forms  furnished 
or  approved  by  the  Association;  and  each  such  offer  and  each  submission  pursuant  to  such  an 
offer  shall  be  made,  in  all  respects,  in  conformity  with  the  Sellers  Guide  as  it  shall  have  existed 
as  of  the  date  of  the  Seller's  offer,  subject  to  any  applicable  contract  to  sell;  and  any  such  sub- 
mission made  otherwise  than  pursuant  to  a  contract  to  sell  shall  be  made,  in  all  respects,  in  con- 
formity with  the  Sellers  Guide  as  it  shall  exist  as  of  the  date  of  such  submission. 

AGREEMENT  3.  With  respect  to  every  submission  pursuant  to  a  contract  to  sell  that  the  Seller  shall  make  to  the 
Association  by  virtue  of  this  Selling  Agreement,  the  price  to  be  paid  by  the  Association  for  each 
mortgage  and  the  amount  of  the  fees  and  other  charges  shall  be  determined  in  conformity  with 
the  Sellers  Guide,  including  price  information  supplementary  thereto,  as  it  shall  have  existed  as 
of  the  date  of  the  Seller's  offer,  subject  to  the  contract  to  sell;  and  with  respect  to  any  other  sub- 
mission, the  price,  and  the  amount  of  the  fees  and  other  charges,  shall  be  determined  in  con- 
formity with  the  Sellers  Guide,  including  price  information  supplementary  thereto,  as  it  shall 
exist  as  of  the  date  of  submission;  and  submissions  of  mortgages  by  the  Seller  to  the  Association 
-  1  - 
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for  purchase  by  virtue  of  this  Selling  Agreement  shall  be  preceded,  when  required  by  the  Sellers 
Guide,  by  agreement  reached  between  the  Association  and  the  Seller  establishing  such  price  and 
such  amounts,  with  respect  to  each  mortgage  submitted. 

AGREEMENT  4  With  respect  to  every  submission  pursuant  to  a  contract  to  sell  that  the  Seller  shall  make  to  the 
Association  by  virtue  of  this  Selling  Agreemem.  each  mortgage  so  submitted  shall  conform  with 
the  acceptability  requirements  and  other  provisions  set  forth  in  the  Sellers  Guide  as  it  sha  have 
existed  as  of  the  date  of  the  Seller's  offer,  subiect  to  the  provisions  of  the  contract  to  sell:  and 
with  respect  to  every  such  submission  other  than  pursuant  to  a  contract  to  sell,  each  mortgage 
shall  conform  with  the  acceptability  requirements  and  other  provisions  set  forth  in  the  Sellers 
Guide  as  it  shall  exist  as  of  the  date  of  submission;  and  with  respect  to  every  mortgage  submitted 
for  purchase  the  Seller,  at  the  lime  of  submission,  shall  present  for  consideration  by  the  Associa- 
tion such  documents,  instruments  or  papers  of  any  kind  whatsoever,  as  the  Association  shall 
require  in  the  Sellers  Guide  as  it  shall  have  existed  or  shall  exist  from  time  to  time  and  as  the 
Association  shall  otherwise  require. 

All  documents,  instruments  or  papers  required  by  the  Association  shall  conform  in  a"  respects 
with  all  the  acceptability  requirements  and  other  provisions  of  the  Sellers  Guide  as  it  shall  have 
existed  or  shall  exist  as  herein  provided  in  this  numbered  agreement;  but,  except  with  respect 
to  the  matters  contamed  in  the  agreements  numbered  5  and  6  herein,  this  numbered  agreement 
shall  be  deemed  to  have  been  complied  with,  with  respect  to  any  mortgage  purchased  from  the 
Seller  by  the  Association,  on  the  disbursement  of  the  purchase  price. 

AGREEMENT  5    The  Seller  hereby  represents,  for  the  reliance  of  the  Association,  that  the  Seller  is  not  a  State, 
AGREEMENl   5.  ^^^_^^^   ^^  J^J^^^  instrumentality  within  the  meaning  of  Title  111  of  the  National  Hous- 
.    ine  Act    and  that  at  the  time  of  disbursement  of  the  purchase  price,  each  mortgage  that  the 
Associaiion  shall  hereafter  purchase  from  the  Seller  shall  conform  with  the  following  require- 
ments, to  wit: 

(a)  Each  such  mortgage  shall  be  a  residential  or  home  mortgage, 

(b)  Each  such  mortgage  shall  be  either  insured  Finally  under  the  National  Housing  Act,  as 
amended  or  guaranteed  to  the  extent  required  by  the  Sellers  Guide  under  the  Servicemen  s 
Readjustment  Act  of  1944,  as  amended;  and  the  Seller  shall  have  complied  with  all  of  the 
applicable  provisions  of  the  pertinent  Act  and  the  Rules  and  Regulations  promulgated  pur- 
suant thereto;  and  the  insurance  or  guaranty  shall  be  in  full  force  and  effect, 

(c)  Each  such  mortgage  shall  not  be  subject  to  any  circumstances  or  conditions  that  the  Seller 
shall  be  aware  and  have  knowledge  of.  with  respect  to  the  mortgage  or  the  mortgaged  prop- 
erty or  the  mortgagor  or  his  credit  standing,  that  shall  adversely  affect  the  value  or  market- 
ability of  the  mortgage  or  that  can  be  reasonably  expected  to  cause  private  investors  in  the 
secondary  mortgage  market  to  regard  the  mortgage  as  unacceptable  for  prudent  investment 
or  to  cause  the  mortgage  to  become  delinquent, 

(d)  Each  such  mortgage  shall  not  cover  any  property  held  by  a  State,  territorial,  or  municipal 
instrumentality,  and, 

(e)  Each  such  mortgage  shall  not.  in  original  principal  amount,  exceed  or  have  exceeded  the 
amount  set  forth  in  the  Sellers  Guide  for  each  family  residence  or  dwelling  unit  covered  by 
mortgage. 

AGREEMENT  6    The  Seller  hereby  represents,  for  the  reliance  of  the  Association,  with  respect  to  each  mortgage 
AGRbbMhN  ^^^^  ^^^  Association  shall  hereafter  purchase  from  the  Seller,  that  at  the  time  of  disbursement 

of  the  purchase  price: 

(a)  The  Seller  shall  have  good  title  to  the  mortgage  and  full  right  to  assign  and  transfer  it  to  ft-e 
Association  free  and  clear  of  all  claims  and  encumbrances. 
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(b)  The  Seller  shall  not  have  modified  in  any  material  respect  and  shall  not  have  satisfied,  can- 
celled, or  subordinated  in  whole  or  in  part  the  mortgage  and  shall  not  have  released  the 
mortgaged  property  in  whole  or  in  part  from  the  lien  of  the  mortgage,  provided,  however, 
that  this  representation  shall  be  deemed  not  to  have  been  made  on  the  disbursement  of  the 
purchase  price,  with  respect  to  any  matter  previously  brought  to  the  attention  of  the  Asso- 
ciation by  letter  acknowledged  in  writing  or  by  express  mention  in  the  title  evidence, 

(c)  The  mortgaged  property  shall  be  free  and  clear  of  all  mechanics  and  materialmen  liens  or 
liens  in  the  nature  thereof,  and  no  rights  shall  be  outstanding  that  under  law  could  give  rise 
to  such  liens,  provided,  however,  that  this  representation  shall  be  deemed  not  to  have  been 
made  on  the  disbursement  of  the  purchase  price,  if  title  policy  coverage  or  other  comparable 
protection  previously  shall  have  been  furnished  protecting  the  Association  against  such  liens 
and  rights,  and, 

(d)  The  improvements  upon  which  the  appraisal  by  the  Federal  Housing  Administration  or  the 
valuation  by  the  Veterans  Administration  shall  be  based  shall  lie  wholly  within  the  bound- 
aries and  the  building  restriction  lines  of  the  mortgaged  property,  and  no  improvements  on 
adjoining  property  shall  encroach  on  the  mortgaged  property,  provided,  however,  that  this 
representation  shall  be  deemed  not  to  have  been  made  on  the  disbursement  of  the  purchase 
price,  if  the  Association  previously  shall  have  been  furnished  with  a  survey  of  the  mortgaged 
property  showing  the  location  of  the  improvements  and  any  encroachments  either  onto  or 
off  of  the  mortgaged  property  and  also  with  title  evidence  expressly  mentioning  any  such 
encroachments,  or  if  the  Association  previously  shall  have  been  furnished  with  written  no- 
tice acknowledged  in  writing  of  any  such  encraichments;  and. 


Except  if  they  shall  be  deemed  not  to  have  been  made  as  herein  agreed  in  this  numbered  agree- 
ment, in  the  event  that  any  one  or  more  of  the  foregoing  representations  in  this  numbered  agree- 
ment shall  in  fact  be  untrue,  the  Association  may  at  its  option  tender  the  mortgage  to  the  Seller 
for  repurchase;  and,  without  any  adjustment  on  the  basis  of  any  fees  or  other  charges  borne  by 
the  Seller  in  connection  with  the  original  sale  of  the  mortgage  to  the  Association,  the  Seller 
shall  thereupon  within  one  month  of  the  date  of  tender,  pay  to  the  Association  the  same  percent- 
age of  the  unpaid  principal  balance  of  the  mortgage  at  the  time  of  repurchase  that  the  Associa- 
tion paid  to  the  Seller  for  the  original  sale  of  the  mortgage  and  shall  pay,  in  addition,  the  ac- 
crued interest  on  the  unpaid  principal  balance  of  the  mortgage  at  the  time  of  repurchase  and  the 
aggregate  amount  of  any  advances  made  by  the  Association  pursuant  to  the  terms  of  the  secu- 
rity instrument  and  interest  thereon  at  the  rate  borne  by  the  secured  obligation  and,  in  addition, 
the  aggregate  amount  of  any  attorney  fees,  court  costs,  legal  expenses,  and  other  expenses  in- 
curred or  expended  by  the  Association  in  prosecuting  or  defending  any  litigation  in  connection 
with  preserving  the  lien  of  the  security  instrument;  and  tender  of  the  mortgage  under  this  num- 
bered agreement  shall  be  made  by  notice  thereof  and  demand  for  repurchase  in  conformity 
with  the  agreement  numbered  13  herein  and  concurrent  advice  from  the  Association  of  the 
amount  required  for  the  repurchase  and  of  the  nature  of  the  misrepresentation;  and  the  mort- 
gage shall  not  be  returned  to  the  Seller  until  after  receipt  by  the  Association  of  the  repurchase 
price. 

AGREEMENT  7.  With  respect  to  each  mortgage  that  shall  be  offered  or  submitted  by  the  Seller  to  the  Associa- 
tion for  purchase  by  virtue  of  this  Selling  Agreement,  either  (a)  the  Seller  shall  itself  be  a  ser- 
vicer having  an  outstanding  Servicing  Agreement  with  the  Association  and  shall  consent  to  ser- 
vice the  mortgage,  or  (b)  the  Seller  shall  proffer  the  facilities  of  a  servicer  having  an  outstanding 
Servicing  Agreement  with  the  Association,  and  such  servicer  shall  consent  to  service  the  mort- 
gage; and,  in  either  instance,  there  shall  be  an  office  with  servicing  facilities  satisfactory  to  the 
Association  located  within  100  miles  of  the  mortgaged  property. 

AGREEMENT  8.  Nothing  in  this  Selling  Agreement  shall  be  construed  as  obligating  the  Association  to  purchase 
any  mortgage  from  the  Seller. 
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AGREEMENT  9.  This  Selling  Agreement  shall  be  deemed  to  be  a  part  of  every  transaction  completed  otherwise 
than  pursuant  to  a  contract  to  sell  heretofore  executed  whereby  one  or  more  mortgages  are  here- 
after sold  to  the  Association  by  the  Seller  and  shall  be  deemed  to  be  hereby  incorporated  in  full 
by  reference  into  any  and  all  instruments  evidencing  any  such  transaction  or  the  offer  or  ac- 
ceptance pertaining  thereto;  and  as  to  any  such  transaction,  this  Selling  Agreement  shall  not 
be  subject  to  termination  except  by  the  Association  in  writing  expressly  referring  to  this  agree- 
ment by  number  and  expressly  terminating  this  Selling  Agreement  as  to  such  transaction. 

AGREEMENT  10.  Upon  the  request  of  the  Association,  the  Seller  shall  pernut,  at  any  time,  the  representatives  of 
the  Association  to  examine  and  audit  any  and  all  of  its  records  or  accounts  pertaining  to  any 
mortgage  sold  to  the  Association  by  virtue  of  this  Selling  Agreement,  or  to  the  Seller's  corporate 
structure,  its  stockholders,  or  its  financial  standing. 

AGREEMENT  1 1.  The  term  "mortgage"  as  used  in  this  Selling  Agreement  shall  be  construed  to  include  a  security 
instrument,  together  with  the  obligation  secured  thereby,  the  title  evidence,  and  all  other  docu- 
ments, instruments,  and  other  papers  pertaining  thereto. 

AGREEMENT  12.  All  references  herein  to  the  Sellers  Guide  are  to  the  Sellers  Guide  published  and  distributed  by 
the  Association  as  it  shall  exist  from  time  to  time  and  shall  be  construed  to  include  all  amend- 
ments and  supplements  thereto  in  any  form  whatsoever. 

AGREEMENT  13.  Notice,  demand,  or  request  in  any  case  arising  under  this  Selling  Agreement  or  required  by  the 
provisions  hereof  or  of  the  Sellers  Guide  as  it  shall  exist  from  time  to  time  or  pursuant  to  any 
requirements  of  law,  shall  be  in  writing  and  may  be:  served  in  person  or  by  mail  by  depositing 
the  same  in  any  post  office,  substation,  or  letter  bo)^,  enclosed  in  an  envelope,  postage  prepaid, 
addressed  to  the  party  to  whom  such  notice,  demand,  or  request  is  directed,  at  the  last  known 
address  of  such  party.  \ 

AGREEMENT  14,  As  to  any  mortgage  or  mortgages  that  shall  be  sold  by  the  Seller  to  the  Association  by  virtue  of 
this  Selling  Agreement,  this  Selling  Agreement  may  be  assigned,  in  whole  or  in  part,  by  the 
Association  without  the  consent  of  the  Seller  but  nlay  be  assigned  by  the  Seller  only  with  the 
consent  of  the  Association,  and  when  assigned  in  conformity  with  this  numbered  agreement,  it 
shall  inure  to  the  benefit  of  and  shall  be  binding  upon  the  successors  and  assigns  of  the  Seller 
and  the  Association. 

AGREEMENT  15.  Except  as  otherwise  agreed  in  the  agreement  numbered  9  herein,  this  Selling  Agreement  shall  be 
subject  to  termination  at  any  time  at  the  option  of  either  the  Seller  or  the  Association  by  notice 
to  the  other  in  conformity  with  the  Agreement  numbered  13  herein. 


IN  WITNESS  WHEREOF,  the  parties  have  hereunto  set  their  hands  on  the  dates  hereinafte-  set  forth 


Dated- 


2/2/72 


Dated- 


.-'2 


■4- 


Caruso 


ArfJ^orized  Signature 
Olyrer  J.  McCarron 
Attorney  in  Fact 
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EXHIBIT  3 

Correspondence  Relating  to  the  Acquisition  of  Capital  Ventures,  Inc.,  by  Empire 

National  Bank 

Empire  National  Bank, 
New  City,  N.Y.  July  10,  1971. 
Re  Capital  Ventures,  Inc. 
Mr.  Joseph  E.  Robbins, 
Chairman  of  the  Board,  Arcs  Industries,  New  York,  N.Y. 

Dear  Mr.  Robbins:  This  letter  is  intended  as  a  memorandum  of  intent  by  this 
bank  to  acquire  all  of  the  outstanding  stock  of  your  wholly  owned  subsidiary. 
Capital  Ventures,  Inc.,  California  and  Arcs  Mortgage  Corp.  of  Florida. 
Our  offer  is  conditioned  upon  the  following: 

1.  The  gross  purchase  price  shall  be  $3,100,000.  However,  the  net  price  to  the 
purchaser  after  you  have  withdrawn  $800,000  in  cash  dividend  shall  be  $2,300,000. 

2.  The  price  shall  be  paid  in  all  cash  as  follows: 

(a)  $230,000  on  the  signing  of  a  formal  written  agreement; 

(b)  $1,745,000  on  closing; 

(c)  $325,000  to  be  placed  in  escrow  as  hereinafter  provided. 

3.  Of  the  purchase  price  $325,000  shall  be  placed  in  escrow  with  the  seller's 
attorney  to  be  deposited  in  an  interest  bearing  account  in  this  bank  and  is  to  be 
held  subject  to  the  following  conditions: 

(a)  In  the  event  that  the  net  earnings,  after  taxes,  but  prior  to  any  extraor- 
dinary items  computed  in  accordance  with  generally  accepted  accounting 
practices,  for  the  two  years  ending  December  31,  1973,  shall  be  less  than 
$400,000  the  bank,  as  purchaser,  shall  be  entitled  to  a  return  of  a  portion  of 
the  amount  held  in  escrow.  Such  return  shall  be  determined  by  the  escrowee 
who  shall  distribute  to  the  bank  an  amount  equal  to  the  total  dollar  amount 
by  which  the  earnings  are  less  than  $400,000  as  defined  in  the  previous 
sentence. 

(b)  In  the  event  that  the  net  earnings,  after  taxes,  but  prior  to  any  extraor- 
dinary items  computed  in  accordance  with  generally  accepted  accounting 
practices,  for  the  two  years  ending  December  31,  1973,  shall  be  in  excess  of 
$450,000,  you,  as  seller,  shall  be  entitled  to  50%  of  the  total  dollar  amount 
by  which  such  earnings  exceed  $450,000  as  defined  in  subparagraph  "a" 
above. 

4.  The  agreement  shall  contain  such  additional  representations,  warranties  and 
conditions  with  respect  to  (i)  unaudited  statements  of  Capital  Ventures,  Inc.  as 
of  May  31,  1971  which  reflect  stockholder's  equity  of  $1,595,000  prepared  in 
accordance  with  generally  accepted  accounting  principles;  (ii)  the  seller's  liability 
for  claims  against  and  liabilities  of  the  Company  and  its  subsidiaries  prior  to  the 
date  of  closing  and  not  included  as  liabilities  in  the  unaudited  consolidated 
financial  statements  of  Capital  Ventures,  Inc.  which  claims  and  liabilities  shall 
survive  delivery  of  the  stock  and  payment  therefor;  (iii)  that  the  aggregate 
principal  balance  of  mortgages  serviced  by  the  Company  and  its  subsidiaries  is 
presently  in  excess  of  $62,000,000  and  will  exceed  $60,000,000  at  closing;  (iv) 
there  shall  be  no  substantial  change  in  the  financial  condition  of  the  Company 
between  May  31,  1971  and  the  date  of  closing;  (v)  the  only  contractual  obUgations 
of  Capital  Ventures,  Inc.  and  its  subsidiaries  with  employees  are  (A)  with  Edwin 
Katz,  expiring  January  1,  1974,  at  an  annual  compensation  of  $56,000  plus  cost 
of  living  increase  each  January  based  upon  New  York  City  rates,  and  (B)  with 
three  other  ofl^cers,  expiring  in  May  1972,  which  contracts  provide  for  annual 
compensation  aggregating  $93,000  with  provisions  for  annual  increments  and/or 
bonuses;  (vi)  servicing  contracts  with  investors  providing  for  cancellation  upon 
payment  of  a  penalty  which  cannot  be  cancelled  because  of  the  change  in  stock 
ownership  of  Capital  Ventures,  Inc.  and  its  subsidiaries;  (vii)  there  are  no  other 
contracts  enforceable  against  the  Company  or  its  subsidiaries  involving  an  annual 
obligation  of  $10,000  or  more  for  a  term  in  excess  of  one  year  from  the  date  of 
closing  except:  That  Capital  and  its  subsidiaries  are  obligated  under  leases  for 
office  space  and  equipment  rentals  which  provide  for  annual  rentals  of  $126,500, 
plus  real  estate  tax  and  operating  expense  escalations  for  the  office  space;  the 
leases  expire  principally  in  1981;  (viii)  dividends  declared  subsequent  to  Feb- 
ruary 28,  1971  shall  not  exceed  the  $800,000  previously  mentioned  of  which 
$500,000  was  paid  prior  to  May  31,  1971. 

The  final  contract  shall  contain  such  other  terms  and  conditions  as  the  parties 
shall  mutually  agree  upon. 
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The  Bank  shall  have  the  right  to  take  title  to  the  above  shares  either  in  its 
name  or  in  the  name  of  its  nominee.  ,      ,       ,.       ^x.  ^  ^i     t 

This  letter  of  intent  is  deUvered  upon  the  understandmg  that  the  foregoing 
acquisition  by  this  bank  shall  be  subject  to  approval  of  regulatory  authorities 
and  both  your  Board  and  the  bank's  Board  of  Directors. 

Very  truly  yours,  John  Payne,  Jr. 

ARCS  Industries,  Inc., 

July  21,  1971. 

Subject:  Capital  Ventures,  Inc. 
Mr.  John  H.  Payne,  Jr., 
Chairman,  Empire  National  Bank, 

New  City,  N.Y.  .  ^ 

Dear  Mr.  Payne  :  I  am  pleased  to  sign  and  return  a  copy  of  your  memorandum 

''  Se  tte  cha'nt  to  pl'graph  3b  and  request  your  considerat^^^^^ 

to  paragraph  3a  which  would  permit  the  release  of  the  full  $325,000  escrow  if  the 

two  year  net  earnings  "including"  extraordinary  items  equal  or  exceed  $400,000 

This  would  be  consistent  with  the  spirit  of  the  intent  to  protect  the  net  worth 
part  ofX  dea'  while  excluding  Arcs  from  benefitting  from  any  extraordinary 
eains  that  would  raise  the  net  earnings  above  $400,U0U.         ,  .      ,  ,  t 

^  i  have  sfgned  the  letter  as  written  and  am  suggesting  this  change  because  I 
think  it  follows  our  understanding  of  the  transaction.  My  excuse  for  bringing  this 
up  now  is  thlt  we  dWn't  really  leave  enough  time  on  Monday  to  read  each  word 
of  the  memorandum  .  .  .  i.e.;  the  "error"  in  paragraph  3b  nnrohase 

I  am  forwarding,  under  separate  cover,  a  preliminary  draft  of  the  purchase 
agreement  that  we  had  prepared  (with  minor  changes  to  reflect  our  understand- 
ings)  for  our  other  deal. 

Very  truly  yours,  j^^^^^  ^    Robbins. 

Empire  National  Bank, 
New  City,  N.Y.,  July  21,  1971. 

Mr.  John  D.  Gwin, 

Deputy  Comptroller  of  the  Currency, 

Main  Treasury  Building,  Washington,  D.C. 

Dear  Mr.  Gwin:  This  is  in  reference  to  the  requirement  of  Paragraph  737b  ot 
the  Comptroller's  Manual  For  National  Banks  that  the  approval  of  the  Comp- 
troller S  the  Currency  be  obtained  by  a  National  Bank  prior  to  the  acquisition  of 

an  operating  subsidiary  corporation.  +  •„  ^.i„^;r,lp  with   Arrs 

Empire  National  Bank  has  entered  into  an  agreement  in  principle  with  Arcs 
Industries,  Inc.,  100  Park  Avenue,  New  York,  N.Y.,  to  acquire  all  of  the  out- 
standing shares  of  Capital  Ventures,  Inc.,  a  wholly-owned  ^^^sidiary  corporation^ 
Capital  Ventures  is  a  New  York  City  based  mortgage  company  whose  operations 
consist  of  the  origination,  sale  and  servicing  of  mortgages,  principally  in  ttie 
States  of  New  York,  Florida  and  California.  Its  business  activities  may  be  de- 
scribed generally  as  those  of  a  traditional  mortgage  company  and,  theretore,  a  pari 
of  the  bSiness  of  banking  or  incidental  thereto.  It  is  intended  that  C^Pital  Ventures 
be  operated  under  its  present  management  as  a  wholly-owned  subsidiary  of  i^mpire 

^  ThTagr^ement  of  intent  provides  for  an  all-cash  transaction  with  gross  Purchase 
price  amounting  to  $3,100,000.  Following  payment  of  cash  dividends  totallmg 
$800,000  the  net  purchase  price  of  $2,300,000  is  to  be  paid  as  follows. 

(a)  $230,000  on  the  signing  of  a  formal  written  agreement;  and 

(b)  $1,745,000  on  closing,  of  which  $325,000  is  to  be  placed  in  escrow  as  here- 

''^  The  Tmo'^uufplaced  in  escrow  is  to  be  deposited  in  an  interest-bearing  account 
at  Empire  National  Bank  and  held  subject  to  the  following  conditions: 

(a)  In  the  event  the  net  earnings  of  Capital  Ventures,  after  taxes,  but  prior  to 
an^extraordinTry  items,  computed  in  accSrd  with  generally  accepted  accountmg 
practices,  for  the  two  year  period  ending  December  31,  1973,  shall  ^e  le^s  than 
$400  000  the  Bank,  as  purchaser,  shall  be  entitled  to  a  return  of  a  portion  of  the 
amount  held  in  escrow.  The  amoAnt  returned  shall  be  determined  by  the  escrowee 
who  shall  distribute  to  the  Bank  an  amount  equal  to  the  total  dollar  amount  by 
which  the  earnings  are  less  than  $400,000  as  defined  in  the  previous  sentence. 
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(b)  In  the  event  the  net  earnings  of  Capital  Ventures,  after  taxes,  but  prior  to 
any  extraordinary  items,  computed  in  accord  with  generally  accepted  accounting 
practices,  for  the  two  year  period  ending  December  31,  1973,  shall  be  in  excess  of 
$450,000,  Arcs  Industries,  as  seller,  shall  be  entitled  to  50%  of  the  total  dollar 
amount  by  which  such  earnings  exceed  $450,000  as  defined  in  subparagraph  "a" 
above. 

The  formal  agreement  will  contain  certain  additional  representations,  warran- 
ties and  conditions  with  reference  to :  (1)  unaudited  statements  of  Capital  Ventures 
as  of  May  31,  1971,  which  reflect  stockholder's  equity  of  $1,595,000  prepared  in 
accordance  with  generally  accepted  accounting  principles;  (2)  the  seller's  liability 
for  claims  against  the  liabilities  of  Capital  Ventures,  and  its  subsidiaries;  (3)  the 
aggregate  principal  balance  of  mortgages  serviced  by  Capital  Ventures,  and  its 
subsidiaries ;  (4)  no  substantial  changes  in  the  financial  condition  of  Capital  Ven- 
tures between  May  31,  1971  and  the  date  of  closing;  (5)  contractual  obligations  of 
Capital  Ventures  and  its  subsidiaries  with  employees;  (6)  servicing  contracts  with 
investors;  (7)  other  contracts  enforceable  against  Capital  Ventures  or  its  subsidi- 
aries, and  (8)  dividends  declared  subsequent  to  February  28,  1971  not  to  exceed 
the  $800,000  previously  mentioned  of  which  $500,000  was  paid  prior  to  May  31, 
1971. 

The  formal  contract  is  to  contain  such  other  terms  and  conditions  as  agreed 
upon  by  the  parties.  The  acquisition  by  Empire  National  Bank  is  to  be  made  ex- 
pressly subject  to  approval  of  appropriate  regulatory  authorities. 

It  is  requested  that  Empire  National  Bank  be  granted  the  approval  of  the  Comp- 
troller of  the  Currency  to  acquire  all  of  the  outstanding  stock  of  Capital  Ventures, 
Inc.  If  further  information  concerning  the  proposed  transaction  is  required,  please 
let  us  know  and  we  will  supply  it  promptly.  A  public  announcement  is  to  be  made 
today  and  it  is  our  hope  to  complete  the  purchase  during  the  month  of  August. 
Very  truly  yours, 

John  H.  Payne,  Jr., 
Chairman  of  the  Board. 


Empire  National  Bank, 
Newburgh,  N.Y.,  August  6,  1971. 
Mr.  Larry  T.  Gerzema, 

Assistant  Chief  National  Bank  Examiner,  Office  of  the  Comptroller  of  the  Currency, 
Main  Treasury  Building,  Washington,  D.C. 
Dear  Mr.  Gerzema: — 

This  is  in  reference  to  our  telephone  conversation  of  August  5,  1971  concerning 
the  proposed  acquisition  by  Empire  National  Bank  of  all  of  the  outstanding  shares 
of  Capital  Ventures,  Inc.,  a  mortgage  company. 

In  accord  with  your  request  please  find  enclosed  copies  of  the  following  docu- 
ments: 

1.  Consolidated  balance  sheet  of  Capital  Ventures,  Inc.  and  subsidiaries  as  of 
February  28,  1971  and  related  statement  of  income  and  retained  earnings  and 
statement  of  changes  in  financial  position,  certified  by  Peat,  Marwick,  Mitchell  & 
Company  on  May  11,  1971;  and 

2.  Letter  from  Mr.  Joseph  E.  Robbins,  Chairman  of  the  Board,  Arcs  Industries, 
Inc.  to  Mr.  John  H.  Payne,  Jr.,  Chairman  of  the  Board,  Empire  National  Bank, 
dated  July  21,  1971  with  enclosure  (memorandum  of  intent,  dated  July  19,  1971, 
signed  by  Mr.  Robbins  and  Mr.  Payne) ;  and 

3.  Draft  of  stock  purchase  agreement  between  Arcs  Industries,  Inc.  and  Empire 
National  Bank,  dated  July  21,  1971. 

You  will  note  in  our  letter  to  Mr.  Gwin  of  July  21,  1971  the  statement  that 
$325,000  of  the  purchase  price  is  to  be  placed  in  escrow  and  deposited  in  an  inter- 
est-bearing account  at  Empire  National  Bank.  This  amount  is  to  be  placed  in 
escrow  subject  to  the  conditions  outlined;  however,  the  monies  may  or  may  not  be 
held  at  Empire  National  Bank.  This  point  will  be  discussed  further  and  agreed 
upon  by  the  parties. 

The  question  of  appropriate  amortization  of  the  premium  being  paid  to  Arcs 
Industries,  Inc.  has  been  taken  up  with  our  external  auditors.  Peat,  Marwick, 
Mitchell  &  Co.  We  will  advise  you  promptly  upon  receipt  of  their  recommenda- 
tions. 

If  you  desire  any  further  information  concerning  this  proposal,  please  let  me 
know. 

Thank  you  for  your  call  and  your  kind  assistance. 
Very  truly  yours, 

John  Nicoll. 

83-703  0—73 — pt.  2a 17 
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August  19,  1971. 
Mr.  John  H.  Payne,  Jr., 
Chairman  of  the  Board,  Empire  National  Bank, 
New  City,  N.Y. 

Dear  Mr.  Payne:  This  is  in  reference  to  your  letter  of  July  21,  1971,  and 
subsequent  correspondence  to  this  Office  concerning  the  bank's  proposed  acquisi- 
tion of  Capital  Ventures,  Inc.  You  request  permission  to  purchase  100%  of  the 
outstanding  stock  of  Capital  Ventures,  Inc.  and  to  operate  the  company  as  a 
subsidiary  of  the  bank  under  the  provision  of  Paragraph  7376  of  the  Comptrollers 
Manual  for  National  Banks.  The  company  is  engaged  in  the  business  of  making, 
selling  and  servicing  real  estate  mortgages. 

Pursuant  to  your  request,  approval  is  hereby  granted  for  the  acquisition  ot  all 
of  the  outstanding  stock  of  Capital  Ventures,  Inc.  and  to  operate  the  company  as  a 
subsidiary  of  the  bank.  ,       ',  ^        .     i.-  *    *%, 

It  is  our  understanding  that  you  have  not  yet  made  a  determination  as  to  tne 
capitalized  value  of  the  mortgage  servicing  contracts.  If  the  mortgage  servicing 
contracts  are  to  be  capitaUzed,  we  request  that  the  contracts  be  amortized  on  the 
books  of  the  bank  at  the  same  rate  that  is  permitted  for  Federal  Income  lax 
purposes.  In  the  event  that  the  mortgage  servicing  contracts  cannot  be  depre- 
ciated for  tax  purposes,  we  request  that  they  be  amortized  on  the  books  of  the 
bank  over  the  average  life  of  the  mortgages,  but  not  to  exceed  12  years.  However, 
it  must  be  understood  that  the  capitaUzed  value  of  the  mortgage  servicing  con- 
tracts will  be  subject  to  a  continuing  review  by  our  examiners  and  that  additional 
writedowns  may  be  required  based  on  the  financial  condition  and  earnings  record 
of  the  subsidiary.  ,       ,       ,  ,  ,  r  ui 

Our  approval  does  not  constitute  an  appraisal  either  favorable  or  unfavorable 
as  to  the  value  of  Capital  Ventures,  Inc.  as  such  appraisal  is  the  responsibility  of 
management  and  Board  of  Directors. 

Very  truly  yours,  ^         t^    ^ 

^         ^  ^  John  D.  Gwin, 

Deputy  Comptroller  of  the  Currency. 


HOUSING  HEARINGS 


THUBSDAY,  MAY  4,   1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly, 

Committee  on  the  Judiciary, 

W'ashington,  D.C. 
The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
1202,  New  Senate  Office  Building,  at  9:30  o'clock,  Hon.  Philip  A. 
Hart  presiding. 

Staff  present:  Howard  O'Leary,  chief  counsel;  Jack  Blum,  assistant 
counsel;  and  Peter  M.  Chumbris,  chief  minority  counsel. 

Senator  Hart.  We  are  delighted  to  open  the  hearings  this  morning 
by  having  one  of  the  most  distinguished  and  able  Members  of  the 
Senate,  the  senior  Senator  from  the  State  of  New  York,  the  Honorable 
Jacob  Javits. 

We  will  be  delighted  to  hear  from  you,  Senator. 

STATEMENT  OF  HON.  JACOB  K.  JAVITS,  SENIOR  SENATOR  FROM 
THE  STATE  OF  NEW  YORK 

Senator  Javits.  Thank  you  very  much,  Mr.  Chairman. 

I  greatly  appreciate  the  kindness  and  the  consideration. 

Mr.  Chairman,  at  the  outset  I  would  like  to  urge  the  committee  in 
respect  to  the  matter  which  it  is  investigating  to  have  clearly  in  focus 
the  underljdng  factors  which  have  brought  housing  in  New  York  to 
the  brink  of  disaster;  while,  at  the  same  time,  investigating  specific 
abuses  which  relate  to  existing  Federal  and  local  programs. 

My  reports  are  that  the  committee's  staff  has  done  a  very  important 
md  very  thorough  job  in  looking  into  collusive  and  unlawful  housing 
funding  schemes.  There  is  no  question  about  the  fact,  Mr.  Chairman, 
that  these  conditions  must  be  eliminated  insofar  as  we  can  eliminate 
them,  and  the  guilty  parties  purged  from  the  Federal  programs. 

We  probably  need  to  tighten  up  our  legislation  or  administrative 
practice  in  all  of  our  programs. 

Representing  my  State  and  the  largest,  and  probably  the  most 
troubled  city  in  the  country,  I  must  add  this  very  critical  point— and 
if  I  leave  nothing  else  with  the  committee,  I  hope  I  will  leave  this. 

That  is  the  fact  that  we  do  not  want  to  so  operate  as  to  immobilize 
or  abort  the  housing  programs  which  are  now  ongoing  and  producing 
needed  housing.  This  is  critically  important. 

I  have  used  the  example  before  of  the  veterans  housing  program 
which  followed  World  War  II.  The  fact  is  that  an  enormous  amount 
of  skulduggery  was  found  in  respect  of  that  program — a  great  many 
people  went  to  jail,  as  well  they  should  have — and  it  was  a  scandal  of 
colossal  proportions.  But  the  housing  did  get  built,  and  those  houses 
have  not  been  dismantled  or  torn  down. 

(251) 
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Mr.  Chairman,  the  same  is  true  today.  There  is  grave  danger  that 
in  the  course  of  a  perfectly  proper  sense  of  outrage  that  exists  about 
excesses  and  about  crimes  against  the  pubhc  interest,  which  may  have 
been  committed  two  things  will  happen,  and  they  are:  first,  honest 
men  will  be  frightened  off  of  any  of  these  programs  and  will  not  go 
near  them;  and,  secondly,  our  own  viewpoint  here  in  the  Congress 
will  be  so  distorted  by  what  we  have  found  that  we  will  miss  the 
main  point,  and  we  will  end  the  programs  out  of  a  sheer  sense  of 
outrage. 

I  hope,  because  I  know  the  chair  so  well  and  I  can  speak  from  very 
personal  experience,  that  the  vision  of  the  chair  and  my  own  and  those 
of  the  rest  of  us  who  see  this  problem  in  terms  of  families  shivering  in 
the  winter  and  rat  holes  with  falling  plaster  and  children  eating  lead 
paint  or  camping  in  abandoned  buildings — and  let  me  say  that  we 
have  tens  of  thousands  of  those  in  our  city,  unhappily — will  constantly 
inspire  us  to  punish  the  miscreants,  but  not  to  kill  the  program. 

I  think,  Mr.  Chairman,  there  is  nothing  that  I  could  say  from  my 
particular  vantage  point  of  representing  New  York  more  important 
than  that.  You  will  get  much  of  the  same  information  that  I  can  give 
you  from  many  people.  But  this  major  point  that  I  hope  the  com- 
mittee will  have  constantly  before  it  can,  perhaps,  come  uniquely 
from  a  person  like  mj^^self. 

Senator  Hart.  If  I  could  interrupt  you.  It  is  your  counsel  that  is 
welcome,  and  we  have  not  heard  it  yet,  but  it  is  so  true.  You  can  relate 
it  to  the  problems  we  have  in  fighting  off  attacks  and  proposals  to 
dismantle  the  War  on  Poverty. 

There  are  chislers,  there  are  abuses,  but  let  us  not  stop  waging  the 
war  on  poverty.  We  can  see  it,  in  effect,  in  your  effort  to  reach  the 
point  where  we  have  a  minimum  family  income.  You  cannot  do  that 
because  somebody  is  cheating  on  the  inadequate  welfare  fund. 

This  is  exactly  what  you  counsel  us  to  be  aware  of  and  to  fight  off 
when  we  are  talking  about  thoroughly  decent  proposals  to  provide 
housing  for  people  in  this  country. 

The  fact  that  somebody  chisels  on  that  program  does  not  mean  that 
we  should  not  continue  to  provide  that  housing  for  those  who  need  it. 
That  is  exactly  the  situation. 

Senator  Javitts.  Exactly  right,  Mr.  Chairman,  and  may  I  add  just 
one  other  word,  from  the  Chair's  business  experience  and  mine.  This 
does  not  mean  that  to  make  a  profit  is  immoral  or  prima  facie  illegal. 

We  are  grateful  to  those  who  have  brought  the  benefits  of  modem 
science  and  technology  to  all  of  us  in  the  way  of  mass  production  and 
distribution  which  no  nation  has  ever  attained  on  earth.  And  we  are 
delighted  that  they  have  a  profit,  and  we  hope  the  profit  is  used 
intelligently. 

I  know  the  chair,  and  I  have  no  doubt  of  the  chair's  views  on  this 
subject.  But  I  think  the  standard  needs  to  be  erected  and  the  point 
made  and  a  caveat  always  introduced  in  any  findings,  no  matter  how 
drastic,  and  no  matter  how  seamy  the  situation  described,  that  this 
is  an  essential  program  and  it  has  to  continue.  And  we  have  to  find 
procedures  and  people  who  will  carry  it  out  with  decency. 

Mr.  Chairman,  another  point  I  wish  to  leave  with  the  chair  is 
that  whatever  may  be  our  problems  with  many  of  these  programs  we 
find — and  I  am  flanked  here  by  both  Mr.  Less  who  manages  our  New 
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York  office,  who  has  had  an  enormous  experience  in  this  matter,  and 
Mr.  Warren,  who  has  very  much  the  same  functions  in  the  Washington 
office,  that  the  programs,  unhappily,  which  are  subject  to  perhaps  the 
most  abuses,  to  wit,  the  sections  235  and  236  programs,  are  the 
programs  which  are  the  most  stimulating  in  terms  of  the  construction 
of  new  housing. 

We  have  had  more  success  with  getting  people  interested  in  putting 
up  homes  or  in  rehabilitating  homes  with  the  aid  of  a  partial  govern- 
mental subsidy,  such  as  is  represented  by  the  235  and  236  programs, 
than  we  have  with  anything  else. 

Somehow  or  the  other,  the  private  entrepreneur  is  greatly  attracted 
by  that  element  in  a  housing  plan. 

Finally,  I  would  like  to  give  the  committee  some  deep  feeling  as  to 
the  relatively  small  dent  which  has  so  far  been  made  by  everything 
we  have  done. 

The  unbeUevable,  colossal  nature  of  the  problem,  is  pointed  but 
by  the  estimated  one-half  million  housing  units  in  New  York  City 
alone  which  are  considered  to  be  completely  obsolete  and  not  fit  to 
live  in,  which  is  probably  somewhere  near  a  quarter  to  a  third  the 
total  housing  stock.  There  are  perhaps  another  third  of  the  units  in 
the  city  on  the  ragged  edge,  as  we  see  it,  in  the  neighborhoods  which 
border  upon  neighborhoods  already  utterly  devastated. 

Let  us  take,  Mr.  Chairman,  a  place  called  Brownsville,  in  Brooklyn. 
If  you  went  through  there,  you  would  think  you  were  going  through 
an  area  of  the  Berlin  blitz  immediately  after  the  blitz.  And  this  is  not 
very  far  from  the  center  of  the  largest  and  the  richest  city  in  the  world, 
with  central  real  estate  assessed  in  excess  of  $20  billion. 

Mr.  Chairman,  it  is  inconceivable  to  me  that  the  o^^^lers  of  that  $20 
billion  real  estate  simply  cannot  realize  it  will  not  last  and  it  is  bound 
to  be  engulfed  in  the  same  sea  of  mud  in  which  these  relatively  close-in 
devastated  areas  have  already  gone. 

We  see  situations  in  which  people  literally  camp  in  abandoned 
buildings.  I  have  gone  through  them  myself  time  and  again,  and  they 
are  without  heat  in  the  middle  of  winter  or  other  essential  services. 
However,  they  simply  cannot  go  anywhere  else,  and  they  must  accept 
literally  the  worst  of  which  our  Nation  is  capable  of  offering  them  in 
terms  of  housing  because  there  is  no  other  course. 

Now  here  is  the  overwhelming  situation  that  we  face  to  underline 
what  I  mean  when  I  say  at  one  and  the  same  time  we  find  the  rascals, 
we  had  better  not  dam  up  the  flow.  We  have  a  vacancy  rate  in  New 
York  of  less  than  1  percent.  From  18,000  to  30,000  units  a  year  are 
abandoned,  and  when  I, say  "abandoned",  that  means  the  landlord 
simply  walks  away. 

He  owns  a  piece  of  property,  he  abandons  it,  and  would  like  to 
forget  it  as  quickly  as  possible,  and  simply  turns  his  back  on  it  and, 
generally  speaking,  it  falls  to  the  drug  addicts  and  pyromaniacs  of 
various  kinds.  And  it  becomes  not  only  a  shambles  and  a  hulk  very 
soon,  but  literall}^  a  nesting  place  for  thieves. 

Our  production  levels  fall  short,  seriously  short  of  our  annual 
housing  stock  losses.  We  have  inadequate  relocation  resources,  so 
families  forced  out  of  structures  in  order  to  create  new  structures 
immediately  fall  into  a  very  depreciated  condition  in  terms  of  their 
living  surroundings. 
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We  have  widespread  deferred  maintenance  by  property  owners 
which  has  devastated  neighborhoods  and  has  caused  rapid  disintegra- 
tion in  heretofore  stable  communities. 

Mr.  Chairman,  every  one  of  these  communities  at  one  time  has  been 
stable.  I  represented  a  district,  Mr.  Chairman,  called  Washington 
Heights,  which  is  on  the  beautiful  part  of  New  York  City,  right  on 
the  Hudson  River.  This  is  probably  the  most  beautiful  part  of  the 
city  with  some  of  the  finest  cultural  institutions  in  the  world,  centering 
around  Morningside  Heights,  which  has  Columbia  and  Union  Theo- 
logical and  many  other  institutions,  and  also  connected  directly  by 
the  corridor  or  the  major  street  known  as  Broadway  with  the  medical 
center,  so-called  Presbyterian  "Harkness"  Medical  Center. 

This  whole  area  is  going  and  going  fast,  only  because  there  seems 
to  be  no  ability  to  stem  the  tide.  Housing  is  sound.  It  has  an  excellent 
population,  a  good  deal  of  which  it  is  losing  now.  But  in  this  case, 
deterioration  breeds  deterioration  without  any  way  to  stop  it  thus  far. 

Then  we  have  other  problems,  which  you  are  looking  into,  and  that 
is  the  inability  by  many  thousands  of  property  owners  to  obtain 
refinancing  of  any  kind  in  vast  sections  of  the  city,  and,  in  some  cases, 
only  at  exorbitant  rates  unsupportable  by  revenues. 

And  coupled  with  that,  there  is  the  inability  of  conventional  financ- 
ing to  support  improvements,  rehabilitation  or  maintenance  of  multi- 
family  dwellings  in  most  sections  of  the  city.  Also,  spiralling  interest 
costs,  and  construction  costs  producing  rents  of  $75  to  $85  per  room, 
when  unsubsidized,  and  very  poor  management  and  maintenance  be- 
cause rent  rolls  simply  do  not  cover  an  incompetent  or  indifferent 
property  ownership  which  is  on  the  edge  of  abandonment. 

And  the  property  damage  is  a  big  problem,  and  tenant  abuse  is  a 
big  problem. 

I  have  seen  marvelous  public  housing  projects  damaged  in  the  most 
wanton  way  by  those  who  occupy  them  because  of  their  deep  hangups 
about  the  fact  that  nothing  is  worthwhile  and  everything  is  a  disaster. 

We  believe  that  the  major  way  in  which  there  can  be  a  change  in 
the  situation  is  in  the  following : 

First,  by  cleaning  up  the  programs  in  terms  of  those  who  abuse 
them  without,  at  the  same  time,  penalizing  those  who  would  use 
them  well.  And,  as  a  matter  of  fact,  we  hope  very  much  that  the 
committee  will  use  its  power  to  bring  some  of  those  people  together, 
and  to  reinterest  them  in  housing. 

Let  me  give  the  committee  an  example  of  that.  Incidentally,  Mr. 
Chairman,  I  am  not  following  this  statement  particularly,  so  I  ask 
unanimous  consent  that  it  be  made  part  of  my  remarks  when  I  finish. 
I  will  only  be  another  2  or  3  minutes  more. 

Senator  Hart.  There  is  no  time  problem,  Senator. 

Senator  Javits.  I  thank  my  colleague. 

We  have  tried,  for  example,  to  bring  the  banks  together,  the  savings 
and  separately  its  commercial  lending  organizations,  in  order  to 
induce  them  to  enter  into  major  projects  in  New  York  City.  And  we 
have  ongoing  right  now  a  program  by  which  a  group  of  savings  banks 
in  New  York  City  will  be  responsible  for  a  pilot  operation  of  5,000 
new  homes  as  a  group  in  order  to  add  that  much  to  the  housing  stock — 
totally  new — -nothing  contemplated  now  as  a  cooperative,  but  a 
public-interest  venture. 
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Mr.  Allee  has  had  a  great  deal  to  do  with  that.  We  are  also  going 
to  try  to  do  the  same  thing  with  the  commercial  banks. 

A  great  effort  needs  to  be  made  in  New  York  to  stimulate  the 
business  community.  I  know  that  Senator  Hart's  home  city  of  Detroit 
has  the  same  problems  we  have  with  the  exception  of  the  break- 
through made  by  the  Henry  Ford-Max  Fisher  plan  now  in  Detroit, 
which  is  most  admirable. 

There  has  not  been  nearly  the  movement  by  the  business  com- 
munity in  Detroit  or  in  New  York  which  characterizes  the  best 
results  in  places  like  Philadelphia,  Boston,  Pittsburgh,  San  Francisco, 
to  just  take  a  few  cities. 

Again,  I  think  the  committee  can  highlight  the  virtue  of  all  of 
those  experiences  in  an  affimative  encouragement  to  the  better 
elements  of  the  community  to  do  this  kind  of  a  job.  And  the  com- 
mittee— -as  we  have  seen  in  the  Labor  Committee  in  connection  with 
the  strikes  and  other  problems — can  itself  be  a  very  fruitful  and 
constructive  stimulator  to  affirmative  action,  at  one  and  the  same 
time  that  it  is  investigating  a  situation  generally  on  the  negative 
side. 

Another  area  that  we  think  needs  great  stimulation  are  the  insur- 
ance companies.  They  have  a  so-called  $2  billion  fund  to  finance 
multifamily  projects  and  to  sponsor  massive  rehabilitation  projects. 

We  think  that  it  leaves  very  much  to  be  desired  and  has  fallen 
very  far  short  of  what  the  insurance  companies  said  they  were  going 
to  do. 

Again,  there  is  no  point  to  beating  them  with  a  stick.  The  effort 
should  be  to  try  to  stimulate  them  to  move  into  the  field  with  assur- 
ance. And,  incidentally,  it  is  my  judgment  that  particularly  in  anti- 
trust committees  like  this  one  they  are  in  a  position  to  be  very  en- 
couraging along  that  line. 

I  think  that  our  job  is  twofold.  One,  it  is  to  clean  up  the  programs 
with  the  idea  of  encouraging,  not  discouraging,  the  Congress  to 
support  them  even  more  than  they  have,  because  that  is  what  the 
situation  demands. 

Second,  Mr.  Chairman,  we  have  to  give  a  sense  of  assurance  to 
the  honest  and  public  spirited  people  in  the  private  enterprise  field, 
both  profit  and  nonprofit,  in  order  to  induce  them  to  make  the  major 
contribution  that  is  needed. 

Another  matter  which  interested  me  very  greatly,  which  may  or 
may  not  come  under  this  committee's  jurisdiction,  is  the  possibility 
of  a  housing  trust  fund  modeled  after  the  highway  construction  fund. 

Incidentally,  that  is  a  proposal  made  to  the  many  of  us  by  the 
construction  trades  which  deserves  attention,  Mr.  Chairman.  Also  on 
the  governmental  level,  a  domestic  housing  bank  in  which  the  coop- 
erative power  of  government  credit  and  good  faith  of  the  United 
States  can  back  up  low-interest  financing  deserves  study. 

I  might  point  out  that  we  did  that  in  New  York  without  a  State 
guarantee,  but  simply  by  pooling  mortgages  and  putting  them  out 
under  a  State  backing  with  the  implication  of  a  good-faith  credit. 
And  we  got  $1  billion  worth  of  housing  in  addition  to  anything  else 
produced. 

Now,  I  have  introduced  legislation  respecting  this  matter,  as  have 
other  members.  But  the  key  points,  Mr.  Chairman,  I  have  already 
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made  in  respect  to  this  highly  difficult  proposition,  and  I  would  like 
to  close  as  I  began. 

Our  job  is  to  expose  the  abuses  and  to  correct  the  abuses.  And  the 
idea  with  which  we  should  be  doing  these  things  is  to  stimulate  even 
greater  support  in  the  Congress  for  the  programs  which  work,  and  a 
sense  of  confidence  on  the  part  of  the  business  community  that  honest 
men  and  honest  interests  are  anxious  to  do  a  job  and  to  earn  a  rea- 
sonable profit,  and  they  will  be  encouraged  and,  indeed,  protected  by 
our  work  and  our  activities,  rather  than  harmed  by  them  or  made 
suspect  as  a  result  of  our  inquiry. 

I  thank  you,  Mr.  Chairman. 

Senator  Hart.  Well,  as  always.  Senator  Javits,  you  in  a  very  brief 
time  and  in  your  usual  fashion  have  hit  all  the  elements  which  are  in 
competition  in  the  area  we  are  trying  to  review. 

I  really  do  more  than  simply  thank  you  for  highlighting  and  dra- 
matically putting  in  this  record  the  problems  in  Metropolitan  New 
York  itself. 

I  owe  you  an  explanation  as  to  why  the  Antitrust  Committee  seems 
to  be  in  the  business  of  reviewing  HUD  construction  programs.  That 
is  not — and  ought  not  to  be — our  jurisdiction.  Inevitably,  though,  as 
we  do  the  work,  we  have  to  get  figures  in  terms  of  the  experience  in 
the  marketplace  which  involve  these  abusive  practices,  but  which  are 
not  the  purpose  of  our  hearing. 

We  are  trying  to  find  out  to  what  extent  the  market  structure,  it- 
self, contributes  to  either  the  inadequate  new  housing  supply  with 
production  problems,  pricing  practices,  and  availability  and  so  on. 

Here,  we  have  a  legitimate  and  separate  base — the  business  of  red- 
lining, to  what  extent  our  financial  institutions  and  finance  companies 
are  involved  in  this  red-lining. 

Are  there  any  operations  which  inhibit  the  production  and  con- 
tribute to  the  speculator  who  gets  interim  financing  from  a  mortgage 
company  on  the  condition  that  he  will  put  the  mortgage  through  the 
same  company  when  he  sells  it  at  a  grossly  inflated  price  to  a  person 
who  ought  not  to  be  putting  that  kind  of  money  into  that  housing:? 

That  is  the  sort  of  thing  we  began  to  explore  in  these  hearings.  We 
find  inescapably  we  get  into  the  chapter  and  verse,  the  day-to-day 
experience  that  you  are  talking  about  and  in  which  you  are  quite 
right.  These  gross  abuses  can  be  seized  upon  by  anybody  who  wants 
to  make  the  argument  that  you  are  wasting  money  to  try  and  help  the 
poor  in  any  way  because  something  like  this  always  happens,  so  throw 
the  program  out. 

We  say,  "Administer  the  program  more  effectively,  blow  the 
whistle  on  the  program,  but  do  not  dismantle  an  effort  that  does 
basically  make  good  sense." 

To  that  you  have  addressed  yourself  eloquently. 

Senator  Javits.  Thank  you,  Mr.  Chairman. 

Let  me  add  one  other  thing,  Mr.  Chairman.  Both  of  us  are  sophis- 
ticated in  terms  of  American  business  practices.  The  banks,  the 
insurance  companies  to  which  I  refer  have  vast  amounts  of  the 
public's  money.  They  have  great  responsibilities  to  the  public. 

There  are  some  of  these  areas  that  are  so  bad  that  they  should  put 
no  money  in  them,  where  they  would  simply  be  robbing  Peter  to  pay 
Paul,  and  that  is  where  the  Government  comes  in. 
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If  we  can  shore  up  those  areas,  if  we  consider  it  socially  desirable 
that  they  go  into  those  areas,  we  have  to  make  it  possible  with  a  full 
understanding  of  their  problems,  too. 

They  are  not  simply  barons  sitting  on  the  top  of  heaps  of  the 
money.  They  are  sitting  on  the  public's  money.  That  kind  of  money 
that  we  are  talking  about  is,  except  very  rarely,  no  longer  private.  It 
is  public  money.  I  know  the  Chair,  with  the  Chair's  experience,  and 
this  committee  will  have  that  very  clearly  in  mind  as  well.  We  simply 
have  to  create  the  conditions  under  which  the  size  of  investment 
which  is  urgently  required  and  the  amount  of  enterprize  which  is 
urgently  required  can  be  honorably  expended  without  jeopardizing 
the  money  of  the  millions  who  have  entrusted  their  moneys  to  these 
banks  and  insurance  companies. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Chumbris.  Mr.  Chairman,  may  I  thank  Senator  Javits  on 
behalf  of  Senator  Hruska  and  the  other  minority  members  of  this 
committee.  Your  statement  focused  on  the  same  problem  we  have 
heard  many  times,  do  not  bum  down  the  house  to  get  out  the  rats. 

Sometimes  it  sounds  like  a  saying  without  any  thought  behind  it, 
but  it  is  very  significant. 

There  is  one  point  that  you  referred  to  that  Franklin  Thomas,  who 
is  head  of  the  Bedford-Stuyvesant  project  in  New  York,  pointed  out 
that  they  have  a  $65  million  fund  to  work  with  and  in  the  3  years 
that  they  have  been  operating,  the  highest  that  they  have  given  out  is 
$4  million.  And  one  of  the  problems  they  point  out  is  the  system  of 
the  real  estate  broker  using  a  mortgagee  who  is  able  to  get  the  FHA 
loan  a  little  bit  faster,  or  the  people  are  not  aware  of  the  effort  of  the 
Bedford-Stuyvesant  program. 

And  if  something  could  be  done  to  improve  the  ability  of  these 
conventional  organizations  that  are  there  for  the  purpose  of  helping 
these  people,  then  perhaps  some  of  the  problems  we  are  facing  today 
would  not  have  been  before  us. 

Senator  Javits.  Thank  you  very  much.  We,  too,  have  suffered  from 
the  bureaucratic  delays  and  the  seeming  inability  of  officials  to  get 
untangled  from  their  own  feet.  And  this  is  a  real  problem. 

Again,  I  know  that  Senator  Hart,  and  I  am  sure  the  committee  will 
lay  on,  with  an  even  hand,  whether  it  is  Government  or  the  private 
sector,  whichever  is  involved. 

I  thank  the  chairman  very  much. 

Senator  Hart.  We  thank  you  again. 

(The  full  prepared  statement  of  Senator  Javits  follows.  Testimony 
resumes  on  p.  260.) 

Mr.  Chairman,  I  welcome  this  opportunity  to  share  with  this  Committee  my 
views  on  the  intolerable  housing  crisis  which  grips  New  York  City  and  to  perhaps 
provide  some  perspective  on  various  aspects  of  this  extremely  complicated  problem 
of  particular  relevance  to  these  hearings. 

At  the  outset  I  would  urge  this  committee  not  to  lose  sight  of  the  underlying 
factors  which  have  brought  housing  in  New  York  to  the  brink  of  disaster  for  low 
and  moderate  income  families  in  its  focus  on  specific  abuses  related  to  existing 
federal  and  local  programs.  I  commend  the  Committee  staff,  in  this  regard,  for  its 
thorough  investigation  of  collusive  and  unlawful  housing  finance  schemes.  These 
conditions  must  be  eliminated  and  guilty  parties  purged  from  federal  programs. 
Procedures  must  be  established,  either  by  legislation  or  administrative  order  to 
tighten  controls  over  programs  which  were  intended  by  Congress  to  serve  the 
poor — not  profiteers;  the  FHA  programs  must  be  overhauled  in  order  to  provide 
effective  internal  controls  and  to  screen  out  unscrupulous  operators. 
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Notwithstanding  the  above,  I  submit  that  total  and  immediate  cleansing  of  the 
federal  housing  programs  will  not  even  make  a  dent  in  alleviating  the  tremendous 
housing  shortage  in  New  York  City  or  the  really  underlying  problems  which  have 
brought  on  a  near  catastrophic  situation.  I  would  hope,  therefore,  that  the  Com- 
mittee's serious  deliberations  into  scandals  and  abuses  will  not  serve  to  abort  or 
minimize  the  federal  presence  in  the  housing  field — but  rather  to  make  it  more 
effective.  I  am  concerned  in  this  regard  that  the  critics  of  federal  housing,  of  which 
there  are  many,  will  exploit  your  work  in  order  to  seek  to  get  the  federal  govern- 
ment to  renounce  the  residual  responsibility  to  provide  a  decent  shelter  for  every 
American.  This  would,  in  my  view,  be  a  tragedy  with  grave  implications  for  the 
future  stability  of  our  entire  society. 

Recent  emphasis  has  been  increasingly  placed  by  government  bodies  on 
symptoms  of  the  underlying  housing  crisis,  e.g.,  scatter  site  housing  policies. 
Sections  235  and  236  abuses,  the  void  in  management/maintenance  programs, 
the  performance  of  non-profits  in  housing  and  the  appropriateness  of  tax  shel- 
ters, etc.  But  few  people  have  been  willing  honestly  to  face  the  core  issue,  to  wit, 
the  total  inadequacy  of  the  federal  commitment  to  house  Americans  who  are  unable 
to  provide  for  themselves.  In  New  York  City  this  neglect  threatens  the  collapse 
of  the  City  as  a  livable  environment  for  millions  of  families.  Entire  communi- 
ties, such  as  Brownsville  (Brooklyn)  are  utterly  devastated,  yet  hundreds  of 
thousands  of  families  still  live  there.  In  other  areas,  such  as  East  Harlem  and 
the  South  Bronx,  families  must  endure  squalid  tenements  without  heat  or  other 
essential  services  even  in  the  winter.  They  are  the  victims  of  lead  poisoning, 
diseases  directly  attributable  to  unsanitary  health  hazards — and  of  rats.  Hun- 
dreds of  thousands  of  old  people  are  trapped  in  unsafe,  decaying  apartments  and 
face  rent  hikes  which  they  simply  cannot  afford.  Unfortunately,  while  debates 
over  the  housing  programs  rage  in  Washington,  pathetically  little  housing  has 
ever  been  produced  or  rehabilitated  in  the  depressed  communities  of  New  York 
during  the  past  ten  years. 

The  crisis  has  spread  rapidly  to  the  hardworking  middle  income  families  of 
New  York  City.  These  families  are  fleeing  New  York,  against  their  will,  be- 
cause of  the  lack  of  decent,  reasonably  priced  residential  housing  and  the 
unchecked  deterioration  of  existing  housing  stock.  Entire  pivotal  neighborhoods, 
which  once  represented  the  backbone  of  the  City  and  a  haven  for  the  upwardly 
mobile  middle  class  of  all  ethnic  persuasions,  have  rapidly  entered  into  the 
vicious  cycle  of  abandonment.  And  nothing  is  being  done  about  it. 

My  prognosis,  based  on  extensive  investigations  of  the  housing  conditions  in 
New  York  over  the  past  two  years,  is  that  the  situation  is  terminal  unless 
imaginative  and  bold  steps  are  taken  by  a  new  partnership  of  public/private 
interests  backed  by  a  massive  infusion  of  federal  and  private  funds. 

I  have  been  forced  during  the  last  several  years  to  devote  a  great  deal  of  my 
time  to  the  housing  crisis  on  the  local  level  and,  in  all  candor,  I  must  admit  that 
my  efforts  have  not  yet  been  particularly  fruitful.  This  is  the  almost  overwhelming 
situation  we  face  in  New  York : 

1.  A  vacancy  rate  of  less  than  1%; 

2.  Abandonment  of  between  18,000-30,000  units  per  year; 

3.  Production  levels  which  fall  far  short  of  annual  housing  stock  losses; 

4.  An  inadequate  supply  of  relocation  resources,  thereby  forcing  families  into 
substandard  and  poorly  maintained  tenements; 

5.  Widespread  deferred  maintenance  by  property  owners  which  has  led  to  the 
devastation  of  entire  neighborhoods  and  which  has  caused  rapid  disintegration  in 
heretofore  stable  communities; 

6.  An  inability  by  many  thousands  of  property  owners  to  obtain  refinancing  of 
any  kind  in  vast  sections  of  the  city  and,  in  some  cases,  only  at  exorbitant  interest 
rates  unsupportable  by  revenues; 

7.  The  almost  total  inability  of  conventional  financing  to  support  improve- 
ments, rehabilitation  or  maintenance  of  multi-family  dwellings  in  most  sections 
of  the  city; 

8.  Spiralling  interest  costs  and  construction  costs  which  produce,  when  unsub- 
sidized,  rents  of  $75-$85  per  room;  and 

9.  Extremely  poor  management/maintenance  services  because  of  (a)  rent  rolls 
unable  to  cover  maintenance  and  provide  reasonable  profits  for  property  owners; 
or  (b)  incompetent  or  indifferent  property  ownership;  and  (c)  tenant  abuse. 

The  root  causes  of  these  conditions  are  largely  traceable,  in  my  opinion,  to  the 
totally  inadequate  funding  of  government  housing  programs  (in  particular  the 
public  housing  and  Section  236  subsidy  program)  and  completely  arbitrary  and 
unrealistic  federal  statutory  cost  limits  and  criteria  relative  to  the  New  York 
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City  market.  (In  particular,  the  Section  235  homeownership  program,  the  sub- 
ject of  considerable  abuse  in  Detroit,  has  never  been  utilized  in  New  York  City 
because  of  its  rigid  mortgage  ceilings). 

Related  underlying  causes  of  the  City's  housing  debacle  are  the  following: 

1.  Inefficient  and  frequently  inept  performance  by  government  housing  agencies 
on  all  levels  and  a  lack  of  effective  coordination  between  federal,  state  and  local 
housing  entities  with  each  other  or  with  the  business  community. 

2.  The  disinterest  of  the  business  community  in  low  or  moderate  income  housing 
relative  to  other  investment  opportunities  and  the  lack  of  incentives  for  private 
investment  in  housing  by  responsible  private  entities. 

3.  The  steady  withdrawal  of  traditional  lending  sources  from  housing  investment 
in  both  depressed  and  transitional  neighborhoods,  leading  directly  to  exorbitant- 
financing  costs  (if  financing  is  at  all  available)  for  new  construction  and  rehabilita- 
tion projects  and  deferred  maintenance. 

4.  Almost  out-of-control  labor  and  materials  costs. 

5.  The  inadequacy  of  management/maintenance  services. 

6.  The  absence  or  inadequacy  of  preventive  programs  to  curb  deterioration  and 
to  upgrade  existing  structures. 

7.  The  disinchnation  of  private  builders  and  financial  institutions  to  become 
involved  with  city  bureaucracies  and  community  problems. 

Much  of  my  recent  attention  has  been  focused  on  the  lack  of  involvement  by 
New  York  City's  financial  community  with  housing  for  low  and  moderate  income 
families.  My  investigations  have  uncovered,  as  I  beUeve  your  staff  will  confirm, 
that  traditional  lending  sources  are  simply  not  making  new  monies  available  for 
repairs  or  refinancing  existing  due  mortgages  except  on  a  piecemeal  basis.  In 
fairness,  this  practice  can  be  justified  from  a  prudent  investment  standpoint  in 
many  of  New  York's  most  depressed  and  devastated  areas  where  the  banks  have 
been  severely  burned.  On  the  other  hand,  I  find  that  this  pervasive  negative 
attitude  has  spread  a  transitional  neighborhoods  of  New  York  City  and  that,  in 
fact,  institutional  disinvestment  has  been  a  major  factor  in  the  deterioration  of 
such  communities. 

I  further  find  that  many  of  the  New  York  banks  have  shown  a  disinterest  in  or 
a  lack  of  understanding  of  federal  housing  programs  until  very  recently.  There  are 
instances  where  individual  institutions  have  aggressively  sought  to  find  ways  to 
check  deterioration  of  buildings  on  which  they  hold  mortgages,  and  a  few  of  these 
efforts  appear  to  have  been  successful.  In  general,  however,  there  is  considerable 
inertia  within  the  financial  community. 

In  particular,  the  much  publicized  $2-billion  mortgage  pool  sponsored  by  the 
life  insurance  companies  has  been  used  sparingly  for  conventional  or  federally 
insured  housing  programs  in  New  York  City.  The  industry's  lack  of  commitment 
to  New  York,  where  some  of  the  largest  companies  are  based,  has  been  a  great 
disappointment  to  me.  The  commercial  banks,  with  their  huge  pool  of  assets,  have 
been  willing  to  make  relatively  riskless  construction  loans  but  have  avoided  long 
term  lending,  conventional  or  FHA  insured,  or  significant  involvement  in  the 
development  process  where  their  resources  could  have  important  impact. 

In  April,  1971  after  a  four  month  investigation  by  my  New  York  office,  I  sub- 
mitted a  series  of  recommendations  for  increased  involvement  by  the  financial 
institutions  in  New  York  City's  housing  crisis,  and  I  submit  that  memorandum 
as  a  part  of  this  Committee's  record.  Eleven  specific  recommendations  were  made 
to  the  financial  institutions,  including  establishment  of  a  $2-billion  fund  to  finance 
multi-family  projects  for  low  and  moderate  income  families,  sponsorship  of  massive 
rehabilitation  programs,  the  assumption  of  a  development  role  for  low  and  moder- 
ate income  housing  projects,  the  establishment  of  a  $50-million  fund  to  provide 
moderate  rehabilitation  loans  in  areas  threatened  by  abandonment,  and  manv 
other  proposals. 

The  response  to  date  has  been  less  than  I  had  hoped:  After  considerable 
negotiation,  the  Savings  Banks  Association  of  New  York  State  offered  in  good 
faith  to  undertake  the  development  of  .5,000  units  of  new  construction  within 
New  York  City  subject  to  the  allocation  of  special  and  vital  federal  subsidies. 
This  offer,  in  my  view,  is  a  very  significant  one  which  I  am  presently  pursuing 
with  HUD,  but  it  maj^  very  well  be  that  the  acute  shortage  of  federal  subsidy 
funds  will  make  this  project  unfeasible.  It  is  also  significant,  however,  that  the 
savings  banks  were  extremely  reluctant  to  make  major  commitment  in  the  areas 
of  refinancing  and  repair  of  existing  housing  stock  on  any  large  scale  without 
benefit  of  FHA  insurance  to  reduce  risk.  Unfortunately,  although  specific  proposals 
to  provide  such  financial  protection  are  now  pending  before  Congress,  existing 
FHA  tools  do  not  appear  to  be  adequate  for  moderate  rehabilitation/refinancing 
purposes. 
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The  New  York  City  commercial  banks  are  also  undertaking  an  extensive  study 
of  key  transitional  neighborhoods  in  New  York  to  determme  how  they  might 
more  effectively  address  the  problem  of  abandonment  and  deteriorating  neighbor- 
hoods, but,  as  yet,  no  specific  proposals  for  action  have  been  proposed 

In  my  opinibn,  the  predicament  with  respect  to  the  basic  issue  of  financing 
can  only  be  faced  in  one  of  three  ways:  (1)  the  nation's  financial  institutions  need 
to  devote  a  proper  portion  of  their  assets  to  financing  at  reasonable  cost  of  housing 
for  low  and  moderate  income  familes,  (2)  they  must  be  assured  of  the  necessary 
incentives  or  insurance  and  government  cooperation  to  protect  against  excessive 
loss,  or  (3)  the  government  must  take  drastic  measures  to  provide  financing  ot 
our  housing  needs  through  alternative  means.  With  respect  to  the  latter,  i  would 
urge  consideration  of  the  following  financing  devices:  (a)  a  housing  trust  tund 
approach  modeled  after  the  highway  construction  fund  (a  Proposal  offered  by 
the  construction  trades);  or  (b)  a  Domestic  Housing  Bank  which  through  the 
sale  of  treasury  bonds  backed  by  the  full  faith  and  credit  of  the  U.b.  ireasur}, 
would  provide  a  steady  flow  of  resources  for  the  long-term  financing  of  housing. 

As  a  second  major,  and  related  initiative,  this  year  I  have  sought  to  encourage 
the  development  of  a  national  poUcy  and  strategy  which  would  focus  talent  and 
resources  on  the  preservation  and  upgrading  of  existing  housing  stock  in  older 
cities  of  this  nation.  It  is  my  firm  belief  that  the  battleground  is  now  in  critical 
transitional  neighborhoods  of  these  urban  centers  which  typically  have  been 
economically  and  racially  mixed  and  which  house  the  working  ^ass  poor  and 
moderate  income  familes.  My  evaluation  of  these  neighborhoods,  which  has  gone 
on  for  months,  has  resulted  in  two  specific  proposals.  The  first  was  b.  .-f l/Jf J."^^^^^^ 
duced  on  February  7,  1972,  which  proposed  a  ^on^rt'^'^Tln'lf  M^nSrest 
preservation  approach  designed  to  upgrade  such  neighborhoods  and  to  interest 
private  investment  through  the  use  of  FHA  insurance  and  related  shallow  subsidies 
for  refinancing  and  repair  of  existing  housing  stock  Although  certain  features 
of  this  bill  were  incorporated  into  the  1972  Housing  bill  passed  by  the  Senate  on 
March  2,  1972,  my  attempt  to  promote  a  total  comprehensive  attack  on  tnis 

critical  problem  was  not  preserved.  ttttt-»     i,^+i,^^  ;+=  pvi^tino- 

On  a  second  front,  I  have  sought  to  explore  with  HUD  whether  its  existing 
FHA  insurance  programs  might  be  directed  toward  major  programs  of  neighbor- 
hood preservation  involving,  specifically,  the  availability  of  FHA  insurance  for 
refinancing  and  moderate  rehabilitation  purposes.  To  date  there  has  been  interest 
but  no  action  with  respect  to  my  recommendations.  „k„«p«  nnd 

Only  by  continuing  the  present  programs  even  while  we  expose  the  abuses  and 
bv  continuing  to  look  for  new  programs  which  will  aid  in  dealing  with  the  total 
housing  problem  can  we  keep  our  commitment  to  the  American  people  to  provide 
a  decent  home  for  all. 

Senator  Hart.  Our  next  \ntnesses  are  both  associated  with  the 
General   Accounting   Office.    They    are    Donald   Lyons    and    Grarry 

Roemer.  .„    .      •     ,i  •  j 

Do  you  each  swear  that  the  testimony  you  will  give  m  this  proceed- 
ing shall  be  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so 
help  you  God? 
Mr.  Lyons.  I  do. 
Mr.  Roemer.  I  do. 

STATEMENT  OF  DONALD  LYONS  AND  GAERY  ROEMER,  SUPERVI- 
SORY AUDITORS  ASSIGNED  TO  THE  NEW  YORK  REGION  OF  THE 
GENERAL  ACCOUNTING  OFFICE 

Senator  Hart.  Gentlemen,  we  will  order  your  statement  printed 
in  full.  If,  as  you  go  along,  there  is  any  footnoting,  do  not  be  uncom- 
fortable to  do  so  and  the  footnotes  will  be  added. 

Mr.  Lyons.  Thank  you  very  much,  Senator. 

My  name  is  Donald  Lyons.  My  associate  is  Garry  Roemer.  We  are 
supervisory  auditors  assigned  to  the  New  York  region  of  the  General 
Accounting  Office.  .       ,  .        ,  -li^     > 

In  Januarv  1972  we  were  requested  to  assist  this  subcommittee  s 
staff  in  its  study  of  competition  among  money  lenders  and  the  lunc- 
tioning  of  the  market  for  mortgage  money. 
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Specificall}^  Mr.  Blum  of  the  subcommittee  staff  asked  us  to  inquire 
into  the  status  of  Government  National  Mortgage  Association, 
GNMA,  pools  at  the  Inter-Island  Mortgagee  Corp.,  176-60  Union 
Turnpike,  Flushing,  N.Y. 

GNMA,  a  Government-owned  corporation,  was  created  by  the  Con- 
gress in  the  Housing  and  Urban  Development  Act  of  1968.  This  legis- 
lation divided  the  Federal  National  Mortgage  Association,  FNMA, 
into  two  entities— GNMA  and  a  revamped  FNMA. 

GNMA  was  established  to  perform  some  of  the  former  FNMA 
functions,  as  well  as  to  guarantee  mortgage-backed  securities  issued 
by  either  the  new  Federal  National  Mortgage  Association  or  any 
other  issuer  approved  by  GNMA. 

We  confined  our  inquiries  to  the  last  point:  Inter-Island's  issuance 
of  mortgage-backed  securities  guaranteed  by  GNMA. 

The  information  was  provided  primarily  by  Mr.  Stanley  Sirote 
and  Miss  K.  Koury,  president  and  senior  vice  president,  respectively, 
of  Inter-Island. 

Briefl}^,  the  procedures  utilized  in  these  GNMA-guaranteed  mort- 
gage pools  are  described  below.  For  a  fee,  GNMA  will  guarantee 
mortgage-backed  securities  issued  to  the  public  by  an  approved 
issuer.  At  the  option  of  the  issuer,  securities  may  be  issued  as  a  pass- 
through  t3'pe  or  bond  type,  but  must  be  backed  by  pools  of  mortgages 
consisting  of  FHA  insured,  VA  guaranteed,  or  Farmers  Home  Admin- 
istration guaranteed  mortgages. 

The  issuer  is  responsible  for  administering  the  mortgage  pools 
backing  the  securities,  including  the  collection  of  the  principal  and 
interest  on  the  mortgages.  In  the  event  that  the  issuer  defaults  in 
making  timely  payment  of  principal  and/or  interest  to  the  owner  of 
the  guaranteed  security,  GNMA  may  make  the  payment  and  take 
title  to  the  mortgages  backing  the  security. 

The  regulations  provide  that  two  types  of  pass-through  securities 
may  be  issued — straight  pass- through  type  or  modified  pass-through 
type.  Securities  are  designated  as  pass  through  because  principal  and 
interest  are  passed  through  monthly  to  the  security  owners.  Under  a 
straight  pass-through  security,  the  owner  is  paid  a  proportionate  share, 
less  a  service  charge,  or  the  principal  and  interest  collected  by  the  issuer 
on  the  mortgages  in  the  pool  no  later  than  15  days  after  the  close  of 
the  month  in  which  the  collections  are  made. 

Under  a  modified  pass-through  security — which  is  the  case  in  the 
Inter-Island's  securities — the  owner  is  paid  a  specified  amount  of 
principal  and  interest  no  later  than  15  days  after  the  close  of  the 
month  in  which  payment  of  principal  and  interest  on  the  mortgages 
backing  the  securities  is  due,  whether  or  not  collected  by  the  issuer. 

In  addition,  a  proportionate  share  of  the  prepayments  of  interest 
and/or  mortgage  balances  is  also  passed  through  to  the  security 
owners. 

The  regulations  require  issuers  of  pass-through  securities  to  deliver 
to  custodians  satisfactory  to  GNMA,  the  mortgage  notes  and  other 
principal  documents  representing  the  mortgages  in  the  pool,  for  safe- 
keeping as  collateral  for  the  GNMA  guarantee. 

As  of  January  1972,  Inter-Island  had  established  six  GNMA- 
guaranteed  mortgage-backed  security  pools  with  total  mortgage 
amounts  of  approximately  $26  million.  A  recap  of  the  pools  formed  by 
Inter-Island  with  data  on  formation  dates,  number  of  mortgages, 
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amounts  and  number  and  percentage  of  arrears  are  included  below, 
which  I  will  not  attempt  to  read,  as  it  can  be  copied  into  the  record. 
(The  document  follows:) 

CHART  I 

Mortgages  more  than 
Total  number      3  mos.  in  arrears 

Amount  of  pool  — 

Pool  No.  Date  of  pool  of  pool         mortgages     Number        Percent 

225 Mar.1,1971 $2,000,000  86  5                 6 

482 IVIayl,1971 4,1000,000  172  10                 6 

642 Junel,1971 11,000,000  588  58                10 

722 June30,1971 4,500,000  183  23                  7 

867 do 1,500,000  73  13                18 

868 July  1971 3,000,000  138 


Total 26,000,000  1,240  99  8 

Mr.  Lyons.  In  forming  GNMA  pools,  Inter-Island  includes  both 
self-originated  mortgages  and  mortgages  purchased  from  other  com- 
panies. Mortgages  were  purchased  from  other  companies  when  Inter- 
Island  did  not  have  sufficient  mortgages  on  hand  to  meet  the  dollar 
and  other  requirements  necessary  to  establish  a  GNMA  pool. 

Inter-Island  originated  mortgages  accounted  for  857  of  the  1,240 — 
69  percent — mortgages  in  the  aforementioned  six  pools. 

United  Institutional  Servicing  Corp.  was  the  primary  supplier  of 
other  mortgages  to  complete  the  Inter-Island  GNMA  pools — 214 
mortgages  or  17  percent  of  the  total.  Other  mortgage  companies  from 
whom  Inter-Island  purchased  mortgages  included  Pilgrim,  Exchange, 
Nationwide,  Van  Guard  Richmond  Funding,  Marschall  Associates, 
Huttner  Funding,  and  Lauer. 

Since  86  percent  of  the  mortgages  in  Inter-Island's  GNMA  pools 
were  either  Inter-Island  or  United  originated,  our  work  was  primarily 
concentrated  on  the  mortgages  originated  by  these  two  companies. 

However,  for  informational  purposes,  we  also  scheduled  in  our  work- 
papers all  loans  in  foreclosure  as  of  January  21,  1972,  regardless  of 
originator;  all  mortgages  which  had  been  removed  from  GNMA  pools 
and  replaced  by  other  mortgages;  and  the  names  of  brokers  who 
originated  mortgages  which  eventually  resulted  in  foreclosure  actions 
by  Inter-Island. 

This  material  is  readily  available  in  our  workpapers,  but  too 
voluminous  for  inclusion  in  this  statement. 

Since  information  provided  by  Mr.  Sirote  on  the  prices  paid  for 
GNMA  pool  mortgages  and  information  gathered  during  our  review 
showed  different  price  ranges,  we  have  included  in  our  workpapers  a 
schedule  of  the  mortgages  by  pool  with  prices  paid  as  estimated  by 
Mr.  Sirote,  as  well  as  prices  paid  as  per  selected  Inter-Island  records 
reviewed  by  us. 

In  addition,  information  provided  by  Inter-Island  to  GNMA  indi- 
cated the  price  of  the  securities  sold  to  the  purchaser  but  not  the 
average  price  paid  for  the  securities  that  comprise  the  pool. 

The  average  prices  at  which  the  securities  were  sold,  as  reported  to 
GNMA  were,  therefore,  shown  as  the  same  as  the  prices  paid  by 
Inter-Island  for  the  mortgages.  Our  review  indicated  that  this  was 
not  the  case. 

Mr.  Sirote  advised  us  during  the  preliminary  stages  of  our  review 
that  because  of  his  bad  experience  with  United  Institutional  Services, 
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his  company  no  longer  did  business  with  United .  However,  in  reviewing 
Inter-Island's  "closing"  log  for  1972,  we  noted  27  mortgages  ranging 
from  $15  000  to  $33,000  which  had  been  purchased  by  Inter-Island 
1972  ""^         ^''"'''^  January  4,  1972,  tlirough  February  8, 

Mr.    Su-ote's    explanation    for    these    transactions    was    that    the 
LauTence-Cedarhurst   Savings    &    Loan    was    unable    to    honor    a 
commitment  to  purchase  mortgages  from  United.  Since  Inter-Island 
services  mortgages  for  this  bari,  Mr.  Sirote  stated  that  as  a  favor 
xnter-Island  honored  the  bank's  commitment.  ' 

With  respect  to  mortgages  reviewed  at  Inter-Island,  we  looked  m 

detail  at  nme  Inter-Island  originated  mortgages  which  had  gone  into 

oreclosure  to  determine  what  problems  had  been  associated  with 

them  and  if  certain  of  the  problems  could  or  should  have  been  seen  at 

a  pomt  m  time  when  action  was  feasible. 

In  addition,  we  scanned  the  Inter-Island  cards  on  the  United  mort- 
gages purchased  for  inclusion  in  Pool  642,  since  Pool  642  was  the 
largest  Pool  m  terms  of  number  of  mortgages  and  dollar  amounts 
and  results  had  shown  15  percent  of  the  United  mortgages  in  some 
state  01  loreclosure. 

Regardmg  mortgages  purchased  specifically  for  inclusion  in  the  642 
Pool,  we  scanned  the  Inter-Island  purchase  cards  and  found  numerous 
cases  ot  little  or  no  collection  activity  subsequent  to  their  transfer 
to  Inter-Island.  This  casts  doubt  on  the  integrity  of  the  mortgages 
at  the  time  they  were  purchased  from  United. 

While  our  workpapers  contain  Inter-Island  payment  history  cards 
on  all  mortgages  purchased  from  United  for  Pool  642,  a  few  illustra- 
tions should  suffice  to  make  the  point.  Then  we  list  three  which  were 
purchased,  one  m  March,  two  in  May  of  1971. 

.    I  will  not  attempt  to  read  this  chart,  but  again,  it  can  be  copied 
into  the  record.  ^ 

(The  document  follow^s:) 


CHART  2 


M,m=  Interisland  Foreclosurp 

'^"'"^  number    Date  purchased  Paid  through  started 


1 0  jll^----;;;;;;;;;;;;;;;;;;     I  -^^-------  SF------ "-■■  '''T '"" 


ori^rnaJpH'^Zril?''^  purposes    we  are  including  a  schedule  of  the  Inter-Island 
originated  mortgages  reviewed  as  well  as  brief  descriptions  of  what  we  found  in 


Interisland 


Pool  number  Namp  account 
number 


?o5 - - - Charlie  Gordon .  anc,oo 

l^i --- - -  Homer  Alexander,  Jr         ' 077R  , 

"2 Edward  Gamble...        S777  ifi 

George  Geter "".'."""'" " 8777-118 

Corene  Thompson,  Donald  Green  """  8777_19a 

Roy  and  Mary  McLeod 8777  iri 

W.  and  C.  Patterson .] " 8777-197 

OCT  James  and  Nacy  Allen...  .  r777_ii« 

""^ Delano  and  Theresa  McLaurin.'.l.".'.':.".':.";:::::::::::::  8779-52 
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Mr.  Lyons.  They  were  made  throug;h  the  month  in  which  they 
were  purchased  through  Inter-Island.  No  payments  and  foreclosures 
started  in  September  1971. 

We  will  make  an  insert  to  the  pool  number  on  the  last  case.  It  is 
not  a  642  Pool.  It  is  a  different  pool.  I  believe  it  is  867,  and  I  will 
have  to  check  that. 

Senator  Hart.  The  record  will  be  open  to  have  that  correction. 

Mr.  Lyons.  Before  getting  into  the  details  of  the  nine  cases  men- 
tioned, I  would  like  to  take  a  few  minutes  to  discuss  the  role  which 
Inter-Island  plays  in  the  FHA  mortgage  insurance  program. 

The  FHA  designates  some  mortgage  companies  as  being  "PHA 
approved  lenders."  In  the  trade,  this  is  known  as  "having  an  eagle." 
Brokers  and  funding  companies  which  do  not  have  an  eagle,  submit 
information  to  companies  such  as  Inter-Island  which  has  an  eagle, 
for  review  of  the  information,  the  making  out  of  the  FHA  application, 
and  the  forwarding  of  this  data  to  FHA. 

Inter-Island  also  provides  funds  to  the  broker  or  funding  company 
to  finance  the  mortgage.  Inter-Island  screens  the  information  it  re- 
ceives to  determine  if  the  individual  seeking  the  mortgage  is  eligible 
for  FHA  insurance  and  verifies  the  information  to  determine  its 
accuracy  and  veracity. 

Inter-Island  sends  out  bank  confirmations  to  determine  if  the 
amount  shown  as  cash  in  the  bank  is  accurate,  sends  out  employment 
verifications  to  determine  if  the  salary  shown  is  accurate,  and  arranges 
for  other  required  reports  such  as  the  title  search,  surveyor's  report, 
credit  report  on  the  applicant  and  other  similar  documents. 

It  assembles  this  information  and  reports  and  forwards  them  to 
the  local  FHA  or  VA  office.  It  is  obvious,  then,  that  companies  such 
as  Inter-Island  play  an  important  role  in  seeing  that  only  those 
individuals  who  meet  FHA  or  VA  requirements  are  given  FHA-insured 
or  VA-guarantee  mortgages. 

When  we  examined  Inter-Island's  files,  we  were  looking  for  internal 
memorandums,  notes,  or  contradictory  or  unexplained  information, 
which  might  cast  doubt  on  the  manner  in  which  Inter-Island  was 
fulfilling  its  obligations. 

It  is  possible  there  are  reasonable  and  legitimate  explanations  for 
the  questionable  areas  we  discovered  in  these  files.  However,  we  also 
believe  it  is  possible  that  this  information  represents  attempts  by 
Inter-Island  or  the  brokers  involved  in  these  transactions  to  construct 
a  set  of  facts  which  would  lead  to  FHA  approval  of  a  mortgage 
application. 

The  areas  we  found  questionable  are  the  following: 

Bank  confirmations:  Inter-Island  would  receive  a  bank  confirma- 
tion showing  only  ^  small  amount  of  money  in  the  applicant's  account. 
A  note  would  then  appear  in  Inter-Island's  files  saying  something 
like,  "Bank  confirmation  needs" — and  then  whatever  the  additional 
amount  required  would  be. 

The  broker  would  normally  be  notified  that  this  additional  amount 
was  needed  in  the  account.  The  next  bank  confirmation,  at  a  later 
point  in  time,  would  show  in  fact  the  needed  amount  was  in  the 
account. 

It  is,  of  course,  possible  that  the  individual  seeking  the  mortgage 
deposited  the  additional  sums  required.  Or,  it  is  possible  also  that 
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some  other  parties  to  the  transaction  deposited  these  amounts  to 
prevent  the  deal  from  falling  through. 

The  next  category  is  "employment  verifications."  We  found  a 
couple  of  instances  where  the  employment  verifications  did  not  show 
that  the  individual  seeking  the  mortgage  was  getting  a  high  enough 
salary  to  qualify  for  the  mortgage  insurance,  or  that  his  probability 
of  future  employment  was  doubtful. 

There  is  then  a  second  employment  verification  which  might  show 
a  higher  salary,  or  that  the  individual  was  going  to  get  an  increase 
in  the  near  future,  or  that  his  future  employment  potential  was  good. 

In  addition,  we  found  miscellaneous  other  areas  in  which  Inter- 
Island  or  other  parties  to  the  transaction  might  be  adjusting  or 
distorting  the  facts  to  make  it  appear  that  the  individual  was,  in 
fact,  entitled  to  FHA  or  VA  insurance. 

The  first  case  I  would  like  to  discuss  is  the  case  of  Charlie  and 
Patricia  Gordon.  This  case  contains  many  of  the  elements  I  have  just 
discussed. 

For  example,  as  part  of  Inter-Island's  procedure  during  the  closing 
of  the  mortgage,  Inter-Island  requires  that  the  people  seeking  the 
mortgage  sign  an  affidavit  stating  that  they  are  still  employed  at  the 
place  indicated  on  their  application.  This  affidavit  is  not  required  by 
FHA  regulation. 

We  were  told  by  Mr.  Sirote  that  his  company  requires  it  to  protect 
itself. 

The  affidavit  of  Charlie  and  Patricia  Gordon  was  dated  December 
1970  and  that  states  that  they  are  working  at  the  same  employer  as 
of  the  time  they  made  their  application. 

Thirteen  months  later,  when  the  mortgage  was  in  foreclosure,  an 
Inter-Island  employee  interviewed  this  employer  who  stated  that 
Mr.  Gordon  had  not  worked  for  him  for  "at  least  1  year";  that  is, 
since  at  least  November  1970. 

It  therefore  appears  that  at  the  time  the  affidavit  was  signed, 
Mr.  Gordon  was  not,  in  fact,  working  at  the  place  he  said  he  was 
working. 

It  is  possible  that  the  employer  gave  his  statement  as  to  "at  least 
1  year"  off  the  top  of  his  head  and  that  he  was  wrong;  and  that,  in 
fact,  Mr.  Gordon  did  work  there  in  December  1970  at  the  time  the 
mortgage  was  closed.  However,  we  found  no  evidence  in  Inter-Island's 
files  that  the  servicer  pursued  this  matter  to  reconcile  these  two 
conflicting  pieces  of  information.  Such  an  investigation  may  have 
pointed  to  possible  fraud  in  this  transaction  and  to  the  need  for 
additional  procedures  Inter-Island  could  have  instituted  to  prevent 
recurrences  of  such  situations. 

We  also  noted  something  interesting  in  the  way  Inter-Island 
processed  this  mortgage  prior  to  closing.  On  August  17,  1970,  Inter- 
Island  sent  a  letter  to  the  broker  for  his  transaction,  Astronaut 
Realty,  saying  the  bank  confirmation  was  short  $800  for  closing. 

About  a  month  later,  on  September  21,  1970,  the  bank  confirmation 
shows  $810  on  deposit.  The  fact  that  Inter-Island  says  that  $800  was 
needed  and  about  a  month  later  this  amount  shows  up  in  the  bank  is 
certainly  questionable. 

This  at  least  raises  the  question  of  whether  Astronaut  Realty  or 
Inter-Island  or  someone  else  deposited  $800  into  the  account  so  that 
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the  mortgage  would  be  approved  by  FHA.  It  is,  of  course,  possible 
that  Mr.  Gordon  came  up  with  the  $800  himself  and  deposited  it. 

Frequently,  when  a  house  goes  into  foreclosure,  the  homeowner 
runs  away  from  his  financial  problem.  Now,  the  reason  someone 
from  Inter-Island  went  to  Mr.  Gordon's  employer  after  the  mortgage 
was  in  foreclosure  was  because  Mr.  Gordon  could  not  be  located. 

The  FHA  mortgage  application  in  this  case  shows  that  Mr.  Gordon 
was  receiving  a  VA  pension  of  $110  per  month.  We  think  it  is  possible 
that  Mr.  Gordon  notified  the  VA  of  his  whereabouts  so  that  he  could 
continue  receiving  these  amounts.  We  found,  however,  no  evidence 
in  Inter-Island's  files  of  attempts  to  contact  the  VA  to  determine  if 
they  knew  his  current  whereabouts.  We  also  noted  that  the  files  did 
not  indicate  that  there  was  an}^  attempt  to  serve  the  foreclosure 
papers  on  his  wife,  although  she  was  a  co-signer  of  the  mortgage. 

When  these  papers  are  not  served,  the  foreclosure  process  is 
lengthened,  increasing  the  time  that  the  house  may  be  vandalized, 
and  jeopardizing  FHA's  interest  in  the  house. 

Closing  on  this  house  took  place  on  December  14,  1970.  On  Feb- 
ruary 22,  1971,  a  Mr.  Kirkland  of  Inter-Island  interviewed  the 
tenants  in  the  house  who  said  they  were  still  paying  rent  to  the  prior 
owner,  Walker  Real  Estate,  Nostrand  Avenue,  Brooklyn,  N.Y. 

Miss  Koury,  senior  vice-president  of  Inter-Island,  told  us  that 
she  remenbers  speaking  to  Mr.  Gordon  in  May  1971,  at  which  time 
he  said  that  Astronaut  Realty  had  swindled  him.  Miss  Koury  re- 
members Mr.  Gordon  saying  that  immediately  after  the  closing  of  the 
mortgage  in  December  1970,  he  signed  some  papers  with  a  Benjamin 
Walker.  Mr.  Gordon  did  not  know  what  these  papers  were. 

We,  frankly,  do  not  know  exactly  what  to  make  of  this  last  set  of 
facts  either.  It  is  possible  that  Mr.  Gordon  merely  signed  an  agree- 
ment with  Walker  Realty  to  collect  rents;  or,  on  the  other  hand,  Mr. 
Gordon  could  have  been  told  that  he  could  make  a  profit  on  the  rents 
from  this  house — all  he  had  to  do  was  buy  the  house  and  leave  every- 
thing else  up  to  Walker  Realty. 

In  this  way,  the  broker  could  make  a  profit  on  the  sale  of  the  house. 
Mr.  Gordon  would  be  led  to  believe  he  could  profit  from  the  rents, 
and  the  mortgage  company  would  be  protected  by  the  FHA  insurance. 
We  do  not  have  enough  information  to  determine  exactly  what  did 
happen  in  this  case. 

To  summarize  the  first  case,  it  appears  that  from  the  processing 
of  the  mortgage  application,  to  the  closing  of  the  mortgage,  and  to  the 
foreclosure  proceedings,  the  evidence  in  the  files  casts  doubts  on  the 
procedures  used  by  Inter-Island  to  protect  the  interests  of  the  Govern- 
ment and  the  homeowner. 

In  the  next  case  I  am  going  to  discuss,  the  item  that  we  are  question- 
ing in  this  is  something  which  did  not  appear  in  the  first  case.  This  is 
the  accuracy  of  the  mortgagor's  salary,  in  this  case  a  Homer  and 
Priscilla  Alexander. 

The  files  for  this  case  show  that  on  August  19,  1970,  FHA  refused 
to  insure  this  mortgage  because  the  applicant's  salary  was  too  low. 
On  this  same  date,  August  19,  1970,  the  mortgagor's  employer  sent  a 
letter  to  Inter-Island  stating  that  Mr.  Alexander  would  be  receiving  a 
salary  increase  by  the  end  of  the  year  with  a  second  increase  in 
April  1971. 
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We,  however,  could  not  determine  which  salary  figure  was  actually 
reported  to  the  FHA.  The  fact  that  the  FHA  turndown  is  dated  on  the 
same  date  as  the  letter  from  Mr.  Alexander's  employer  seems  to  us  to 
be  questionable. 

We  also  noted  that  some  of  the  information  in  the  assets  section  of 
the  FHA  application  might  be  considered  questionable. 

For  example,  one  of  the  cash  accounts  shown  in  this  section  is 
"Gift — $250."  We  did  not  locate  any  explanation  of  this  amount. 

We  also  noted  that  the  Inter-Island  files  contained  two  bank  con- 
firmations for  the  same  account  about  a  month  apart.  The  first,  dated 
July  1,  1970,  shows  a  balance  of  $33.42.  The  second,  dated  July  30, 
1970,  or  about  a  month  later,  shows  a  balance  of  $350.16. 

Also  in  the  files  was  a  memorandum  to  the  effect  that  the  assets 
were  short  10  percent.  The  above-mentioned  "Gift,"  together  with 
the  second  bank  confirmation,  accounts  for  10  percent  of  the  total 
assets  as  shown  on  the  FHA  application. 

We  believe  it  possible  that  some  party  who  had  an  interest  in  the 
granting  of  FHA  insurance  could  have  deposited  in  the  applicant's 
account  the  additional  amounts  required.  The  other  cash  asset  shown — 
Gift — $250 — is  so  broad  and  general  that  some  additional  explanation 
should  have  been  obtained  by  Inter-Island. 

In  a  case  such  as  this,  where  the  facts  would  indicate  some  uncer- 
tainty as  to  how  much  cash  the  applicant  actually  had,  we  believe 
that  Inter-Island  should  have  taken  additional  steps  to  ascertain 
exactly  how  much  cash  this  individual  did  have  available. 

We  found  no  evidence  that  these  additional  steps  were,  in  fact, 
taken. 

The  next  file  we  are  going  to  discuss,  that  for  Edward  and  Betty 
Gamble,  is  for  a  VA  guaranteed  loan.  We  first  noted  that  this  file 
contained  no  record  of  a  bank  verification.  This  omission  may  have 
been  a  clerical  oversight. 

Although  there  was  no  bank  verification  in  the  file,  there  were 
three  employment  verifications.  The  first  is  dated  July  30,  1970,  and 
in  response  to  item  11 — Probability  of  Continued  Employment — the 
employer  wrote,  "During  start  vacation  time  problematical.  We  took 
him  on  4/20/70." 

Attached  to  this  form  is  an  Inter-Island  memo  stating,  "Sent  back 
for  deletion  item  No.  11.  OK.  Form  sent  by  broker." 

The  second  employment  verification  is  dated  August  5,  1970,  and 
states  that  Mr.  Gamble  started  working  April  20,  1970,  and  was  laid 
off  July  31,  1970.  It  specifically  states  that  Mr.  Gamble  is  no  longer 
in  their  employ. 

Attached  to  the  second  verification  is  an  Inter-Island  memo  dated 
August  11  as  follows:  "Called  broker  about  Edward  Gamble's  employ- 
ment request." 

The  third  employment  verification  is  dated  October  12,  1970,  and 
states  that  Mr.  Gamble  had  been  working  at  this  same  place  for  3 
years  and  that  his  probability  of  future  employment  was  good. 

(The  documents  referred  to  follow.  Testimony  resumes  on  p.  272.) 
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Edward  Gamble's  Employment  Verifications 

EXHIBIT  1 

First  Employment  Verification 
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Vt^EHAHS  ADk;N)STH/-TlOI 
AMD 

U.S.  OEPAriTKEHT  or  HOUSi.HO  AfJO  UKBAH  OEVELOPMEHf 
FF.DEr.AL  HOUSING  ADMI.SI5  n.ATION 


WJ- 


REOUcST  POk  VHSIFiCATtON  OF  EMPLOYMENT 


1N;.T RUCTIONS:    LI.MjKk  -  Complele  Irems  ]  tl  ru  7.    H.vve  applicani  complete  item  g.    ForviTsra  dirciMiy 
to  enpioyci  named  ia  iJem  1. 
EMPLOYER  .  Please  complele  Items  9  Uini  16  and  return  directly  to  lender  named  ii  Itera  2. 


PARI  I  -  REOJEST 


p£iiach5.o   Corporation 
407   East    101   Street 
New  Yorl;,    Ke.w  York 


.^ 


•'U''--K-w:  -1^  ~^A^\^..^-^<. 


Inter-Island  l'iortga'?;ee  Corp. 

90-04  161  Street 

Jamaica,  Nev;  York       11432 


Presfident 


l-ll-lO 


1  have  applied  (or  e  i!ior;si.;e  locn  ano'  slated  tliat  I  am  employed  by  you.    My  signature  below  authorizes  verification  of  this  iDfonnati( 


i'dward  Ganb]  e 

].690  Vyse   /A-enua      Bronx,    Ne'.?  York 


.S^£uZ^2d^^^.'r/U. 


PART  il  -  VtRIFICATION 


EMPLOVHrNT  DATA 


(II  MiliU,r/.  oiler  total  •. 


iJ-'rucli;  uriver 


auring  start  vac.  ^1.1130 
prob""  enaticaT  ■— 
we  took  hin  on  4-20-70  -■ 


.  BASE  PAY  (Entw  »tnount  and  c 


foi'  40  h:H-r»"Gc 

;        T41     .00  PwEEKUV  ' 


12a.  EARNINGS  LAST  12  MONTHS 
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BASE  PAY 
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PRO  PAC    -  . 


OVF.R  sea;    .1 

OR  COMBA'Y'I L 


MOUTHLY  AMOUNT 


lis    is   R   very  nice   nan...      seeas    to    do   his  v;orl:     n.inrvi   Ivis   Dusiiier 

CD    rr    •-^;-: 
v.'e   do  not  v.'lsh  to   get    invo''ved  vvitu  any  responriibi""  .ity^jrf.pardin^ 
a  workers  finence   prob^'ems.  ■*" 


Tl^M>oveinformati«n,*s  provjtitd  jc  strict  confi'^.^^cr•  i 


.  !:iU»jATun£  Or  eMP 


^  }<*  yout  roiji;-."'st. 
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iJlyiyyfixL 


THE  IMFORHj'rK)^  0\  Tll/S  FORH  IS  COSFICCSTIAL.   &  IS  TO  BE  mANSMITTED  niRECTLY,  WIIHOUT  IJAS&INU  T/JroOgK  THE 
II Asm  C'F  THE  APfLICAST  OR  AN  Y  OTi:r:n  PARTY.  I 


O,  2Jr>.-&i>vJIV    3/b9l 
»  ^OHM  ?r,-e4y7^     M\R  1963 
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EXHIBIT  2 
Inter-Island  Memo  Attached  to  First  Verification 
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li\JTEFMSLArJD  buBK'AGFE  CORP. 

Appro\'ed  F.H.Aj  MorUiiqc  Lender 

GO-04  161st  oucit  -  Jnmrica,  N.Y.  11^32 

Tels|)hon-  01  3-^^220 
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EXHIBIT  3 
Second  Employment  Verification 


REQUEST  FOR  VERIFICAYION  OF  EMPLOYMEMT 


INSTRUCTIONS:    LENDER  -  Complete  llonis  1  thru  7.    Hove  applicant  co.nplt-te  Hem  S.    Fom-ud  diicctly 
to  employer  named  in  Iten  I. 
EMPLOYER  -  Please  romplele  lltnis  9  thru  16  and  return  directly  to  lender  naikd  in  Item  2. 


PART  I  •  REQUEST 


T  "l  O  (K.'inv  f'tJ  ^ddroNS  or  CBiplt,ycr) 


Penachio  Corporation 
407  Kast  101  Street 
New  York,  New  York 


aner-miand  "ortf;r:Gee  Corp. 
Jamaica.   Kev;  YorV.  1.4.2 


This  nan  is  now       CUT  of  our  i-.inp"'  ov 
lie  v;a,'i   fired  by  J ir .   ij'lcno"'  as   v . _  j--hr.achio 
lie   started  Apri''    f^O-   "'970   and  v/as   out      7-3"' -70 


^hcaMce, 


T^ 


ponse  lo  your'req'.iesl^ 


'■"•  '■''■^^Mk/na A  I  ^^WM^ 


iiiKi\i--oi;\iATio.\  o>i  Tins  FOiiii'isToNfi.''F:.\riA:..  ir  i^-^o  fif  tuassmittfp  DWf:cTLy,  wirHour  rAii^isc'THHovcii  rin- 

HA\t)fOF  TilK  APPLICANT  OR  A\Y  Orilf.R  I'AUTY.  / 


-5> 
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EXHIBIT  4 
Inter-Island  Memo  Attached  to  Second  Verification 
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Approved  F.ti.A.  t.'-jrt'jp.ne  Lender 

90-04  IGlst  Street  -  Jamaica,  f^.Y.  11432 

Tolephoiic:  01.  ZA22^ 
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EXHIBIT  5 
Third  Employment  Verification 


r.flj.ill^^.n  No.l3--P.M6 


TESJMS  /.CKINISTK/kTIOM 


U.S.  DEPAHTJl^.:n  cr- 

REQUEST  TQ?s.  VT!ll?!CAT!OM  OF  [:WPL0YM;.-MT 


IKSTRUCTIONS;   LENDER  -  Co.tpletc  Ilc-.is  1  li.ru  7.   Have  opplica.it  complete  Item  3.    Forwatd  diieclly 
to  e^i-loyer  csepJ  in  item  1. 
KIPLOYEH  -  Please  ccivplnto  Itoins  9  Ihu  1(5  cad  return  dircclly  to  lencier  nnir.ed  in  Item  2.  / 


/ 


PAUV  I  ■  KKCUilST 


NICHOLAS  V.  PER-XCHIO. 
407  East  101st  St. 
N.Y.C.  10029 


=T-\^ 


inxor-l^l-^   HorleaS««  Corp, 
90-04  L6l3t  Street   ^ 
aioa.  now  York  11433 


J  anal 


I  lieve  opplied  for^a  fcori^Ji-.a  loon  end  staled  that  I  ara  etiployed  by  you.  My  sigtietiire  below  authciizes  verification  of  this  infomalion. 


;=U1CANT 

Edv.'ard  L.  Gamble 
1690  Vysa  Ave. ,  Bronx 


5  For  Nicholas  V.  Penachio 


lit\ji/±^j_ 


T)iE  i>iFO!;},iArios  t/.v  r///.s  Fomi  is  cosfw:-:sTiM.  it  is  to  be  TRAss\i;rTi-:i'  aiRErri.r,  wirnoL/r  passim  r:'j:vvc!i  rwtj 

HAVDSOr  THE  .iPPLICAMT  on  A\Y  OTIIKIi  FAHTY.  .  -'—^ 


:     A  F0;JM  NO.  ilWI-GlREV-  .1.-69I 
Vj  V  FOUU  ?5-e497,     WAH  1  W-9 


In  short,  the  first  says  he  has  been  working  there  a  few  months  and 
may  possibly  be  laid  off;  the  second  says  he  worked  there  a  few  months 
and  had  been  laid  off;  the  third  one  says  he  has  worked  there  3  years 
and  continues  to  work  there. 

What  we  question  about  this  sequence  is  that,  instead  of  trying  to 
determine  what  Mr.  Gamble's  employment  status  actually  was, 
Inter-Island  sought  to  withhold  information  from  the  VA  by  specifi- 
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cally  requesting  that  the  statement  casting  doubt  on  Mr.  Gamble's 
future  employment  be  deleted. 

It  seems  that  what  Inter-Island  did  in  this  case  was  to  notify  the 
broker  of  the  applicant's  doubtful  status,  and  then  not  ask  any 
questions  when  an  employment  verification  acceptable  to  VA  was 
received. 

Although  there  may  have  been  additional  questions  asked  which 
were  not  reflected  in  the  files,  we  believe  that  Inter-Island's  request  to 
have  this  statement  removed  to  be  at  best  questionable. 

The  next  case  concerns  a  house  purchased  by  a  George  Geter. 

1.  The  employment  verification  shows  that  Geter  was  a  painter's 
helper. 

2.  The  FHA  inspection  report  on  the  house  showed  that  the  house 
had  to  be  painted. 

3.  The  broker  in  this  transaction  paid  Mr.  Geter  $1,200  to  paint 
the  house  to  satisfy  this  FHA  requirement.  This  $1,200  and  $150  held 
in  escrow  are  the  only  cash  assets  shown  on  the  FHA  application. 

This  raises  the  question  of  how  much  cash  Mr.  Geter  actually  did 
have  at  the  time  of  the  application,  since  his  main  cash  asset  came  from 
someone  having  an  interest  in  the  transaction. 

Another  questionable  area  is  brought  up  in  a  letter  dated  December 
29,  1969.  FHA's  Hempstead  office  said  that  they  were  unwilling  to 
extend  their  commitment  as  a  reinspection  made  December  12,  1969, 
revealed  the  grade  level  floor  being  used  for  retail  and  commercial 
purposes. 

All  affidavit  sent  by  a  law  firm  states  that  this  is  not  true.  FHA 
eventually  did  extend  this  commitment. 

The  next  case  involves  a  home  purchased  jointly  by  a  Corene 
Thompson  and  Donald  Greene. 

We  again  found  the  bank  verifications  raised  questions  which  could 
not  be  resolved  from  the  files.  The  bank  verifications  for  Corene 
Thompson  on  August  18,  1970,  show  one  account  with  a  $65  balance 
and  another  account  with  an  $11  balance  opened  about  a  month 
before. 

Verifications  for  the  same  accounts,  dated  November  9,  1970,  or 
about  12  weeks  later,  show  balances  of  $800  and  $700,  respectively. 

On  November  6,  1970,  about  3  days  before  the  second  verification, 
Inter-Island  sent  a  letter  to  the  broker,  Accredited  Realty,  which,  in 
part,  contained  the  following:  "Bank  Verification — needs  $1,650." 

On  the  copy  of  the  letter  we  saw,  the  $1,650  is  crossed  out  and  "still 
short  $250"  was  written  in,  possibly  reflecting  the  information  on  the 
second  confirmation. 

The  question  that  comes  to  mind  is  whether  Inter-Island  was 
merely  notifying  the  broker  of  the  status  of  the  application,  or  if 
Inter-Island  was  encouraging  the  broker  to  deposit  the  additional 
sums  needed  for  FHA  approval. 

The  next  case  is  a  relatively  simple  one.  It  involves  a  house  pur- 
chased b}^  a  Mary  and  Leroy  McLeod. 

Again,  the  questionable  document  is  the  bank  verification,  which 
in  this  case  shows  an  account  with  a  balance  of  $500.  The  account  was 
opened  6  days  before  the  verification  was  sent  out  by  Inter-Island.  The 
short  time  since  this  account  was  opened,  brings  up  the  question  of 
where  the  money  came  from  and  what  the  applicants'  normal  cash 
situation  is  like. 
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The  seventh  case  concerns  a  house  purchased  by  WilUe  James  and 
Carell  Paterson. 

FHA  originally  determined  that  the  mortgage  was  not  eligible  for 
two  reasons:  (1)  because  the  net  income  was  too  low,  and,  (2)  because 
no  telephone  number  could  be  found  for  Mr.  Paterson's  part-time 
employer. 

We  found  that  after  notifying  the  broker  of  these  developments, 
Inter-Island  later  sent  a  telephone  number  to  FHA.  Regarding  the 
first  cause  for  rejection,  the  income  being  too  low,  no  explanation  for 
FHA's  later  approval  of  the  mortgage  could  be  located  in  the  files. 

A  second  questionable  area  is  raised  by  an  undated  Inter-Island 
letter  to  the  real  estate  broker,  Ben  Laufer,  saying  that  the  bank 
verification  needs  $925. 

On  September  2,  1970,  Inter-Island's  closing  attorney  wrote  a  letter 
"to  whom  it  may  concern,"  acknowledging  receipt  of  $950  to  be  held 
in  escrow.  This  escrow  account  is  the  only  cash  account  shown  on  the 
FHA  application. 

Since  the  only  cash  assets  are  in  the  hands  of  a  party  to  the  trans- 
action and  are  not  subject  to  independent  verification,  the  true  cash 
assets  of  the  parties  are  brought  into  question. 

The  next  case  is  the  house  purchased  by  James  and  Nancy  Allen 
on  the  Rockaway  Peninsula  in  New  York  City.  The  title  search 
revealed  several  housing  code  violations. 

One  of  these  housing  violations  was  year-round  use  of  premises 
classified  for  summer  resort  occupancy.  Although  only  summer  oc- 
cupancy is  permitted,  the  amount  shown  as  rental  income  on  the  FHA 
applications  assumes  year-round  occupancy. 

The  effect  is  to  overstate  the  amount  of  income  which  the  applicants 
have  to  cover  the  mortgage  and  other  expenses  of  the  house. 

Also  questionable  is  the  employment  verification,  which  shows  an 
income  of  $9,500  per  year  or  $792  per  month.  The  FHA  application 
shows  an  income  of  $823.  We  could  not  find  documentation  for  this 
higher  amount. 

In  summary,  the  application  sent  to  FHA  may  have  overstated 
income  two  ways:  (1)  by  including  rental  income  for  12  months  in- 
stead of  for  the  summer  only,  and  (2)  by  possibly  overstating  the 
applicant's  salary. 

The  last  file  we  are  going  to  discuss  concerns  a  mortgage  applica- 
tion for  a  house  purchased  by  a  Delano  and  Theresa  McLaurin. 

There  are  two  employment  verifications  on  file.  One  is  dated 
April  26,  1971,  and  shows  an  income  of  $7,450  for  a  10-month  period. 
The  other  is  dated  April  28,  1971,  that  is  2  days  later,  and  shows  a 
$10,000  for  the  same  period.  The  FHA  application  shows  a  salary 
figure  which  is  slightly  higher  than  the  second  verification. 

The  file  does  not  contain  any  documentation  for  this  higher  amount. 
The  use  of  the  higher  amount  could  be  a  clerical  error  or  the  docu- 
mentation supporting  it  may  have  not  been  put  in  the  file.  We  believe 
t  may  also  be  possible  that  the  amount  may  have  been  purposely 
overstated  so  that  the  application  would  be  approved  by  FHA 

In  detail  those  were  the  nine  cases  we  reviewed.  We  believe  that  a 
lending  company  which  has  an  eagle,  that  is,  which  is  an  FHA  ap- 
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proved  lender,  implies  a  responsibility  to  protect  the  Government's 
interest,  and  to  reveal  to  FJHA  or  the  VA  all  facts  which  might  cast 
doubt  on  the  financial  ability  of  an  individual  to  meet  his  mortgage 
obligations. 

The  facts  which  we  have  just  presented  to  you,  again,  although 
having  possible  reasonable  and  legitimate  explanations,  also  show  that 
at  least  in  these  nine  cases  Inter-Island  may  not  fully  be  meeting 
these  obligations.  The  result  is  not  only  that  the  Government  suffers 
a  loss,  but  also  the  individual  is  forced  into  a  foreclosure  proceeding. 

That  is  the  end  of  my  statement  on  Inter-Island.  We  have  a  few 
more  words  with  respect  to  United  Institutional  Servicing. 

With  respect  to  the  United  Institutional  Servicing  Corp.,  USIC, 
370  Lexington  Avenue,  New  York  City,  we  met  with  various  cor- 
porate officials  in  the  latter  part  of  February  1972.  As  a  point  of 
reference.  Empire  National  Bank  had  purchased  100  percent  of  the 
stock  of  USIC's  parent  company.  Capital  Ventures,  Inc.,  during  the 
August-September  1971  period.  At  that  time,  the  Empbanque 
Capital  Corp.  was  established  to  handle  the  majority  of  the  mortgage 
functions  with  USIC  gradually  being  phased  out,  limited  to  mortgage 
servicing. 

USIC  activities  since  that  time  are  being  carried  on  under  the 
Empbanque  Capital  Corp.  name.  Principal  officials  contacted  included 
Mr.  Frank  J.  Caruso,  president  and  chief  executive  officer  of  Emp- 
banque Capital  Corp.,  in  addition  to  being  an  Empire  National  Bank 
vice  president;  Empbanque  Capital  Corp.  senior  vice  president 
Warrent  Light,  Mr.  Levine,  of  Empbanque's  legal  staff,  and  Mr. 
Bernard  Roth,  president  of  UISC. 

Discussions  with  Empbanque  officials  as  to  the  relatively  good  ex- 
perience rates  on  mortgages  inserted  in  GNMA  pools  elicited  three 
reasons  for  this  fact: 

One,  no  attempt  to  form  a  pool  unless  it  had  two  or  more  times  the 
amount  of  mortgages  needed  to  make  up  a  pool  so  that  only  the  more 
desirable  mortgages  may  be  inserted. 

Two,  a  minimum  amount  of  GNMA  mortgages  in  the  less  desirable 
areas  of  Brooklyn. 

Three,  the  ability  to  sell  to  Inter-Island  its  least  desirable  FHA- 
insured,  VA-guaranteed  mortgages  when  Inter-Island  was  unable  to 
honor  a  commitment  to  establish  a  GNMA  pool,  since  it  lacked  the 
necessary  mortgages. 

I  refer  to  pool  642. 

As  of  January  31,  1972,  information  provided  by  Empbanque  in- 
dicated that  8  GNMA  pools  had  been  established,  amounting  to 
approximately  $17,800,000.  A  recapitulation  of  the  pools,  as  well  as 
three  pertinent  notes  concerning  the  notes  is  included  below. 

As  you  can  note  from  that,  the  percentages  of  the  arrearages  on  the 
schedule  attached  is  relatively  good.  The  only  pool  with  a  12-percent 
average  rate  includes  only  25  mortgages,  amounting  to  $500,000 
in  total. 

Mr.  Chairman,  I  will  not  read  these  figures,  but  they  can  be  copied 
into  the  record  as  though  I  read  them. 

(The  document  follows:) 
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CHART 3 

Total  Mortgages  in 

number  arrears 

Amount  of  pool Date  of 

Pool  number                                                     of  pool  mortgages  Number    Percent  pool 

226 $4,000,000  164  4           1.77    Mar.   1,1971 

333 2,000,000  79  3           3.79    Apr.   1,1971 

488 _ 2,000,000  80  3           3.75    June  1,1971 

886 - - 2,000,000  84  1            1.19     Aug.  1,1971 

922 1,300,000  53  1            1.88    Nov.  1, 1971 

1,064 2,000,000  77  3           3.89    Dec.   1,1971 

1,110 500,000  25  3         12.00           Do. 

1,150 4,000,000  157  4           2.54    Jan.    1,1972 

Total 17,800,000  719               22 


NOTES 

1.  Pools  226, 333,  and  488  were  formed  by  UISC;  all  subsequent  pools  by  Empbanque  Capital  Corp. 

2.  The  custodian  for  all  Empbanque  ONMA  pools  except  pool  333  is  the  Empire  Savings  Bank.  The  cus- 
todian for  pool  333  is  the  Chase  Manhattan  Bank. 

3.  UISC  formed  3  pools  while  under  suspension  by  FNM  A.  Our  records  indicate  that  this  suspension  took 
effect  in  February  of  1971. 

Since  the  experience  on  GNMA  was  relatively  favorable,  our  segment  was  then 
terminated  and  the  workpapers  conveyed  to  the  subcommittee  staff. 

Mr.  Lyons.  Since  the  experience  on  GNMA  pools  was  relatively 
favorable,  our  segment  was  then  terminated  and  the  workpapers  con- 
veyed to  the  subcommittee  staff. 

Senator  Hart.  Before  the  subcommittee  raises  with  you  specific 
questions,  let  me  thank  you  and  all  of  those  who  are  associated  with 
you  for  the  time  and  effort  that  you  gave  to  the  request  made  to  you 
for  this  kind  of  an  analysis. 

We  do  appreciate  it. 

Mr.  Lyons.  Thank  you. 

Senator  Hart.  Mr.  O'Leary,  any  questions? 

Mr.  O'Leary,  Mr.  Lyons  and  Mr.  Roemer,  going  back  to  the  first 
part  of  your  statement,  where  you  describe  the  GNMA  pool,  I  would 
like  to  go  through  the  mechanics  of  this  with  you  if  1  may.  And  you 
can  correct  me  where  1  am  wrong. 

As  1  understand  it,  it  operates  something  like  this:  Mortgage  com- 
panies, such  as  Inter-Island,  decide  to  form  a  GNMA  pool  and  it  takes 
mortgages,  FHA-insured  or  VA-guaranteed  mortgages,  which  either 
it  has  originated  or  purchased  from  someone  else,  pays  a  fee,  gets  per- 
mission from  GNMA  to  form  a  pool  of  let  us  say  $2  million. 

Am  I  correct  that  all  the  mortgages  in  the  pool  must  have  the  same 
interest  rate,  either  7.5  or  whatever  it  is? 

Mr.  Lyons.  That  is  correct. 

Mr.  O'Leary.  And  after  assembling  the  package  of  whatever 
number  of  mortgages  it  takes  to  reach  the  figure  $2  million,  delivers 
these  mortgage  notes  and  the  mortgages  to  a  custodian,  as  I  understand 
it,  which  is  ordinarily  the  trust  department  of  a  commercial  bank, 
such  as  the  Chase  Manhattan  or  some  other  commercial  bank.  Is  that 
right? 

Mr.  Lyons.  Yes,  sir. 

Mr.  O'Leary.  The  mortgage  company  then  issues  a  certificate  or 
security  based  upon  that  amount  of  mortgages  which  GNMA  guaran- 
tees. Is  that  correct? 

Mr.  Roemer.  Yes;  that  is  correct.  The  total  amount  of  those  se- 
curities are  the  amount  that  GNMA  has  approved  for  the  pool. 
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Mr.  O'Leary.  So  the  face  amount  of  the  security  would  be  the 
total  amount  of  the  mortgages  in  the  pool? 

Mr.  RoEMER.  Right,  roughly  speaking. 

Mr.  O'Leary.  Now,  a  mortgage  company  such  as  Inter-Island 
turns  around  and  sells  that  security  to  somebody  else  on  the  secondary 
market.  Is  that  correct? 

Mr.  Lyons.  Exactly. 

Mr.  O'Leary.  Now,  with  respect  to  the  pools  that  you  have  out- 
lined, starting  with  Pool  No.  225,  Inter-Island  took  the  security  rep- 
resented by  that  pool  and  sold  it  to  whom? 

Mr.  Roemer.  The  securities  were  sold  to  the  Anchor  Savings  Bank. 

Mr.  O'Leary.  And  do  you  know  whether  the  purchase  price  for  the 
security  was  more  or  less  than  the  $2  million  of  mortgages  in  the  pool? 

Mr.  Roemer.  These  securities  were  sold  for  $2,004,542. 

Mr.  O'Leary.  With  respect  to  the  second  pool,  No.  482,  to  whom 
was  that  security  sold? 

Mr.  Roemer.  Those  were  also  sold  to  the  Anchor  Savings  Bank. 
The  price  Anchor  paid  was  $4,001,000. 

Mr.  O'Leary.  And  Pool  No.  642? 

Mr.  Roemer.  Anchor  Savings  Bank,  $11,001,551. 

Mr.  O'Leary.  I  am  sorry,  did  you  say  $11  million? 

Mr.  Roemer.  $11  million,  yes. 

Mr.  O'Leary.  Pool  No.  722? 

Mr.  Roemer.  722  was  sold  to  three  people.  First,  it  was  Anchor 
Savings  Bank,  $2,500,000;  First  Federal  Defiance,  $532,131;  the 
Union  Savings  Bank,  $1,500,000;  and  the  total  of  that  pool,  total 
sales  price,  was  $4,532,131. 

Mr.  O'Leary.  And  Pool  No.  867? 

Mr.  Roemer.  All  these  securities  were  sold  to  Anchor  at  a  price  of 
$1,515,482. 

Mr.  O'Leary.  Finally,  Pool  No.  868? 

Mr.  Roemer.  Again,  also  Anchor  Savings  Bank.  The  price  there 
was  $3,020,388. 

Mr.  O'Leary.  Do  you  know  where  the  Anchor  Savings  Bank  is 
located? 

Mr.  Lyons.  Brooklyn,  N.Y. 

Mr.  O'Leary.  So  this  is  an  institution  which,  as  part  of  its  charter, 
also  has  the  authority  and  responsibility  to  originate  mortgages  in  the 
Greater  New  York  Area? 

Mr.  Lyons.  Yes,  it  does. 

Mr.  O'Leary.  Just  out  of  curiosity,  do  you  know  where  the  First 
Federal  Defiance  is  located? 

Mr.  Lyons.  First  Federal  Defiance  is  located  in  Defiance,  Ohio. 

Mr.  O'Leary.  And  Union  Savings  Bank? 

Mr.  Roemer.  In  Manhattan,  headquartered  in  Manhattan. 

Mr.  O'Leary.  If  my  calculations  are  correct,  then  the  Anchor 
Savings  Bank  of  Brooklyn,  with  respect  to  these  pools,  purchased 
approximately  $24  million  in  securities. 

Mr.  Roemer.  That  is  correct,  $24  million  of  the  $26  million. 

Mr.  O'Leary.  Can  you  tell  us  approximately  how  much  time  you 
spent  out  at  Inter-Island  Mortgage  Co.? 

Mr.  Lyons.  We  visited  Inter-Island,  for  a  quick  accumulation  of 
information,  so  we  spent  around,  anywhere  from  2  to  3  weeks,  I 
would  say  3  weeks  top. 
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Mr.  O'Leary.  And,  as  I  understand  it,  you  focused  principally  on 
the  99  mortgages  that  were  more  than  3  months  in  arrears  out  of  all 
the  mortgages  in  those  GNMA  pools? 

Mr.  Lyons.  That  is  correct.  In  fact,  that  was  the  only  feasible 
method  of  approaching  it  based  on  the  time  restrictions  we  did  have. 

We,  in  fact,  were  looking  at  the  bad  papers  as  opposed  to  good 
mortgages.  If,  in  fact,  you  are  looking  for  something  wrong  with  a 
program,  you  are  going  to  find  out  where  something  failed  and  find 
out  what  the  reasons  for  the  failure  were. 

Mr.  O'Leary.  And  I  guess,  to  put  things  in  perspective  from  your 
point  of  view,  when  you  are  involved  in  this  kind  of  an  investigation, 
you  are  dealing  with  mounds  and  mounds  of  papers;  are  you  not? 

Mr.  Lyons.  It  is  a  massive  job  which  requires,  naturally,  an  awful 
lot  of  pruning  and  quick  scanning  of  files.  That  is,  as  you  know  from 
our  statement,  we  made  the  observation  that  in  a  lot  of  cases  future 
foUowup  was  not  done  on  this  because  we  just  did  not  have  the  time. 
And  in  our  statement  we  phrased  it  so  these  are  questionable,  as 
opposed  to  out  and  out  bad  cases,  as  such. 

There  are  possible  explanations  for  it. 

Mr.  O'Leary.  As  I  understand  it,  three  files  can  reach  one  of 
these  mortgages.  Is  that  correct? 

Mr.  Lyons.  That  is  correct. 

Mr.  O'Leary.  A  foreclosure  file,  a  servicing  file,  and  a  processing 
file 

Mr.  Lyons.  That  is  correct. 

Mr.  O'Leary.  And  I  assume  that  you  scanned  each  of  these  files, 
and  I  am  talking  now  with  respect,  not  to  the  99,  as  I  understand  it, 
you  scanned  the  files  in  the  way  of  approximately  40  to  48? 

Mr.  Lyons.  Approximately  48  we  scanned. 

Mr.  O'Leary.  And  knowing  that,  you  have  propounded  to  us  today 
nine  which  you  examined  in  detail.  And  I  assume  we  are  talking 
primarily  about  the  processing  file. 

Mr.  Lyons.  The  processing  file  is  the  main  source  of  the  information. 

Mr.  O'Leary.  Thank  you,  Mr.  Lyons. 

Senator  Hart.  Mr.  Blum? 

Mr.  Blum.  Thank  you,  Mr.  Chairman. 

Mr.  Lyons,  did  you  discuss  the  mortgages  that  United  sold  to 
Inter-Island  with  officials  of  United? 

What  was  their  reaction,  and  what  happened  to  the  mortgages? 

Mr.  Lyons.  Yes,  we  visited  United  because  during  our  review  at 
Inter-Island  we  were  told  that  the  reason  for  the  bad  experience  on 
pool  No.  642  was,  generally,  connected  with  bad  paper  which  they 
had  obtained  from  United.  So,  in  fact,  we  took  it  from  the  other  end. 

We  visited  United,  and  we  inquired  into  the  situation.  The  answers 
that  we  got,  the  reaction  we  got,  we  talked  to  Mr.  Caruso.  We  also 
talked  to  Bernard  Roth,  Warren  Light,  and  Mr.  Levine  of  their  legal 
staff. 

And  they  indicated,  one,  that  they  had  no  idea  when  they  sold 
this  paper,  that  it  was  being  sold  for  inclusion  in  a  GNMA  pool;  and, 
No.  2,  they  also  made  the  observation  that  this  was  their  least 
desirable  paper,  naturally,  since  Inter-Island  is  a  competitor  of  theirs 
and  any  businessman,  in  fact,  Inter-Island  was  up  against  the  wall, 
and  they  would  sell  them  their  least  desirable  paper  which  is  normal. 
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Mr.  Blum.  They  were  not  at  all,  in  any  way,  shy  about  mentioning 
this  was  the  least  desirable  paper? 

Mr.  Lyons.  No,  not  at  all.  What  they  were  surprised  about  was, 
in  fact,  that  it  was  purchased  for  the  GNMA  pool. 

Mr.  Blum.  And  it  was  all  put  in  what  seemed  to  be  a  single  pool? 

Mr.  Lyons.  Yes.  And  also  the  fact  that  they,  themselves,  when 
they  set  up  GNMA  pools,  would  like  to  double  the  amount  of  mort- 
gages prior  to  the  original  signing  up. 

Mr.  Blum.  Is  it  your  understanding  that  all  mortgages  in  the 
GNMA  pool  are  FHA  insured;  that  GNMA  feels  that  no  supervision 
of  the  mortgage  company  operation  is  required? 

Mr.  Lyons.  It  is  my  general  feeling  that  that  is  the  case.  But  that 
is  primarily  on  the  evidence  that  GNMA  is  such  a  small  operation  in 
Washington,  and  they  have  no  field  operation,  and  they  rely  on  any- 
thing outside,  which  would  include  FHA,  Fannie  Mae  or  even  GAO. 

Mr.  Blum.  They  do  have  a  contract  with  Fannie  Mae  for  opera- 
tional purposes,  where  there  is  servicing  involved,  so  Fannie  Mae 
does  handle  operations  for  them. 

Mr.  Lyons.  Yes. 

Mr.  Blum.  Fannie  Mae  suspended  United  in  February  of  1971,  I 
believe,  and  Ginnie  Mae  pools  were  set  up  after  the  Fannie  Mae 
suspension.  Is  that  your  understanding? 

Mr.  Lyons.  Yes.  There  were  pools  set  up. 

Mr.  Blum.  And  Fannie  Mae  is  the  manager  of  certain  operations  for 
Ginnie  Mae,  so  that  it  appears  that — well,  Fannie  Mae  did  not  notify 
Ginnie  Mae  or  the  Fannie  Mae  suspension  had  no  effect  on  United's 
ability  to  set  up  a  Ginnie  Mae  pool.  Thus,  United  was  doing  business 
with  Ginnie  Mae  while  it  was  suspended  by  Fannie  Mae,  despite  the 
suspension,  despite  the  fact  that  Fannie  Mae  said,  "That  portion  of 
Ginnie  Mae  business  which  we  service  you  may  not  do  any  further 
business." 

Mr.  Lyons.  That  is  correct. 

Mr.  Blum.  You  said  earlier  in  the  statement  that  a  commercial 
bank  serves  as  custodian  of  the  mortgages  in  a  Ginnie  Mae  pool.  And 
you  indicated  in  a  footnote  a  commercial  bank  was  custodian  of 
United's  pool. 

Was  that  Empire  National  Bank? 

Mr.  Lyons.  Yes,  that  is  what  drew  it  to  our  attention — that 
Empire  had  purchased  it. 

Mr.  Blum.  Here  there  is  no  suggestion  there  was  any  impropriety 
in  the  custodian  job.  It  is  just  a  question  of  noting  that  a  related 
company  was  the  custodian. 

Mr.  Lyons.  Exactly.  I  know  of  no  regulation  which  would  prohibit 
it.  It  just  strikes  me  as  a  possibility. 

Mr.  Blum.  There  was  no  irregularity  in  the  behavior  of  the  cus- 
todian. The  only  question  that  might  be  raised  is  whether  the  bank 
that  owns  the  mortgage  company  should  be  its  custodian. 

Mr.  Lyons.  Exactly. 

Mr.  Blum.  Mr.  Roemer,  the  statement  mentioned  a  form  which 
Inter-Island  submitted  to  GNMA  indicating  the  price  it  paid  for 
mortgages  in  the  pool  and  the  price  which  it  sold  the  certificate  to 
an  investor. 

Do  you  have  a  copy  of  the  form? 
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Mr.  RoEMER.  Yes. 

Mr.  Blum.  Would  you  mind  reading  the  prices  on  the  form? 

Mr.  RoEMER.  In  Area  3  of  the  Form,  which  is  called  Pool  Com- 
position, there  is  one  area  entitled,  "Average  Price."  In  that  area 
is  typed  1063^. 

Mr.  Blum.  Which  pool  number  is  this? 


Mr.  RoEMER.  This  is  642. 

Mr.  Blum.  No.  642? 

Mr.  Roemer.  Yes. 

Mr.  Blum.  OK.  And,  first,  typed  in  the  sale  price  of  the  certifi- 
cates, 1063/2- 

Mr.  Roemer.  Do  you  want  the  sale  price  of  these  certificates? 

Mr.  Blum.  Let  us  talk  about  the  sale  price  of  the  certificate,  first. 
That  was  106i^. 

Mr.  Roemer.  That  is  listed  on  the  Form  1063^. 

(The  form  referred  to  follows :) 
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EXHIBIT  6 
GNMA  Report  Form  on  Pool  No.  642 


--r> 


us.   DEPAuTMfcl ---OF    HOUSING   AND   URBAN   DCVELOPMCN 
GOVEP.MMCUT   NATICMAL    l/ORTOAGE  ASSOCIATION 


—Or 


ISSUERS    FINAL    REPORT    OM    POOL    COMPOSITION 


GNMA    POOL  NUMfltH 

642 


I.     NAME 

i;;tek--isl.\:;d  iDT;TG.'Cf:E  con?. 


2.    ADDRESS  AND  ZIP  CODE 

90-0/,  16l5t  Stract 
Ja-aaica,  New  York,  11432 


3.    POOL  COMPOSITION 


SrCURITIES    itj  marc  than  un^ynce,  fUcaii:  fj 

Sold  at  a  pncc(';)  of 
YieW  to  purchaf.er(: 


12-yeaT  prepaid, 


8 .  50 


to  maturity. 


I>,    THE  FOLLOWING  INFORMATION  li'«Y  CK  DISCLOSEt/  BY  GMMA    fCha  k  np,.lu-a>,tc  >jox,'tsJ        (L/-         ^4j(i_  ^      vi?-0    ^ 

TNTIiH-liLAND  HORTCAGEE'CCYf;  ~        "^ 


I     NAME  OF  ISSUER 
j     NAMES  OF  PURCHASERS 
HAIR  'ik 


AI^CMOR  SAVINGS 


^1^ 


nisrouNi 


I    y\y\.v>  £7 


J-Oo^ 


Sp;  CIAL  PK-OVISIONS  OF  ISSUE 
K'A'.'L  or  ISSUER 


/-, 


/ 


':> 


:  ..14-71 


■l'13;s-70) 


/y^r^S^^^^'-^^  r^X'-^. 


HUD-WASH.,  D,  C. 


Mr.  Blum.  You  testified  before  that  that  certificate  had  been  pur- 
chased by  the  Anchor  Savings  Bank.  At  what  price? 

Mr.  RoEMER.  It  was  $11,001,551. 

Mr.  Blum.  That  is  hardly  a  premium  at  6.5  percent,  is  it? 

Mr.  Lyons.  That  is  correct. 

Mr.  Blum.  A  premium  of  6.5  percent  would  be  considerably  more, 
so  it  was  sold  at  something  less  than  the  indicated  price  on  the  form. 


83-703  O— 73— pt.  2a- 


-19 
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Let  us  go  back  to  the  mortgages  which  were  put  in  the  pool  to  make 
it  up.  What  were  the  stated  prices  there,  Mr.  Roemer? 

Mr.  Roemer.  The  stated  price  was  106K,  as  stated  on  the  form. 

Mr.  Blum.  And  you  indicated  that  you  pressed  on  whether  or  not 
Inter-Island  paid  106K  for  those,  and  you  were  told  that,  no,  it  had 
not.  That  the  price  was  somewhat  lower.  Is  that  correct? 

Mr.  Roemer.  I  was  told  by  Miss  Koury  that  their  practice  in  the 
area  of  the  pool  composition,  in  the  average  price  slot  there,  their 
practice  was  to  put  the  price  the  security  was  sold  at,  rather  than  the 
price  they  paid  for  the  mortgages.  And  they  seemed  under  the  im- 
pression that  that  was  the  way  to  fill  out  the  form. 

Mr.  Blum.  But  from  the  materials  that  we  have  gathered,  it  seems 
it  was  not  the  price  of  the  certificate  that  it  was  sold  for,  nor  was  it  the 
price  the  mortgage  was  purchased  at. 

Mr.  Roemer.  That  is  correct. 

Mr.  Blum.  This  form  seems  to  have  very  little  relation  to  the  reali- 
ties of  the  transaction. 

What  might  the  purpose  of  GNMA's  asking  these  questions  be? 
Do  you  think  it  might  be  an  indication  to  GNMA  that  the  mortgages 
are  somewhat  less  than  sound  if  the  price  paid  for  them  was  far  below 
the  market? 

Mr.  Roemer.  For  the  security  or  the  mortgage? 

Mr.  Blum.  The  mortgage. 

Mr.  Roemer.  For  the  mortgages? 

Well,  if  you  are  talking  about  par  value,  since  these  prices  shown 
are  average  prices,  and  the  mortgages  may  be  purchased  over  a  3- 
or  4-month  period  of  time,  it  would  just  indicate  a  discount.  And,  you 
know,  you  would  have  to  tie  it  in  to  the  prevailing  interest  rates. 

Mr.  Blum.  But  GNMA  would  certainly  know  the  prevailing  inter- 
est rate,  and  would  have  some  feel  for  what  kind  of  a  quality  of  paper 
was  being  put  into  the  pool.  Is  that  correct? 

Mr.  Roemer.  That  is  correct. 

Mr.  Blum.  So  when  this  form  is  not  filled  out  with  the  kind  of  ac- 
curacy, GNMA  loses  the  management  control  tool. 

Mr.  Roemer.  That  is  correct. 

Mr.  Blum.  I  have  no  further  questions,  but  I  should  very  much  like 
to  express  my  appreciation  both  to  you  and  Mr.  Lyons  for  the  efforts 
you  have  given  on  our  behalf  in  a  very  difficult  assignment  in  the  very 
little  time  given  to  accomplish  it. 

Thank  you  both. 

Senator  Hart.  Mr.  O'Leary? 

Mr.  O'Leary.  I  would  like  to  follow  through  on  one  of  the  questions 
asked  a  little  bit  earlier. 

Mr.  Roemer,  I  said  the  Anchor  Savings  Bank  paid  $24  million  for 
the  securities  backed  by  the  GNMA  pools.  I  think  you  corrected  me, 
did  you  not?  Or  did  you? 

Mr.  Roemer.  I  said  it  was  approximately  right. 

Mr.  O'Leary.  Now,  that  $24  million  Inter-Island  gets  from  the 
Anchor  Savings  Bank,  right? 

Mr.  Roemer.  That  is  correct. 

Mr.  O'Leary.  And  Inter-Island  is  free  to  utilize  that  $24  million 
and  put  it  back  on  the  street,  so  to  speak,  either  in  loans  to  real 
estate  speculators  who  are  originating  mortgages,  to  sell  for  payoff,  or 
whatever  commercial  line  of  credit  they  desire? 
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Mr.  RoEMER.  That  is  correct. 

Mr.  O'Leary.  That  is  all  I  have. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

Gentlemen,  was  your  responsibility  in  this  matter  limited  to  the 
qualifications  that  you  placed  on  page  1,  when  you  say  that  you  were 
to  inquire  into  the  status  of  Government  National  Mortgage  Associa- 
tion Pools  at  the  Inter-Island  Mortgage  Corp? 

Mr.  RoEMER.  Yes,  sir. 

Mr.  Chumbris.  Limited  to  that  only? 

Mr.  RoEMER.  Yes. 

Mr.  Chumbris.  Nothing  to  do  with  the  rest  of  the  programs  in 
New  York  City  or  elsewhere? 

Mr.  Lyons.  No,  sir.  Depending  on  the  results  of  what  we  discovered 
in  the  GNMA  program,  it  might  have  been  expanded,  but  it  was  not. 
This  was  the  restriction  put  on  it. 

Mr.  Chumbris.  Now,  were  you  representing  the  General  Account- 
ing Office  in  this  matter? 

Mr.  Lyons.  No,  sir. 

Mr.  Chumbris.  You  were  assigned  to  the  subcommittee  for  this 
responsibility? 

Mr.  Lyons.  Yes,  sir. 

Mr.  Chumbris.  For  the  record,  would  it  be  the  responsibility  of  the 
General  Accounting  Office  to  look  into  whatever  may  be  irregularities 
that  causes  the  Government  to  lose,  according  to  some  estimates  made, 
that  $500  million  in  loans  in  this  particular  area  of  activity  all  over 
the  country? 

Mr.  Lyons.  Yes,  it  would.  There  is  no  question  about  it. 

Mr.  Chumbris.  You  say  it  would? 

Mr.  Lyons.  Yes. 

Mr.  Chumbris.  And  if  you  can  say  it  for  the  record,  do  you  know 
if  the  GAO  is  looking  into  this  matter? 

Mr.  Lyons.  It  is  my  understanding  that  they  are  at  the  present 
time  in  a  number  of  regional  offices  looking  into  the  problem  right 
now. 

The  specifics,  you  would  have  to  get  from  our  Washington  people. 

Mr.  Chumbris.  But  your  being  here  is  in  compliance  with  this  issue 
and  this  issue  alone? 

Mr.  Lyons.  Yes,  sir. 

Mr.  Chumbris.  I  have  several  things  that  I  thought  might  be 
brought  out  here  this  morning,  but  it  may  not  be  relevant  to  ask  you 
to  review  it  at  this  time  because  of  the  limited  responsibility  that 
you  have. 

The  question  was  raised  earlier  in  the  hearings,  especially  on  the 
first  day,  and  I  have  before  me  the  U.S.  News  &  World  Report  of 
April  10,  1972.  The  title  of  the  subject  matter  is,  "After  $160  Billion 
to  Rescue  Cities,  Special  Report  on  an  Unsolved  Problem,"  and  in  it, 
it  goes  into  some  of  the  housing  problems  that  are  faced  in  New  York, 
Detroit,  St.  Louis,  et  cetera. 

I  notice  that  back  in  1961  the  amount  available  by  Federal  aid  to 
urban  areas  was  only  $3.9  billion.  In  1969  that  figure  was  approxi- 
mately $15  billion,  and  projected  for  1973,  a  figure  of  $5.1  billion.  And 
that  is  reported  in  to  try  to  resolve  this  problem. 
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Mr.  Chairman,  I  ask  unanimous  consent  that  the  article  relating 
to  rescuing  cities — and  it  deals  quite  a  bit  with  housing  in  urban  areas, 
as  well  as  the  inner  cities  and  in  the  suburbs — be  placed  in  the  record, 
because  I  think  it  will  be  helpful. 

Mr.  Chairman,  it  shows,  for  example,  in  St.  Louis  a  complex  of  43 
buildings  containing  2,800  housing  units  was  constructed  in  1954; 
and  today,  only  600  of  those  units  are  occupied,  which  shows  you  some 
of  the  problems  that  were  related  by  some  of  the  witnesses  earlier. 

I  think  that  perhaps,  as  these  hearings  go  on,  maybe  some  of  this 
material  that  is  in  this  article  and  others  that  will  be  brought  to  the 
attention  of  this  subcommittee  may  be  more  pertinent. 

Senator  Hart.  It  will  be  placed  into  the  record. 

Mr.  Chumbris.  That  is  all  I  have,  Mr.  Chairman. 

Mr.  Blum.  Mr.  Chairman,  I  would  like  to  ask  that  the  workpapers 
of  Mr.  Lyons  and  Mr,  Roemer  be  made  a  part  of  the  record  and  be 
retained  in  the  subcommittee  files. 

Senator  Hart.  They  will  be  received  and  retained  in  the  files. 

Again,  thank  you  very  much. 

EXHIBIT  8 

Material  Relating  to  the  Testimony  of  Donald 
Lyons  and  Garry  Roemer 

Memorandum  Analizing  the  Sales  of  Mortgages  by  United  to  Inter-Island 

Mortgagee  Corp. 

The  Library  of  Congress, 
Congressional  Research  Service, 

Washington,  B.C.,  March  21,  1972. 
To:  Senate  Anti-trust  and  Monopoly  Subcommittee. 
Attention:  Jack  Blum. 
From:  Economics  Division. 
Subject:  Analysis  of  selected  secondary  market  mortgage  sales  transaction. 

In  accordance  with  your  recent  request  we  have  analyzed  the  selected  mort- 
gage sales  transactions  data  sent  to  us. 

Enclosed  is  a  table  showing  (1)  the  estimated  percentage  points  below  prevail- 
ing market  price  and  (2)  the  equivalent  below  market  amounts  paid  by  the 
purchaser  of  the  mortgages. 

The  transaction  dates  run  between  March  8,  1971  to  May  27,  1971.  The  Jan- 
uary 1971  transaction  date,  the  first  one  given,  was  not  used  in  this  table 
because  the  maximum  FHA  interest  rate  had  been  changed  in  that  month  and 
the  FHA  generally  permits  a  period  of  2  months  to  elapse  before  average  mar- 
ket prices  are  computed  for  a  new  interest  rate.  All  of  the  other  transactions 
(dates)  were  analyzed. 

Given  the  interest  rate  on  the  mortgages  (column  2)  and  the  transaction  price 
(column  3),  the  equivalent  yield  was  derived  (column  4)  based  on  an  average 
prepayment  of  the  mortgage  at  the  end  of  a  15  year  period,  the  term  used  by 
FHA  in  its  calculations. 

The  average  secondary  mortgage  market  prices  (column  5),  reported  by  the 
FHA  Northeast  regional  insuring  offices,  at  a  7  percent  maximum  interest  rate 
were  used  to  find  the  comparable  market  yield.  The  Northeast  region  includes 
the  New  York  metropolitan  area.  It  is  assumed  that  the  New  York  S.M.S.A. 
secondary  market  price  was  the  same  as  the  average  for  the  region  reported  by 
FHA. 

If  the  secondary  market  price  in  the  S.M.S.A.  is  higher  than  the  region  and 
the  yield  is  lower,  then  the  transaction  excess  of  yield  (column  7)  or  the  points 
and  amount  below  the  market  price  (shown  in  column  7  and  8)  would  be  greater, 
and  vice  versa. 
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The  difference  between  the  yield  on  the  transaction  price  and  the  yield  prevail- 
ing in  the  market  (column  7)  was  retranslated  into  a  percentae  of  principle  amounts 
in  the  transaction  (column  8).  On  the  basis  of  }i  percent  in  yield=2  percentage 
points  of  the  principle  amount,  the  discount  in  the  transaction  was  generally 
greater  (or  the  premium  lower)  by  between  2  and  6  points  than  the  prevailing 
discount.  The  transaction  price  was  between  2-6  points  below  the  given  class  of 
mortgage  at  the  time  of  the  transaction.  In  only  one  out  of  17  cases,  on  May  10, 
1971  for  7  percent  mortgages  was  the  transaction  price  above  the  reported 
secondary  market  price  average,  by  about  2}.^  points. 

The  last  column  in  the  table,  shows  the  estimated  amount  by  which  the 
purchaser  paid  less  (or  more  in  one  case)  than  he  would  have  paid  if  the 
transaction  price  had  been  on  the  basis  of  the  prevailing  current  market  yield 
for  FHA  secondary  market  transactions. 
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Senator  Hart.  Our  next  witness  is  Mr,  I.  Edwin  Katz. 

Mr.  Katz,  do  you  swear  that  the  testimony  you  will  give  in  this 
proceeding  will  be  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God. 

Mr.  Katz.  I  do. 

Senator  Hart.  The  record  should  reflect  that  Mr.  Katz  is  appearing 
here  today  pursuant  to  a  subpena,  and  since  you  are  appearing  without 
a  lawyer,  we  have  the  obligation,  I  think,  to  advise  you  of  your  rights. 

Mr.  Katz,  you  do  have  the  right  to  refuse  to  answer  any  questions 
you  feel  might  tend  to  incriminate  you,  and  anything  you  do  say  can 
be  used  against  you  in  any  of  the  proceeding. 

Certainly,  you  have  the  right  to  talk  to  a  lawyer  for  advice  before 
we  can  ask  you  any  questions,  and  to  have  the  lawyer  with  you  during 
the  questioning. 

Now,  if  you  desire  to  answer  questions  without  a  lawyer  with  you, 
you  will  still  have  the  right  to  stop  answering  at  any  time;  and  also, 
you  have  the  right  to  stop  answering  at  any  time  until  you  talk  to  a 
lawyer. 

I  think  the  record  should  also  reflect  that,  should  you  desire  to 
refuse  to  answer  or  assert  your  rights,  you  are  assured  that  this 
subcommittee  will  draw  no  adverse  inference  from  that  course  of 
conduct. 

I  would  add  that  no  one  else  should  draw  such  an  inference  either. 

Mr.  Katz,  do  you  understand  your  rights? 

Mr.  Katz.  I  do,  sir. 

Senator  Hart.  And,  are  you  willing  to  waive  your  rights  and 
answer  questions  at  this  time? 

Mr.  Katz.  I  am. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Katz,  you  did,  in  a  response  to  a  letter  that  was  addressed  to 
you,  file  with  us  a  statement  which  I  would  hope  you  will  read  for  the 
record,  because  it  is  very  responsive. 

STATEMENT   OF  I.   EDWIN   KATZ,   FORMER   CHAIRMAN  OF  THE 
BOARD,  UNITED  INSTITUTIONAL  SERVICING  CORP. 

Mr.  Katz.  May  I,  before  I  read  the  statement,  refer  to  the  state- 
ment made  by  Mr.  Lyons  concerning  the  UISC  forming  three  pools 
while  under  suspension  by  FNMA? 

Our  records  indicate  that  this  suspension  took  effect  in  February  of 
1971.  In  the  first  place,  under  the  GNMA  rules,  you  may  form  a  pool 
as  long  as  you  are  an  FHA-approved  mortgagee. 

In  the  second  place,  the  date  of  suspension — and  I  read  from  a  letter 
from  FNMA,  dated  July  2,  1971: 

Dear  Mr.  Katz:  You  recently  transferred  the  portfolio  which  you  were 
servicing  to  Jackson  National  Bank. 

In  view  of  this,  we  are  terminating  your  servicing  duties  under  your  servicing 
agreement  with  FNMA  and  GNMA,  dated  February  27,  1967,  such  termination 
to  be  effective  immediately. 

It  is  understood  the  foregoing  action  is  by  our  mutual  agreement. 
Sincerely  yours, 

K.  A.  Duncan. 

This  is  the  only  suspension  in  record  and,  therefore,  all  pools 
that  were  issued  were  issued  prior  to  the  date  of  that  suspension. 
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Senator  Hart.  Thank  you.   I  am  glad   to  get  the  record  clear. 

Mr.  Chumbris.  Mr.  Chairman,  before  Mr.  Katz  testifies,  since 
our  subcommittee  is  usually  dealing  with  matters  of  a  civil  nature, 
and  many  times  the  colloqueys  are  very  informal,  and  I  think  in 
view  of  your  admonition  to  the  witness,  maybe  we  should  bear  in 
mind,  when  we  ask  a  question,  that  we  give  the  witness  plenty  of 
opportunity  to  fully  understand  the  question,  and  give  him  the 
opportunity  that  he  is  sure  of  the  question  before  he  makes  any 
answer. 

Senator  Hart.  We  will. 

Mr.  Katz.  The  second  point  is  that  in  my  formal  statement — and 
I  have  brought  corrections  with  me — there  are  errors  in  dates  on  page 
2,  the  14th  line  from  the  bottom.  It  is  1969.  It  should  be  1970. 

It  is  the  14th  line  up  from  the  bottom  on  the  second  page,  and  the 
second  line  up  on  the  second  page. 

Senator  Hart.  Mr.  Katz,  a  little  slower.  That  first  correction  m 

Mr.  Katz.  They  are  all  from  1969  to  1970.  On  page  2  it  is  the  14th 
line  up.  And  when  I  read  it,  I  will  mention  it  again.  And  the  second 
line  up  on  page  2,  on  page  3  on  the  first  line,  there  are  two  corrections 
changing  1969  to  1970. 

Senator  Hart.  Fine. 

Mr.  Katz.  In  response  to  a  letter  of  Senator  PhiUp  A.  Hart  dated 
April  19,  1972:  One,  as  to  a  brief  history  of  United  Institutional 
Servicing  Corp.: 

United  Institutional  Servicing  Corp.  was  organized  on  December  8, 
1966.  On  or  about  November  1966,  United  Improvement  and  In- 
vesting Corp. — a  pubHcly  owned  corporation  hsted  on  the  American 
Stock  Exchange,  now  known  as  UIP  Corp.— the  holding  company 
of  U.I.  &  I.  Funding  Corp.,  as  well  as  other  mortgage  bankmg  com- 
panies and  companies  in  related  fields,  desired  to  dispose  of  U.I.  &  I. 
Funding  Corp.  in  order  to  increase  its  cash  position  for  further 
expansion  within  its  subsidiaries  and  for  liquidation  of  certain 
outstanding  debts. 

The  highest  bid  for  the  company  was  received  from  a  group  of 
employees  of  U.I.  &  I.  Funding  Corp.  Those  employees  of  U.I.  &  I. 
Funding  Corp.  who  had  been  with  the  company  for  a  number  of 
years  or  who  held  responsible  positions  were  offered  the  opportunity 
to  participate  in  the  purchase. 

A  holding  company  was  formed  by  the  participating  employees 
known  as  Capital  Ventures,  Inc.,  which  acquired  the  stock  of  U.I.  &  I. 
Funding  Corp.  from  United  Improvement  &  Investing  Corp.  in 
December  1966. 

I  was  chosen  president  and  chief  executive  officer  of  this  company. 

In  February  1967,  United  Institutional  Servicing  Corp.  was 
merged  with  tl.I.  &  I.  Funding  Corp.,  and  became  the  continuing 
corporation.  I  was  chosen  chairman  of  the  board  and  chief  executivp 
oflficer  of  United  Institutional  Servicing  Corp. 

The  primary  activity  of  United  Institutional  Servicing  Corp.  was 
the  origination  and  sale  of  FHA  and  VA  mortgages  in  the  Metropolitan 
New  York  area.  The  company  also  originated  conventional  mortgages 
in  the  counties  of  Richmond^  Rockland,  and  Orange. 
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In  1968,  there  was  an  outside  offer  made  for  the  purchase  of  the 
company  and  some  of  the  major  stockholders  were  desirous  of  selling 
the  company  at  this  time. 

Other  of  the  employee  stockholders  felt  that  the  time  was  not 
propitious  and  that  the  offer  should  be  declined. 

As  a  result,  some  of  the  major  stockholders  agreed  to  sell  their 
interests,  in  whole  or  in  part,  to  those  who  were  opposed  to  the  sale 
to  the  outside  company  on  the  basis  of  a  part-cash  and  part-note 
transaction. 

In  May  1969,  the  company  was  sold  to  Arcs  Industries,  Inc.,  a 
publicly  held  company  traded  over  the  counter.  In  September  1971, 
Arcs  Industries,  Inc.,  sold  Capital  Ventures,  Inc.,  and  its  subsidiaries 
to  Empire  National  Bank. 

Two.  As  to  the  sequence  of  events  which  led  to  the  FNMA  sus- 
pension : 

It  was  the  practice  of  United  Institutional  Servicing  Corp.  to  close 
all  loans  approved  by  FHA  or  VA.  In  1968  FHA  adopted  a  policy  to 
assist  minorities  to  find  suitable  homes. 

We  at  United  felt  that  this  was  an  exemplary  program.  Although 
we  recognized  that  there  might  be  an  increase  in  delinquencies  and 
foreclosures,  it  was  our  feeling  that  for  every  foreclosure  at  least  19 
families  would  be  enabled  to  find  quarters  far  superior  to  those  which 
they  were  presently  occupying. 

Thus,  it  was  apparent  that  this  program  had  great  social  value, 
since  it  would  improve  living  conditions  for  minorities  at  a  cost  con- 
siderably less  to  the  people  of  the  United  States  than  many  other 
programs. 

We  underestimated  the  problem  of  servicing  substandard  loans  and 
the  ensuing  defaults.  Thus,  our  delinquencies  with  FNMA  rose  to 
slightly  over  12  percent.  Through  an  inciease  in  our  field  and  office 
staffs,  we  were  able  to  reduce  the  delinquencies,  but  FNMA  felt  that 
we  were  still  not  exerting  sufficient  effort,  so  that  in  April  1969  we 
were  placed  on  probation — see  letters  attached. 

Shortly  thereafter  we  were  able  to  reduce  our  delinquencies  to 
approximately  10  percent. 

In  March  1970,  a  postal  strike  was  called  in  New  York  City,  which 
gave  the  mortgagors  the  opportunit}"  of  claiming  that  payments  had 
been  made  but  that  we  had  not  received  the  same  because  they  were 
in  the  mail. 

The  then  head  of  our  collection  department  collapsed  and  was  taken 
to  a  hospital  where  it  was  found  that  he  had  bleeding  ulcers.  As  a 
result  of  his  illness,  he  was  away  from  the  office  for  a  period  of  over  6 
weeks.  Delinquencies  increased  slightly  to  approximately  11^  percent 
and  FNMA  again  threatened  suspension. 

The  head  of  a  collection  agency  was  recommended  to  us,  and  though 
he  had  no  prior  mortgage  experience,  we  felt  that  his  collection  experi- 
ence— supported  b}^  our  own  mortgage  servicing  department,  his  efforts 
would  enable  us  to  improve  our  delinquency  ratio.  He  was  hired  in 
June  1970,  and  at  the  end  of  June,  I  became  seriousl}^  ill  and  was 
operated  on  and  hospitalized  for  a  month. 

I  returned  to  work  on  a  part-time  basis  in  September  1970.  In 
November  1970,  I  felt  well  enough  to  travel  to  Philadelphia  and  ar- 
range an  appointment  with  the  officials  of  FNMA. 
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At  that  time  our  delinquency  ratio  had  been  reported  to  me  and  to 
FNMA  as  being  less  than  8  percent. 

During  the  course  of  our  discussions,  I  was  astonished  to  learn  that 
an  analysis  made  by  FNMA  showed  that  the  true  ratio  was  in  excess 
of  18  percent,  and  that  the  summaries  sent  to  FNMA  and  delivered  to 
me  by  our  collection  head  did  not  reflect  the  true  figures. 

May  I  add  that  FNMA  had  the  backup  statements  with  tab  runs, 
as  Weil  as  the  summary,  and  they  could  have,  at  any  time,  by  taking 
the  tab  runs  have  verified,  or  not  verified,  in  this  case  what  the  de- 
linquency ratio  was. 

We  likewise,  could  have  done  the  same  thing,  but  we  accepted  the 
figures  given  to  us,  just  as  FNMA  had  done  for  a  period  of  5  months. 

Senator  Hart.  In  that  visit  to  Philadelphia  that  you  were  describ- 
ing— where  the  18-percent  delinquency  was  revealed — had  FNMA 
discovered  that  using  these  backup  figures,  or  had  they  made  some 
independent  inquiry? 

Mr.  Katz.  No;  the}^  discovered  it  with  our  own  figures. 

I  was  also  advised  that  reports  concerning  delinquencies  had  not 
been  filed  in  several  months. 

Upon  my  return  to  the  office,  I  confronted  the  head  of  our  collection 
department  with  the  information  reported  to  me  by  FNMA. 

He  claimed  that  FNMA  was  in  error.  I  asked  him  to  bring  to  me  a 
copy  of  all  the  collection  reports  which  had  been  submitted  to  FNMA, 
and  he  reported  that  for  some  unknown  reason  his  copies  had  disap- 
peared. 

I  instructed  him  to  send  one  of  his  assistants  to  FNMA  to  photostat 
their  copies,  and  then  to  discuss  the  same  with  me  when  he  had  the 
full  information. 

His  assistant  went  to  FNMA  and  gathered  the  information.  The 
head  of  our  collection  department  left  the  office  that  day,  and  we  have 
not  seen  him  since,  nor  did  we  hear  from  him  thereafter. 

We  terminated  all  emp]o3'ees  who  worked  closely  with  him  in  the 
collection  area.  FNMA  threatened  immediate  suspension  and  I  asked 
that  this  step  be  deferred  until  we  had  an  opportunity  to  clear  up  our 
problems  or  to  dispose  of  the  servicing. 

We  assured  FNMA  that  we  would  not  bid  in  future  FNMA  auctions, 
so  that,  in  effect,  the  result  would  be  similar  to  a  suspension. 

Our  collection  department  had  to  be  completely  reorganized  with 
new  employees.  We  found  that  the  new  employees  were  unable  to 
cope  with  the  large  number  of  arrears  and  the  past-due  reports  which 
were  required  to  be  filed.  Therefore,  realizing  that  we  would  be  unable 
to  properly  service  the  loans  for  a  considerable  period  of  time,  I  asked 
FNMA  for  permission  to  sell  the  servicing. 

They  authorized  us  to  do  this,  and  the  servicing  was  transferred  to 
Jacksonville  National  Bank  on  February  5,  1971. 

Prior  to  the  approval  of  the  transfer  of  servicing,  FNMA  pointed  out 
that  there  were  approximately  12  mortgage  loans  originated  over  an 
11-month  period,  on  which  either  no  payment  or  one  payment  had 
been  received  by  INMA. 

JNMA  pointed  out  that  these  delinquencies  must  have  arisen  from 
either  poor  underwriting  or  poor  servicing  and  requested  that  we 
repurchase  these  mortgages. 

I  asked  FNMA  whether  it  would  be  willing  to  sell  United  the  loans 
at  the  price  for  which  they  had  purchased  the  same,  and,  after  some 
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discussion,  they  agreed  to  do  so.  I  was  motivated  to  make  such  an 
offer  for  the  following  reasons: 

I  felt  beholden  to  FNMA  for  their  forebearance  which  permitted 
me  to  sell  the  servicing  of  the  mortgages;  I  did  not  want  to  impose  any 
impediments  in  the  way  of  the  consummation  of  the  sale  of  such  servic- 
ing nor  FNMA's  consent  to  the  assignment  of  the  servicing  agreement; 
the  discount  price  of  these  mortgages  would  probably  cover  the  major 
part  of  any  loss  should  foreclosure  be  necessary. 

I  therefore  agreed  to  repurchase  the  mortgage  provided  we  were 
permitted  to  take  them  by  assignment  over  a  period  of  4  wrecks. 
FNMA  agreed  to  such  arrangement.  The  repurchase  was  thus  actually 
consummated  over  a  2-week  period. 

Three,  as  to  the  sale  of  mortgages  by  United  to  Inter-Island  Mort- 
gagee Corp. 

In  December  1970,  we  received  a  printed  notice  sent  out  by  Inter- 
Island  Mortgagee  Corp.  in  which  they  stated  that  they  had  established 
a  nationwide  mortgage  selling  organization,  and  would  be  happy  to 
handle  any  portfolio  of  mortgages  which  we  might  be  interested  in 
selling. 

In  January  1971,  I  called  Inter-Island  Mortgagee  Corp.,  and  asked 
if  they  could  sell  $1  million  of  83^  percent  I  HA  and/or  VA  mortgages 
at  a  price  slightly  below  the  prevailing  market,  since  the  package  of 
mortgages  offered  for  sale  was  below  average  quality. 

We  asked  for  a  price  of  103,  which  was  approximately  1  percent 
below  market  at  that  particular  time.  Inter-Island  offered  1023^^,  and  I 
agreed  to  transfer  the  servicing  to  Inter-Island  if  they  were  to  sell 
these  mortgages  at  a  price  of  103. 

Inter-Island  agreed  to  do  so,  and  issued  a  commitment  at  a  price  of 
1033^ — see  attached  letter — and  we  forwarded  to  Inter-Island  a  one- 
half  of  1  percent  nonrefundable  fee.  We  subsequently  sold  them 
additional  packages  of  mortgage  loans  on  various  dates. 

Copies  of  the  commitments  issued  by  Inter-Island  are  annexed  to 
this  report. 

(The  documents  follow.  Testimony  resumes  on  p.  302.) 

Materials  Relating  to  the  Testimony  of 
Edwin  Katz 

EXHIBIT  1 

Inter-Island  Mortgagee  Corporation  Commitments 

Federal  National  Mortgage  Association, 

Philadelphia,  Pa.,  April  11,  1969. 
Re  delinquencies. 
Mr.  Edwin  S.  Katz, 

Chairman  of  the  Board,  United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  For  several  months,  your  delinquency  ratio  has  been  com- 
pletely unsatisfactory.  Even  in  March,  when  delinquencies  were  computed  as  of 
the  end  of  the  month,  your  ratio  was  not  reduced  to  an  acceptable  level. 

This  is  notification  to  you  that,  effective  immediately,  your  Company  has  been 
placed  on  probation  for  an  indefinite  period.  Unless  immediate  and  substantial 
improvement  is  shown,   we  will  give  serious  consideration  to  suspending  your 
privilege  of  bidding  in  the  weekly  FNMA  auctions. 
Please  acknowledge  receipt  of  this  letter. 
Sincerely  yours, 

Kevin  E.  Keegan, 
Regional  Vice  President. 
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United  Institutional  Servicing  Corp., 

April  22,  1969. 
Re  delinquencies. 

Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Attention  of  Mr.  Kevin  E.  Keegan,  Regional  Vice  President). 

Dear  Mr.  Keegan:  We  acknowledge  receipt  of  your  letter  regarding  de- 
linquencies. I  appreciate  sincerely  the  opportunity  afforded  me  to  discuss  our 
delinquency  problems  with  you  and  Mr.  Bickford. 

As  I  explained  to  j-ou,  well  over  90%  of  the  mortgages  which  we  are  servicing 
for  FN  MA  cover  one  and  two-family  homes  located  in  the  so-called  "inner-core" 
areas.  Thus,  in  Brooklyn,  a  majoritj'  of  our  loans  are  located  in  the  Bedford- 
Stuyvesant,  East  New  York,  Brownsville  and  Bushwick  sections.  In  these  areas 
we  originate  more  mortgages  than  all  of  our  competitors  combined. 

Credit  restrictions  have  been  modified  by  the  Federal  Housing  Administration 
so  as  to  encourage  and  enable  disadvantaged  persons  living  in  "hard-core"  areas 
to  become  homeowners.  Because  of  their  limited  resources  and  lack  of  experience 
as  homeowners,  there  results  a  greater  incidents  of  default. 

We  are  making  very  serious  and  concentrated  efforts  to  lower  our  delinquency 
rate.  We  have  temporarily  transferred  six  mortgage  solicitors  to  the  field  to  visit 
delinquents  in  order  to  induce  them  to  correct  their  delinquencies.  We  are  attempt- 
ing to  determine  whether  this  saturation  process  will  bring  better  results.  We  are 
also  adding  to  our  payroll  three  experienced  collection  men  who,  after  receiving 
office  training,  will  relieve  our  mortgage  solicitors  and  be  added  to  our  present 
group  of  field  delinquency  men. 

Our  "delinquency  chasers"  have  difficulty  in  calling  on  delinquent  mortgagors 
since  both  husband  and  wife  mortgagors  are  usually  employed  so  that  they  can 
only  be  seen  after  6:30  P.M.  or  on  weekends. 

However,  because  these  areas  have  received  adverse  publicity,  our  field  men 
are  reluctant  to  go  in  these  neighborhoods  after  dark  and  their  collection  efforts 
are  seriously  impeded.  Where  telephones  exist,  we  telephone  delinquents  but 
many  of  these  homes  lack  telephones,  and  others  have  unlisted  telephones. 

We  are  enclosing  a  form  letter  which  is  sent  to  each  mortgagor  about  fifteen 
days  after  closing  of  title.  We  send  these  letters  because  we  believe  that  at  the 
closing,  so  much  is  being  transacted  that  the  instructions  of  our  closers  as  to  the 
vital  importance  of  making  their  monthly  payments  promptly,  is  not  absorbed. 

As  indicated,  we  will  do  our  utmost  to  reduce  the  delinquency  rate  and  we  sin- 
cerely hope  and  believe  that  our  efforts  in  this  regard  will  produce  improvement. 
However,  may  we  respectfully  point  out  that  the  suspension  of  our  privilege  of 
bidding  and  the  bidding  of  other  mortgage  bankers  placing  loans  in  the  same  area, 
in  the  weekly  FNMA  auctions  will  materially  affect  the  ability  of  the  "disadvan- 
taged," to  improve  their  lot  by  acquiring  home  ownership.  It  would  therefore  be 
unfortunate  if  one  department  of  the  Government  should  shut  the  door  to  the 
"disadvantaged"  by  refusing  to  purchase  their  loans.  This  is  precisely  what  would 
happen  in  the  Brooklyn,  Queens  and  Bronx  areas  where  more  than  90%  of  the 
mortgages  are  originated  by  mortgage  bankers. 

May  I  also  point  out  that  it  is  not  the  quality  of  our  servicing  but  rather  the 
quality  of  the  mortgages  which,  as  an  approved  FHA  Mortgagee,  and  in  ac- 
cordance with  the  Government's  wishes,  we  should  accept.  We  service  mortgages 
for  a  number  of  banking  institutions  in  addition  to  the  FNMA  and  all  of  these 
institutions  are  well  satisfied  with  the  quality  of  our  servicing.  Just  last  week,  a 
savings  bank  in  the  North  Central  area  of  New  York  State  have  indicated  their 
wish  to  transfer  the  servicing  of  four  million  dollars  of  their  loans  in  Metropolitan 
New  York  to  us,  provided  they  can  effect  an  amicable  termination  with  their 
other  servicers.  We  believe  this  speaks  well  of  our  servicing  ability. 

We  are  loath  to  reduce  our  origination  of  mortgages  in  the  "hard-core"  areas 
where  the  demand  for  mortgages  is  so  great.  However,  if  you  are  of  the  opinion 
that  such  action  is  required  of  us,  we  will  naturally  abide  by  your  decision.  How- 
ever, we  repeat  our  assurance  that  we  will  make  every  possible  effort  to  reduce  our 
delinquency  rate. 

Yours  sincerely, 

Edwin  Katz, 
Chairman  of  the  Board. 

P-S. — This  is  a  duplicate  of  the  copy  as  the  original  copy  was  not  clear  enough 
to  xerox. 
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Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  June  8,  1971. 
Re  $200,000.00  8%  loans.  Price,  101/2%— Expires  6-13-71;  }{  of  1%  nonrefund- 
able commitment  fee. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

We  agree  to  purchase  from  United  Institutional  Servicing  Corp.  $200,000.00 
F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a  price  of  101}^% 

on  loans  located  in subject  to  a  Vz  of  1%  nonrefundable  commitment 

fee,  with  servicing  release  to  Inter-Island  Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

June  13,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  descril:)ed,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  bj'  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  bj^  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  i)remises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 

Inter-Island  Mortgage  Corp., 

Jamaica,  N.Y.,  May  27,  1971. 

Re  $100,000  87o  FHA  and  VA  loans  expires   6-15-71— Price   101%,  Vi  of  1% 

nonrefundable  commitment  fee. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

We  agree  to  purchase  from  United  International  Servicing  Corp.  $100,000.00 
F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a  price  of  10112% 
on  loans  located  in  Queens,  Nassau,  Suffolk,  and  Brooklyn  subject  to  a  H  of  1  % 
non  refundable  commitment  fee,  with  servicing  release  to  Inter-Island  Mortgagee 
Corp. 

You  will   deliver  to   our  office   at   90-04    161st   Street,   Jamaica,    New   York 

11432 days  of  this  commitment  the  following  documents,  no  later 

than  June  15,  1971: 
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(a)  original  bond  (b)  a  certified  copj^  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  PoUcy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage ;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described ;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  .you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
j^ou  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote.   Preaidpnt 


Inter-Island  Mortgage  Corp., 

Jamaica,  N.Y.,  May  20,  1971. 

Re  $350,000.00  8><%  Loans,  Expires  6-15-71,  Price  105%,  H  of  1  %  nonrefundable 
commitment  fee. 

United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

We  agree  to  purchase  from  United  Institutional  Servicing  Corp.  $350,000.00 
F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a  price  of  105% 
on  loans  located  in  Queens,  Brooklyn,  Nassau  &  Suffolk  subject  to  a  >^  of  1  %  non 
refundable  commitment  fee,  with  servicing  release  to  Inter-Island  Mortgagee  Corp. 

You  will   deliver  to  our  office  at  90-04    161st  Street,   Jamaica,    New    York 

11432 days  of  this  commitment  the  following  documents,  no  later 

than : 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Pohcy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  vaHd  first  hen  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Pohcy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  i)aid  and  (h)  copies  of  all  other  documents 
requir(;d  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  dehvery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you ;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 
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The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  (jf  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon ;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty-  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  to  that  we  may  make  arrangements  for  closing. 
Verj^  truly  yours, 

Stanley  Sirotp:,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  May  10,  1971. 
Re  $500,000.00  7%  Loans,  Expires  August  15,  1971,  Price  97}^%  plus  ^<  of  1% 

non  refundable  commitment  fee. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 
(Attention  of  Edwin  Katz) . 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp.  $500,000.00  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes 
at  a  price  of  97}^%  on  loans  located  in  Queens,  Nassau  &  Suffolk,  subject  to  a 
}{%  non  refundable  commitment  fee,  with  servicing  release  to  Inter-Island 
Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

August  15,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  Insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  paj^  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 
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Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  ydurs, 

Stanley  Sirote,  President. 

Inter-Island  Mortgage  Corp., 

Jamaica,  N.Y.,  May  10,  1971. 
Re  $500,000.00  8}^  Loans,   Expires  June   15,   1971— Price   105>i  >^  of  1%  non- 
refundable commitment  fee. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 
(Attention  of  Edwin  Katz). 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp.  $500,000.00  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes 
at  a  price  of  105}^%  on  loans  located  in  Queens,  Nassau  &  Suffolk  subject  to  a 
){%  non  refundable  commitment  fee,  with  servicing  release  to  Inter-Island 
Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

June  15,   1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  j^our 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage ;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  j'ou  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  Insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copj^  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  March  19,  1971. 
Re  $350,000  FHA  cfe  VA  Mortgages  in  the  Five  Boroughs  and  Nassau  &  Suffolk 

on  8V2%  mortgages  only. 
Mr.  Edwin  Katz, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp.  $350,000.  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes 
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at  a  price  of  105^2%  on  loans  located  in  five  boroughs  and  Nassau  and  Suffolk, 
subject  to  a  y^  of  1%  nonrefundable  commitment  fee,  with  servicing  release  to 
Inter-Island  Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

June  30,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  da3's  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Inter-Isl.\nd   Mortgagee   Corp., 

Jamaica,  N.Y.,  March  19,  1971. 
Re  $250,000.  FHA  &  VA  Mortgages  in  the  Five  Boroughs,  Nassau  &  Suffolk  on 

!}{%  mortgages  only. 
Mr.  Edwin  Katz, 
New  York,  N.Y. 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  S  rvicing 
Corp.  $250,000  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  ho>  es  at  a 
price  of  10014%  on  loans  located  in  the  five  boroughs,  Nassau  &  Suffolk,  ubject 
to  a  ^2  of  \%  non  refundable  commitment  fee,  with  servicing  release  to  ^  ter- 
Island  Mortgagee  Corp. 

You   will   deliver  to   our  office   at   90-04    161st   Street,    Jamaica,    New    York 

11432 days  of  this  commitment  the  following  documents,  no  later  than 

June  30,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  vahd  first  hen  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than' the  principal  of  the  said  note  (d)  survey  (e)  PoUcy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
i  nsurance  certificate. 
83-703  0—73- 
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It  is  understood  that  you  warrant  that  upon  deliver}^  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  vaUd  first  Hen  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attornej-  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  ^'eterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Pa3'ment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  March  11,  1971. 
Re  $1,500,000.  FHA  &  VA  mortgages  in  Queens,  Nassau  &  Suffolk  on  8}4%  mort- 
gage loans. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 
(Attention  of  Mr.  Edward  Katz) . 

We  agree  to  purchase  from  United  Institional  Servicing  Corp.  $1,500,000 
F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a  price  of  105)-^% 
on  loans  located  in  Queens,  Nassau  &  Suffolk  subject  to  a  )^  %  of  1  %  non  refundable 
commitment  fee,  with  servicing  release  to  Inter-Island  Mortgages  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  as  follows:  $500,000 

by  April  1.5,  $500,000.  by  May  15,  $500,000.  by  June  15,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  One  retained  by  you  and  whose 
brokerage  commission  will  be  imid  by  you;  and  j'ou  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  \'eterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 
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Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  bj-  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  hrst  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  nK)rtgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Rider  Attached  to  and  Made  Part  of  Commitment  Letter  Dated  March 
11th,  1971  Inter-Island  Mortgagee  Corp. 

qualification  of  individual  mortgages 

These  mortgages  will  be  purchased  without  further  qualification  other  than 
they  be  fully  guaranteed  by  the  VA  or,  in  other  words,  there  be  no  impairment 
in  the  dollar  guaranty  of  the  Veteran-Borrower,  and  the  FHA  mortgages  shall 
be  fully  insured. 

We  agree  to  the  above  amendment  to  commitment  letter  dated  March  11,  1971. 

Inter-Island  Mortgagee  Corp., 

By ,  President. 

Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  March  8,  1971. 
Re  Purchase  $400,000.  FHA/VA  Mortgage  Loans  8^2%. 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 
(Attention  of  Mr.  Eddie  Katz) . 

We  agree  to  purchase  from  United  Institutional  Servicing  Corp.  $400,000. 
F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a  price  of  106% 
on  loans  located  in  Nassau,  Suffolk,  Kings,  Queens,  Bronx,  Richmond,  West- 
chester, and  Rockland  subject  to  a  1%  non  refundable  commitment  fee,  with 
servicing  release  to  Inter-Island  Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

April  30,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
polic.v  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policj^  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage ;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  bj^  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
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161st  Street  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided  w4  agree  to  pav  and  you  agree  to  accept  an  amount  equal  to  the  amount 
spedfied  on  thi  first  pag^e  of  this  letter  plus  accrued  mterest  therem,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
vou  or  your  designee  at  the  time  of  the  dehvery  of  the  documents. 
^  PlelsKndicate  your  acceptance  of  this  offer  by  returmng  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closmg. 

Very  truly  yours,  Stanley  Sirote,  President. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  January  28,  1971. 

Mr.  Stanley  Sirote, 

President,  Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.  ,  j  +  j   t 

Dear  Mr.  Sirote:  We  return  herewith  your  commitment  letter  dated  Janu- 
ary 25th,  1971  regarding  the  purchase  of  $1,000,000.00  FHA/VA  Mortgage  Loans 
together  with  ouf  check  to  your  order  in  the  sum  of  $5,000  as  commitment  fee. 

In  accordance  with  our  conversation  the  following  paragraph  is  to  be  con- 
sidered as  an  amendment  to  said  commitment  letter:  u       a 

''QuaUfication  of  Individual  Mortgages-These  mortgages  will  be  purchased 
without  further  qualification  other  than  they  be  fully  guaranteed  by  ^^5, VA  or, 
in  other  words,  there  be  no  impairment  in  the  dollar  guaranty  of  the  Veteran- 
Borrower,  and  the  FHA  mortgages  shall  be  fully  insured. 

Please  sign  a  copy  of  this  letter  as  evidence  of  your  acceptance  of  the  amend- 
ment to  the  commitment  and  return  to  the  undersigned. 

Yours  truly,  Bernard  S.  Roth,  President. 

We  do  hereby  agree  to  the  above  amendment  to  commitment  letter  dated 
January  25,  1971. 

Inter  Island  Mortgagee  Corp., 
By ,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  January  25,  1971. 

Re  Purchase  $1,000,000.00  FHA/VA  Mortgage  Loans. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y. 

(Attention  of  Bernard  Roth,  President). 

Dear  Mr  Roth:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp  ,  $1,000,000.00  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family 
homes  at  a  price  of  103i/^%  on  loans  located  in  Nassau,  Suffolk,  Kings,  Queens, 
Bronx,  Richmond,  Westchester  &  Rockland  subject  to  a  i/^%  non  refundable 
commitment  fee,  with  servicing  release  to  Inter-Lslaud  Mortgagee  Corp. 

You  will  deliver  to  our  ofl^ce  at  90-04  161st  Street,  Jamaica,  New  York  1143^ 
within  approximately  150  days  of  this  commitment  the  following  documents,  no 
later  than  June  30,  1971:  ,    ,  ^  „„j  „ 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  uKjrtgage  and  a 
duly  executed  assignment  thereof  (c)  PoUcy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  saia 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than" the  principal  of  the  said  note  (d)  survey  (e)  PoUcy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  btandara 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate.  ,,v  ,,    , 

It  is  understood  that  vou  warrant  that  upon  dehvery  of  this  mortgage  (1)  tnat 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  1-) 
that  there  are  no  defaults  under  tli(>  terms  of  said  mortgage;  (;-.)  that  the  amount 
of  principal  owing  bv  the  mortgagor  as  shown  on  the  transcript  ot  inortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  tliere 
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are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y. 

Re  $2.50,000  FHA  and  VA  mortgages  in  the  five  boroughs,   Nassau,  and  Suffolk 

on  8  percent  mortgages  only. 
Mr.  Edwin  Katz, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp.  $250,000  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at 
a  price  of  102;^%  on  loans  located  in  the  five  boroughs,  Nassau  &  Suffolk,  subject 
to  a  5-^  of  1%  non  refundable  commitment  fee,  with  servicing  release  to  Inter- 
Island  Mortgagee  Corp. 

You  will  dehver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  than 

June  30,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  PoUcy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policjr  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than' the  principal  of  the  said  note  (d)  survey  (e)  PoUcy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  your 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  vahd  first  hen  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  b.y  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  by  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  "title  and  interest  effecting  the  mortgage  prernises 
and  mortgage  thereon ;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  Veterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Str3et,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provide  .,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
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specified  on  the  first  page  of  this  letter  phis  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y. 

Re  $250,000  FHA  and  VA  mortgages  in  the  five  boroughs,  Nassau,  and  Suffolk  on 

7  percent  mortgages  only 
Mr.  Edwin  Katz, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  We  agree  to  purchase  from  United  Institutional  Servicing 
Corp.  $250,000  F.H.A.  and  V.A.  mortgage  loans  on  one  to  four  family  homes  at  a 
price  of  97J^%  on  loans  located  in  the  five  boroughs,  Nassau  &  Suffolk,  subject  to  a 
/^  of  1%  nonrefundable  commitment  fee,  with  servicing  release  to  Inter-Island 
Mortgagee  Corp. 

You  will  deliver  to  our  office  at  90-04  161st  Street,  Jamaica,  New  York  11432 

days  of  this  commitment  the  following  documents,  no  later  tnan 

June  30,  1971: 

(a)  original  bond  (b)  a  certified  copy  of  the  original  recorded  mortgage  and  a 
duly  executed  assignment  thereof  (c)  Policy  of  Title  Insurance  insuring  that 
said  mortgage  is  a  valid  first  lien  on  the  property  therein  described,  which  said 
policy  shall  insure  as  mortgagee  the  holder  of  said  note  for  an  amount  not  less 
than  the  principal  of  the  said  note  (d)  survey  (e)  Policy  of  fire  insurance  with 
extended  coverage  with  loss  payable  to  us  as  mortgagee  under  the  Standard 
Mortgagee  Clause  attached  thereto  (f)  Statement  of  mortgage  account  (g)  j'our 
certificate  that  all  taxes  have  been  paid  and  (h)  copies  of  all  other  documents 
required  by  Federal  Housing  Administration  so  that  it  may  issue  its  mortgage 
insurance  certificate. 

It  is  understood  that  you  warrant  that  upon  delivery  of  this  mortgage  (1)  that 
said  mortgage  constitutes  a  valid  first  lien  on  the  property  therein  described;  (2) 
that  there  are  no  defaults  under  the  terms  of  said  mortgage ;  (3)  that  the  amount 
of  principal  owing  by  the  mortgagor  as  shown  on  the  transcript  of  mortgage 
account  is  the  then  outstanding  unpaid  principal  of  the  said  note;  that  there 
are  no  brokers  in  this  transaction,  except  the  one  retained  by  you  and  whose 
brokerage  commission  will  be  paid  by  you;  and  you  will  hold  us  harmless  from 
any  and  all  claims  for  brokerage. 

The  foregoing  Agreement  to  purchase  is  subject  to  the  following:  (1)  approval 
by  us  of  the  various  documents  described;  (2)  approval  b_v  us  of  the  title  to  the 
mortgaged  premises  and  security  given  at  the  time  of  closing,  and  of  its  purchase 
by  us,  and  all  matters  of  right,  title  and  interest  effecting  the  mortgage  premises 
and  mortgage  thereon ;  (3)  approval  by  our  attorney  of  all  of  the  papers  submitted 
and  the  fact  that  in  his  opinion  the  loan  is  eligible  for  the  \'eterans  Administration 
loan  guaranty  or  Federal  Housing  Administration  Mortgage  insurance  Certificate. 

Upon  receipt  of  the  documents  herebefore  mentioned  at  our  office  at  90-04 
161st  Street,  Jamaica,  New  York  11432  and  after  their  acceptance  by  us  as  herein 
provided,  we  agree  to  pay  and  you  agree  to  accept  an  amount  equal  to  the  amount 
specified  on  the  first  page  of  this  letter  plus  accrued  interest  therein,  as  payment 
in  full  for  the  sale  of  such  mortgage  loan  to  us.  Payment  shall  be  made  by  us  to 
you  or  your  designee  at  the  time  of  the  delivery  of  the  documents. 

Please  indicate  your  acceptance  of  this  offer  by  returning  an  executed  copy  to 
us  within  ten  (10)  days  so  that  we  may  make  arrangements  for  closing. 
Very  truly  yours, 

Stanley  Sirote,  President. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Bhim,  any  questions? 

Mr.  Blum.  Mr.  Katz,  let  us  first  ask  you  a  couple  of  questions  about 
the  history  of  United  prior  to  the  purchase  of  its  parent  company  by 
the  Empire  National  Bank. 
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In  the  early  1960's  did  United  engage  in  making  conventional  mort- 
gage loans  in  Brooklyn  and  Queens? 

Mr.  Katz.  We  did. 

Mr.  Blum.  Did  originate  and  service  these? 

Mr.  Katz.  Originated  and  serviced  conventional  mortgages. 

Mr.  Blum.  Who  did  it  sell  the  conventional  mortgages  to? 

Mr.  Katz.  Primarily  to  upstate  savings  banks.  Do  you  want  the 
specific  banks? 

Mr.  Blum.  Some  specific  ones. 

Mr.  Katz.  Rhinebeck  Savings  Bank,  that  is  in  Rhinebeck,  N.Y.; 
City  and  County  Savings  Bank  in  Albany;  the  Mechanics  Exchange 
in  Albany;  the  Amsterdam  Savings  Bank  in  Amsterdam;  the  Rome 
Savings  Bank. 

Mr.  Blum.  Essentially,  these  were  smaller  savings  banks  in  up- 
state communities? 

Mr.  Katz.  With  one  exception,  Erie  County  which  is  in  Buffalo, 
which  is  a  sizable  bank,  which  was  the  only  exception. 

Mr.  Blum.  Who  in  the  company  had  the  responsibility  of  handling 
the  sales  to  those  banks  at  that  time?  Was  that  your  responsibility? 

Mr.  Katz.  That  was  my  responsibility. 

Mr.  Blum.  You  did  not  handle  the  servicing  of  them  though,  did 
you? 

Mr.  Katz.  No. 

Mr.  Blum.  You  had  no  relationship  on  servicing? 

Mr.  Katz.  No. 

Mr.  Blum.  What  was  the  size  of  United's  conventional  mortgages 
servicing  portfolio  in  about  1965?  Do  you  have  a  rough  estimate  of 
that? 

Mr.  Katz.  I  would  say  about,  in  1965,  about  $45  million. 

Mr.  Blum.  That  is  the  conventional? 

Mr.  Katz.  Of  that,  only  $8  million  were  conventional. 

Mr.  Blum.  Was  there  a  developing  problem  of  those  conventional 
loans  as  neighborhoods  in  Brooklyn  began  to  deteriorate  with  dis- 
turbances in  1967? 

Mr.  Katz.  As  you  say,  the  neighborhoods  deteriorrted.  There  oc- 
curred from  time  to  time  abandonment.  There  were  occasions  where 
houses  were  not  kept  properly,  and  there  were  a  large  number  of  de- 
faults. 

Mr.  Blum.  What  happened  when  something  like  that  would  occur, 
and  you  would  notify  one  of  these  savings  banks  that  held  the  mort- 
gage that  the  mortgage  was  now  in  some  sort  of  d  fficulty? 

Did  you  discuss  ways  of  getting  out  of  that  difficulty? 

Mr.  Katz.  Some  of  the  institutions — and,  incidentally,  they  were 
all  inspected  by  their  trustees.  This  was  not  a  paper  buy.  They  Icoked 
at  each  and  every  one  of  the  houses  before  they  bought  them. 

Some  of  the  institutions,  realizing  the  problems  that  had  arisen  and 
that  future  problems  would  arise,  asked  us  if  we  could  sell  their  entire 
portfolios  at  substantial  discounts.  This  we  were  unable  to  do. 

However,  with  the  relaxation  of  requirements  by  FHA  at  a  later 
date,  many  of  these  loans,  particularly  the  2-  to  4-famil3^  houses,  be- 
came eligible  for  FHA  insurance. 

Mr.  Blum.  And  that  is  called  in  the  trade  a  conversion,  is  it  not? 
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Mr.  Katz.  Yes. 

Mr.  Blum.  Where  you  take  the  conventional  mortgage  and  replace 
it  with  an  FHA  insured  or  VA  mortgage. 

Mr.  Katz.  What  usually  happened  was  the  mortgage  was  sold  by 
the  bank — not  usually,  but  in  many  instances,  it  was  sold  by  the 
bank  to  someone,  to  an  operator,  speculator,  or  call  him  what  you 
wish.  And  refinancing  took  place  thereafter. 

In  some  instances,  the  mortgages  were  held  until  such  time  as  FHA 
mortgages  replaced  them,  and  then  the  bank  was  paid  off. 

Mr.  Blum.  And  the  ke}^  to  this  process  was  taking  place,  was  an 
opening  of  the  door  to  the  new  programs  you  felt,  in  1968,  when  HUD 
seemed  to  relax  these  standards? 

Mr.  Katz.  HUD  actually  relaxed  the  standards. 

Mr.  Blum.  Would  you  mind  tracing  for  the  subcommittee  the 
histor}^  of  the  Delta  Capital  Corp.? 

Mr.  Katz.  The  Delta  Capital  Corp.  was  formed,  primarily,  to  meet 
competition  with  another  institution  who  had  another  company 
which  was  making  interim  loans. 

We  found  that  our  brokers  and  our  operators  were  demanding  these 
loans,  and  said,  "If  3^ou  cannot  give  them  to  us,  why,  we  will  go  to  a 
company  that  can." 

Mr.  Blum.  I  take  it,  then,  that  other  company  was  Eastern  Service 
Corp. 

Mr.  Katz.  Jet  Warehouse,  which  is  a  subsidiar}'  of  Eastern  Service. 

We  did  this  reluctantly,  because  it  was  not  the  type  of  business  we 
wanted  to  be  in.  And  the  company  was  formed  with  a  small  capital  to 
meet  the  requirements,  the  immediate  requirements  at  that  time.  I 
think  the  capital  was  something  like  $50,000. 

However,  the  demand  grew  a  great  deal  and  the  capital  was  in- 
creased to  $80,000  antl  still  this  was  not  sufficient,  and  we  then 
sought  outside  sources. 

Mr.  Blum.  By  outside  sources,  you  mean  individuals? 

Mr.  Katz.  Individuals,  which  included  individuals  within  the 
company,  individuals  without  the  company  and,  I  might  say  at  this 
time  if  I  may 

Mr.  Blum.  Yes,  sir;  please  do. 

Mr.  Katz.  An  article  appeared  in  the  Times  this  morning  which 
would  give  the  impression  that  I,  myself,  and  my  family  profited  a 
great  deal  through  the  Delta  operation. 

I  received  interest  of  15  percent  on  the  moneys  that  we  had  out- 
standing, which  sounds  like  a  lot.  But  due  to  the  fact  that  I  am  in 
the  upper  brackets  which  are  fairly  high,  I  could  have  done  much 
better  by  going  into  New  York  City  bonds  at  the  7.25  to  7.50  per- 
cent rate. 

I  did  this  primarily  to  promote  the  business  for  the  comi)an3',  rather 
than  for  the  })rofit  arising  out  of  it. 

Mr.  Blum.  Let  me  go  back  to  the  question  of  the  amount  you 
received.  The  loans,  we  were  told,  made  to  the  operators  at  rates  of 
18,  21  percent.  You  received  15  percent.  Where  did  the  other  money 
go?  What  happened  to  that  differential? 

Mr.  Katz.  Originally,  the  rates  were  18  percent,  and  thev  were 
later  increased  to  21  i)ercent.  These  were  short-term  loans.  They  were 
supposed  to  be  short,  but  sometimes  they  ran  long. 
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There  was  a  lot  of  paperwork  that  was  involved  in  the  closing,  and 
the  servicing  during  that  period  of  time.  And  Delta  Capital  retained 
3  percent  for  its  services. 

j\Ir.  Blum.  We  received  for  the  record  yesterday  the  interim  lend- 
ing records  of  Delta.  There  is  a  comment  in  the  record  that  they  had 
a  guarantee  of  3  percent.  What  did  that  mean? 

Mr.  Katz.  Since  I  did  not  desire  or  have  the  opportunity  of  exam- 
ining these  proi:)erties,  one  of  the  officers  of  the  company  who  was 
much  more  familiar  with  this  area  agreed  to  insure  me  against  loss 
for  the  other  3  percent. 

In  other  words,  when  the  rate  was  18  percent.  Delta  did  not  receive 
anything.  When  it  went  to  21  percent,  which  we  raised  it  for  that 
reason,  Delta  received  3;  the  other  officer  received  3  percent  for  his 
guarantee;  and  I  received  15  percent,  net. 

Mr.  Blum.  And  the  other  officer  was  Bernard  Roth? 

Mr.  Katz.  That  is  correct. 

Mr.  Blum.  You  mentioned  that  these  loans  were  made  to  benefit 
the  corporation.  I  take  it  that  whenever  one  of  these  interim  loans 
were  made,  the  eventual  FHA  mortgage  was  placed  with  United. 

Mr.  Katz.  That  is  true.  The  original  plan,  sometimes  it  did  not 
work  out,  was  that  they  would  not  receive  more  than  one  loan  for 
every  10  loans  they  closed  with  us. 

Now,  in  some  instances  where  we  dealt,  there  was  less  than  1  every 
10.  But  there  were  many  instances  where  they  were  more  than  the 
average  of  10  percent. 

Mr.  Blum.  So  it  was  only  a  limited  number  of  transactions  where 
they  would  get  that  interim  financing? 

Mr.  Katz.  Correct. 

Mr.  Blum.  If  3'ou  bring  us  10  deals,  we  will  be  able  to  finance  you 
on  one? 

Mr.  Katz.  That  is  correct;  although,  as  I  say,  this  rule  was  not 
adhered  to  strictly.  But  it  still  was — the  number  of  loans  we  received 
were  far  more  than  the  number  of  Delta  loans. 

Mr.  Blum.  I  gather  in  those  other  instances,  the  broker  did  not 
have  to  actually  close  to  buy  the  house.  He  either  put  down  a  deposit 
on  the  contract,  or  arranged  a  simultaneous  closing,  the  double 
closing  as  it  is  called,  and  he  did  not  need  the  interim  financing. 

Mr.  Katz.  Yes;  that  U  right. 

Mr.  Blum.  Then  Delta  was  owned  by  the  same  shareholders  as 
United,  was  it  not  at  the  time  of  its  formation? 

Mr.  Katz.  No.  There  were  many  of  the  shareholders  in  United 
that  were  shareholders  of  Delta.  The  proportions  of  interest  were 
different,  and  there  were  some  shareholders  of  Delta  who  were  not 
shareholders  of  United. 

Mr.  Blum.  Arcs  purchased  United.  A-VTiat  was  the  date  of  that? 

Mr.  Katz.  May  22,  1969. 

Mr.  Blum.  And  it  did  not  purchase  Delta  at  that  time.  The  share- 
holders of  Delta  still  retained  Delta;  is  that  correct? 

Mr.  Katz.  When  Arcs  purchased  United,  they  had  an  option  to 
purchase  Delta,  and  that  was  part  of  their  contract. 

Mr.  Blum.  The}-  did  not  exercise  their  first  option.  They  only 
exercised  it  later  on. 
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Mr.  Katz.  They  exercised  it  before  the  option  ran  out. 

Mr.  Blum.  When  did  the}^  exercise  it? 

Mr.  Katz.  In  January  of  1971. 

Mr.  Blum.  That  woukl  be  about  8  months  prior  to  negotiations 
for  sale  to  Empire  National;  is  that  correct? 

Mr.  Katz.  That  is  correct. 

Mr.  Blum.  Was  that  exercise  of  the  option  in  anticipation  of  the 
sale  of  United? 

Mr.  Katz.  No.  It  was  because  there  was  a  conflict  of  interest  due 
to  the  fact  that  Delta  was  also  an  approved  mortgagee,  and  it  would 
be  possible  for  the  principals  of  the  company  to  operate  for  their  own 
benefit. 

It  was  not  done  that  way.  Arcs  had  to  do  it  because  if  they  did  not 
exercise  the  option,  there  was  no  way  of  preventing  us  from  doing 
it  in  the  future. 

Mr.  Blum.  When  did  Arcs'  officials  become  aware  of  United's 
trouble  with  FNMA? 

Mr.  Katz.  We  received  a  letter  from  FNMA  advising  us  of  proba- 
tion in  the  early  part  of  April.  I  think  it  was  April  12,  1969,  at  which 
time  negotiations — April  11,  1969,  at  which  time  negotiations  were 
going  on  with  Arcs  for  the  sale  of  the  company. 

We  called  the  letter  to  their  attention,  and  they  provided  in  their 
contract  certain  escrow  funds  to  be  held  in  connection  with  the  sale 
of  the  company. 

Mr.  Blum.  Did  Arcs  ever  indicate  that  one  of  the  reasons  it  was 
selling  United  was  the  difficulty  it  was  having  with  FNMA  and  the 
indications  that  it  may  have  been  in  trouble  at  United?  Was  that  a 
reason  for  Arcs'  selling  the  company,  to  3"our  knowledge? 

Mr.  Katz.  No;  that  was  not  the  reason. 

The  reason  that  Arcs  sold  Capital  Ventures,  the  holder  of  the  two 
companies,  was  due  to  the  fact  that  they  had  acquired  a  Wall  Street 
house  known  as  Sassower,  Jacobs  &  Schneider,  and  the  New  York 
Stock  Exchange  provided  they  could  only  buy  20  percent  of  that 
company  as  long  as  the  total  income  from  the  Wall  Street  operation 
was  less  than  the  income  from  their  other  companies.  And  since  the 
Wall  Street  operation,  the  gross  profit,  the  net  profit  is  ver}^  close  to 
the  total  income  the  various  companies  held  by  Arcs  far  exceeded  the 
amount  of  the  income,  the  gross  income,  of  Sassower,  Jacobs  & 
Schneider. 

Arcs  had  disposed  of  Belmont  Electronics,  and  another  Arcs 
comjjany.  I  do  not  remember  the  exact  name  of  it.  They  had  disposed 
of  Tri-Can  Perforators  and  ourselves.  They  had  disposed  of  all  of 
their  subsidiaries  in  order  to  enter  into  this  deal  with  Sassower, 
Jacobs  &  Schneider.  And  they  disposed  of  them  all  approximately  at 
the  same  time;  Tri-Can  being  their  latest  one,  which  was  very  recent. 

Mr.  Blum.  Was  United  audited  frequently  by  FHA? 

Mr.  Katz.  Not  frequently.  It  was  once  every  4  or  5  years. 

Mr.  Blum.  And  what  would  that  audit  attempt  to  determine? 

Mr.  Katz.  Escrow  money,  charges,  yes;  that  was  the  ])rincipal 
thing. 

Mr.  Blum.  You  were  never  audited  to  determine  the  quality  of 
your  processing  or  sampled  to  see  what  your  procedures  were  in 
processing  or  matters  of  that  nature? 
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Mr.  Katz.  Not  to  my  knowledge. 

Mr.  Blum.  Was  United  ever  reprimanded  or  criticized  by  FHA? 

Mr.  Katz.  Well,  there  are  always  items  on  which  questions  were 
raised  as  to  the  propriety  of  certain  small  charges. 

Mr.  Blum.  This  would  be  in  the  course  of  the  audit? 

Mr.  Katz.  Well,  in  a  letter  that  was  written  in  the  course  of  the 
audit. 

Mr.  Blum.  Would  you  mind  describing  for  us  what  your  duties 
were  at  United  prior  to  your  illness?  What  was  your  function  at  the 
company? 

Mr.  Katz.  Well,  I  was  the  chief  executive  officer.  I  was  responsible 
for  the  entire  operation,  but  primarily  I  was  responsible  for  the  com- 
mercial bank  contacts,  savings  bank  contacts,  and  generally  the 
supervision. 

Mr.  Blum.  Did  your  duties  include  contacts  with  FHA  officials  in 
Hempstead? 

Mr.  Katz.  No. 

Mr.  Blum.  Did  they  include  contacts  with  brokers,  brokerage 
dealers,  and  operators? 

Mr.  Katz.  No. 

Mr.  Blum.  In  dealings  with  banks  who  purchased  mortgages,  did 
you  find  some  of  the  purchasing  banks  were  more  discriminating  than 
others  in  the  mortgages  they  purchased? 

Mr.  Katz.  Yes. 

Mr.  Blum.  Can  you  tell  us  what  it  means  when  a  bank  buys  an 
FHA  or  VA  mortgage  with  the  right  of  selection? 

Mr.  Katz.  Well,  each  bank  has  their  own  rules  and  regulations,  and 
the  right  of  selection  means  they  have  the  right  to  reject  a  mortgage 
which  you  offer  to  them. 

Banks  will  have  certain  rules  and  regulations  concerning  income. 
Some  banks  require  that  the  income  be  at  least  five  times  the  carrying 
charges.  Some  banks  will  include  a  wife's  income  if  she  is  a  registered 
nurse  or  some  profession  of  that  sort.  Other  banks  will  include  wife's 
income  if  she  is  of  an  age  where  she  is  not  likely  to  be  childbearing. 

Other  banks  will  include  a  wife's  income  where  she  has  children; 
where  the  mother  is  taking  care  of  them. 

Some  banks  accept  overtime  on  a  partial  basis.  Other  banks  refuse  to 
accept  it  at  all.  Then  the  banks  have  requirements  as  to  location  of 
properties.  Some  require  what  they  call  prime  area,  and  generally 
speaking,  a  prime  area  is  where  minorities  do  not  exist. 

They  also  restrict  the  number  of  families  in  the  house — a  preferable 
house  appears  to  be  a  one-family  house.  Some  banks  require  that  the 
houses  have  at  least  three  bedrooms  and  not  less  than  900  square  feet 
or  1,000  square  feet. 

These  are  the  various  types  of  requirements.  Each  one  varies  when 
they  are  buying  on  a  selective  basis. 

Mr.  Blum.  What  might  the  price  differential  be  for  the  right  of 
selection?  How  much  more  will  the  bank  buy  with  the  right  of  selec- 
tion? How  much  will  they  pay  for  a  mortgage  than  a  bank  that  will 
take  anything  you  have? 

Mr.  Katz.  That  would  depend,  in  part,  on  the  price  of  the  mort- 
gages. 

In  other  words,  where  the  discount  is  greater,  the  spread  becomes 
less  because  they  have  less  likelihood  of  loss. 
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If  you  are  selling  at  par,  and  you  have  a  bad  loan,  then  you  suffer  a 
substantial  loss  on  it. 

Mr.  Blum.  Is  there  a  premium  when  the  spread  is  quite  large? 

Mr.  Katz.  Yes.  In  the  case  of  a  discount  where  it  is  eight  points,  it 
does  not  have  to  be  that  great.  I  would  say  it  varies  somewhere  be- 
tween one-half  and  two  points,  depending  on  the  bank,  the  qualities 
they  demand,  and  the  times. 

Mr.  Blum.  When  a  bank  calls  you  and  says,  "We  would  like  to 
buy  $3  million  worth  of  prime  paper" — and  by  prime,  I  mean  prime 
locations — how  do  you  know  which  location  they  are  talking  about? 

Mr.  Katz.  Well,  probably  the  first  deal  we  make  with  them  we 
do  not  know  what  it  is,  and  we  submit  loans,  and  they  knock  out  a 
certain  group.  And  by  the  end  of  the  first  deal  we  know  what  they 
want. 

Mr.  Blum.  They  are  the  ones  that  decide  what  prime  location 
means  and  you  kind  of  sense  it  after  they  take  a  couple  of  offerings, 
and  you  know  the  next  time  around  when  they  say  prime,  they  mean 
an  area  where  there  are  no  Puerto  Ricans  or  blacks. 

Mr.  Katz.  That  is  correct. 

Mr.  Blum.  Can  you  explain  for  us  the  term  "yield  to  maturity"? 

Mr.  Katz.  When  mortgages  are  bought  at  a  discount,  the  deter- 
mination of  the  return  to  the  bank  is  based  on  the  interest  rate  that 
the  mortgage  bears,  plus  the  allocation  of  that  discount  over  a  period 
of  time. 

Generally  speaking,  most  banks  do  not  buy  on  yield  to  maturity. 
They  buy  on  a  12-year  payout  basis,  and  a  rough  calculation  is  that 
for  each  point  discount,  their  yield  is  increased  by  one-eighth  of  1 
percent. 

If  they  were  to  buy  at  96  a  7-percent  loan,  their  yield  would  be  7.5 
percent. 

Mr.  Blum.  If  the  loan  is  foreclosed  very  quickly,  though,  the  yield 
to  maturity  increases  sharply. 

Mr.  Katz.  If  the  loan  is  foreclosed  in  1  year  and  it  is  a  7-percent 
loan  and  they  bought  it  at  a  6-percent  discount,  the  yield  to  maturity 
is  13  percent,  less  expenses.  And  there  are  expenses.  There  is  a  loss  of 
interest  and  the  loss  on  foreclosure. 

Mr.  Blum.  There  are  expenses,  but  it  is  still  a  significantly  greater 
yield  than  perhaps  could  be  obtained  if  the  mortgage  ran  through  its 
term. 

Mr.  Katz.  That  depends  on  the  price  they  pay  for  it.  If  they  bought 
it  at  98,  the  answer  would  be  no. 

Mr.  Blum.  But  if  the  discount  is  deep  enough,  there  is  considerable 
profit  possibility. 

When  a  bank  asks  you  to  select  top  quality  paper  for  it,  how  do  you 
go  about  selecting  the  paper?  Is  that  pretty  much  the  process  you 
described,  you  try  some  of  them  and  see  how  it  sits? 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  Do  banks  which  buy  mortgages  for  servicing,  generally, 
insist  on  higher  quality  paper? 

Mr.  Katz.  I  would  generally  say  that  is  so.  It  is  a  generalization, 
but  generally  it  is  so  because  when  they  buy,  when  they  have  to  serv- 
ice themselves  they  want  as  few  servicing  problems  as  possible. 

Where  they  permit  us  to  service,  they  do  not  care  how  much  effort 
we  put  in.  They  care,  but  they  do  not  care  how  much  it  costs  us. 
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Mr.  Blum.  Will  FNMA  take  anything  you  put  at  its  door? 

Mr.  Katz.  At  one  time  we  submitted  loans  to  them  and  they  ap- 
proved both  location  and  credit,  and  I  would  say  it  was  probably 
around  19 — well,  it  was  just  before  the  auction  started. 

Mr.  Blum.  Before? 

Mr.  Katz.  Before  the  FNMA  auction  started,  that  they  then  said 
the  responsibility  for  the  quality  of  the  loan  is  on  the  originator.  "We 
will  take  anything  you  give  us,  but  you  see  that  they  are  good." 

Mr.  Blum.  In  effect,  they  said,  "If  it  has  the  FHA  or  VA  guarantee, 
we  will  take  it." 

Mr.    Katz.    Right. 

Mr.  Blum.  And,  as  a  consequence,  the  FNMA  price  for  mortgages, 
is  it  generally  lower  than  most  other  prices? 

Mr.  Katz.  It  depends.  At  the  present  time  it  is  lower.  It  has  been 
lower  for  quite  a  time.  I  would  say,  generally,  on  a  good  market — and 
when  I  say  a  good  market,  that  means  where  the  discounts  are  less — 
the  FNMA  price  is  usually  below  the  current  market. 

Where  the  market  is  bad,  the  FNMA  price  is  probably  above 
what  you  could  sell  a  comparable  mortgage  for  to  an  institution. 

Mr.  Blum.  Marketing  good  or  bad,  you  mean  the  availability  of 
funds? 

Mr.  Katz.  That  is  right,  which  determines  discount. 

This  is  the  purpose — to  provide  a  secondary  market  so  we  would 
not  have  the  bottom  fall  out. 

Mr.  Blum.  In  the  market  where  there  are  plentiful  funds,  is  there 
not  a  tendency  for  FNMA  to  become  a  dump  for  mortgages  that  no 
one  else  wants  to  buy? 

Mr.  Katz.  I  would  say  that  is  true. 

Mr.  Blu.m.  In  your  statement  you  recount  the  events  leading  to 
the  suspension  of  United  by  FNMA.  You  say  the  head  of  your 
collection  department  reported  delinquencies  of  8  percent,  and  they 
were  later  discovered  to  be  18  percent.  You  were  later  surprised. 

Would  you  not  be  able  to  tell  immediately  by  looking  at  the  com- 
pany's cash  balance  and  the  size  of  the  checks  to  FNMA? 

Mr.  Katz.  I  do  not  believe  we  could  have,  because  we  were  selling 
a  large  number  of  mortgages  to  FNMA  each  month.  I  would  say 
probably  it  was  an  average  of  $3  million  a  month  to  FNMA.  So  you 
really  could  not  tell  by  looking  at  it. 

But  it  could  have  been  determined  very  easily  by  taking  our  tab 
runs  and  checking  them  out.  Now^  this  was  not  done. 

A  summary  sheet  prepared  by  the  collection  man  was  accepted  and, 
in  addition  to  which,  FNMA  had  a  regulation  that  where  forebear- 
ance  is  granted  on  a  loan  it  need  not  be  treated  as  a  delinquency. 

The  collection  head  just  put  down  forebearance,  in  almost  every 
instance.  I  think  if  you  really  analyzed  it,  you  will  find  the  8  percent 
is  correct.  But  he  just  wrote  "forebearance." 

Forebearance  under  FNMA  means  an  actual  agreement  between 
the  mortgagor  and  the  servicer  whereby  the  arrears  will  be  liquidated 
over  a  period  of  time,  and  \vith  a  certification  or  statement  by  the 
servicer  that  they  feel  this  forebearance  will  result  in  the  actual 
bringing  of  the  loan  current. 

But  our  man  just  put  forebearance,  and  that  was  all. 

Mr.  Blum.  He  did  not  have  an  agreement,  in  other  words? 
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Mr.  Katz.  He  may  have  had  a  few  agreements,  but  not  a  material 
number. 

Mr.  Blum.  What  was  the  name  of  the  fellow  who  headed  the 
collection  department  who  disappeared? 

Mr.  Katz.  John  Cory. 

Mr.  Blum.  Did  FNMA  ever  raise  questions  with  you  about  the 
handling  of  escrow  funds;  that  is,  tax  escrow  funds,  particularly 
those  to  be  paid  to  the  city  of  New  York? 

Mr.  Katz.  No,  they  did  not.  They  assumed  everything  was  in  order. 

Mr.  Blum.  Was  there  ever  a  problem  about  the  payment  of  real 
estate  taxes? 

Mr.  Katz.  Yes.  At  my  instructions,  which  were  probably  in  hind- 
sight wrong,  I  instructed  where  any  loan  was  in  arrears-,  where  there 
were  not  sufficient  funds  in  the  account,  not  to  make  the  payments, 
because  to  get  the  refund  from  Fannie  Mae  was  a  complicated 
situation. 

You  have  to  file  reports  and  have  to  allocate  the  advances  over  a 
period  of  time,  with  interest,  and  change  all  your  billing,  and  we  had 
so  many  problems  as  it  was  that  I  just  did  not  want  to  do  that. 

And,  as  a  result,  not  only  the  ones  that  were  in  arrears  were  not 
paid,  there  were  many  instances — there  were  ones  not  in  arrears 
that  were  not  paid. 

Mr.  Blum.  You  said  you  asked  Fannie  Mae  for  permission  to  sell 
the  servicing.  Didn't  Fannie  Mae  want  3^ou  to  sell  the  servicing? 

Mr.  Katz.  Oh,  3^es,  when  I  asked  for  permission  to  sell  servicing, 
this  was  because  Fannie  Mae  had  indicated  to  us  that  we  had  to 
straighten  the  matter  out  or  they  were  canceling  the  servicing. 

This  was  a  request  that  thej^  didn't  have  to  give  us,  grant  us,  but 
they  did  and  they  were  most  cooperative  in  it,  and  the  answer  is 
that  if  we  didn't  sell  it,  the}"  would  have  canceled  us  out. 

Mr.  Blum.  Did  Fannie  Mae  suggest  possible  bu3"ers  for  that 
portfolio  to  you? 

Mr.  Katz.  Fannie  Mae  had  stated  that  Jacksonville  National  Bank 
had  recently  purchased  an  interest  in  Si)ringfieM  Equities  in  New 
York,  and  they  felt  that  they  were  very  desirous  of  expanding  their 
portfolio  in  the  New  York  area  and  they  might  be  the  logical  people 
to  contact,  and  I  contacted  them. 

Mr.  Blum.  Had  you  or  any  official  of  United  been  approached  by 
other  mortgage  companies  to  purchase  that  portfolio? 

Mr.  Katz.  Yes. 

Mr.  Blum.  Who  approached  you? 

Mr.  Katz.  Nobody  approached  me,  but  Louis  Bernstein  of  Eastern 
Servicing  had  called  the  president  of  Arcs  and  had  requested  that 
they  be  given  an  opportunity  to  purchase  the  servicing;  that  they 
would  pay  a  higher  price  than  anyone  else. 

Mr.  Blum.  And  why  didn't  you  want  to  sell  it  to  them? 

Mr.  Katz.  They  were  a  competitor  and  we  did  not  want  them  to 
gather  all  the  information  that  was  contained  in  the  file,  which  would 
give  them  a  means  with  our  brokers. 

And,  secondly,  there  was  no  doubt  in  m}'  mind,  if  they  had  taken 
this  servicing,  that  they  would  have  broadcast  to  the  entire  field 
that  they  had  bailed  us  out  and  we  were  in  trouble,  and  so  forth,  and 
all  business  should  come  to  them. 
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Mr.  Blum.  What  did  Jacksonville  National  Bank  pay  you  for  that 
portfolio? 

Mr.  Katz.  They  paid  us  $225,000. 

Mr.  Blum.  Why  would  a  portfolio  be  in  trouble,  when  it  was  worth 
that  amount  of  money?  Is  servicing  generally  worth  it? 

Mr.  Katz.  Servicing  generally  depends  on  the  average  amount  of  the 
mortgage  and  the  quality  of  the  servicing  and  the  area  that  it  is  in,  and 
will  range  in  value  from  1  percent,  and  there  are  instances,  to  as  much 
as  2  percent,  that  has  been  paid.  But  1  percent  and  13^2  percent  is 
probably  the  value,  so  this  servicing  on  the  face  of  being  quality  servic- 
ing would  have  been  worth  probably  $1  million  to  $1.5  million. 

However,  it  wasn't,  and  they  had  two  purposes.  They  wanted  first 
of  all  to  go  over  the  $1  billion  mark,  which  this  permitted  them  to  do, 
and  secondly,  they  did  want  to  expand  in  the  New  York  area  and  this 
gave  them  a  big  start. 

Mr.  Blum.  The  ways  that  I  gather  a  mortgage  company  makes 
money  out  of  servicing  is  collecting  a  service  fee  from  the  homeowner 
as  well  as  from  the  buyer  of  the  mortgage,  is  that  correct,  if  you  are 
servicing? 

Mr.  Katz.  We  collected  from  the  investor,  the  buyer. 

Mr.  Blum.  In  addition  to  that  servicing  fee,  which  can  vary  depend- 
ing on  the  negotiations,  you  also  have  the  right  to  control  the  escrow 
account,  at  least  determine  where  it  is  to  be  deposited;  is  that  correct? 

Mr.  Katz.  That  is  correct  in  almost  all  instances,  yes. 

Mr.  Blum.  In  your  discussions  with  Fannie  Mae,  did  the  quality  of 
United's  origination,  as  well  as  its  servicing  problem,  come  up? 

Mr.  Katz.  Yes,  it  did. 

Mr.  Blum.  What  did  Fannie  Mae  have  to  say  about  the  origination? 
What  were  their  comments? 

Mr.  Katz.  I  pointed  out  to  Fannie  Mae — and  there  is  a  letter  here 
which  outlines  it — that  I  felt  a  social  purpose  was  being  accomplished 
through  the  origination  of  mortgages  in  disadvantaged  areas,  and  the 
position  of  Fannie  Mae  was,  "You  gave  us  the  loan;  you  see  to  it  that 
it  is  good."  These  are  practically  the  words  they  used:  "We  are  not 
interested  in  social  purposes." 

Mr.  Blum.  You  mentioned  Fannie  Mae  asked  you  to  repurchase  a 
number  of  loans  you  sold  them  which  went  into  immediate  foreclosure. 

Is  that  repurchase  required  by  your  contract  with  Fannie  Mae? 

Mr.  Katz.  No. 

Mr.  Blum.  Doesn't  Fannie  Mae  usually  retain  the  mortgage  in 
foreclosure,  they  capture  yield  to  maturity? 

Mr.  Katz.  They  usually  retain  it. 

Mr.  Blum.  Why  do  you  think  they  insisted  that  you  take  these  12 
back? 

Mr.  Katz.  The  primary  reason  was  that  no  payments  were  made  at 
all,  and  their  statement  to  me  was,  "Either  your  underwriting  was  bad 
or  servicing  was  bad,  and  we  feel  you  should  take  these  12  loans," 
and  as  I  outlined  in  my  formal  statement,  the  discounts  on  them 
ranged  very  close  to  4  percent,  and  we  would  not  suffer  any  loss  on 
them. 

And  I  was  beholden  to  Fannie  Mae  because  they  were  permitting 
me  to  sell  the  ser\dcing,  and  I  did  not  want  to  do  anything  which 
might  create  a  degree  of  animosity  where  they  would  say,  "We  are 
not  going  to  permit  you  to  sell." 
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Mr.  Blum.  Did  Fannie  Mae  tell  you  it  was  reporting  the  12  mort- 
gage loans  to  HUD  in  Washington,  reporting  this  incident  to  HUD  in 
Washington? 

Mr.  Katz.  No;  they  did  not. 

Mr.  Blum.  What  was  the  approximate  date  of  that  repurchase 
transaction? 

Mr.  Katz.  I  believe  it  was  February  10. 

Mr.  Blum.  What  year? 

Mr.  Katz.  1971. 

Mr.  Blum.  1971? 

Mr.  Katz.  The  discussion — the  letter  reads,  from  Fannie  Mae, 
"that  this  was  brought  to  your  attention  when  you  visited  our  office  on 
February  10."  The  letter  is  dated  February  16,  outlining  the  mort- 
gages they  desired  us  to  repurchase. 

Mr.  Blum.  Approximately  a  year  and  2  months  has  gone  by  since 
the  date  of  that. 

Have  you  ever  been  contacted  by  any  official  of  FHA  or  HUD  with 
respect  to  those  12  mortgages? 

Mr.  Katz.  No.  May  I  point  out  one  thing?  We  are  talking  about  a 
dozen  loans  here  and  there  were  many  more  defaults,  but  it  sounds 
like  12  loans  totaling  roughly  $250,000,  which  is  a  lot. 

But  during  the  same  period,  we  sold  a  total  of  $26,813,000  worth  of 
loans  to  Fannie  Mae. 

When  you  take  it  in  that  perspective,  it  isn't  that  substantial. 

Mr.  Blum.  I  appreciate  your  pointing  that  out. 

Can  you  tell  us  what  the  relationship  of  R.  &  W.  Associates  was  to 
United? 

Mr.  Katz.  R.  &  W.  Associates  were  our  largest  account,  by  far.  They 
probably  closed  $10  million  to  $12  million  worth  of  loans  out  of  an 
average  annually  which  ran  anywhere  from  $60  million  to  $72  million. 

Mr.  Blum.  Was  R.  &  W.  an  authorized  affiliate  of  United  in  the 
sense  that  it  had  the  right  to  originate  and  come  to  United  for  the 
closing? 

Mr.  Katz.  No. 

Mr.  Blum.  Would  it  have  been  proper  for  R.  &  W.  to  handle  verifi- 
cations and  deposits? 

Mr.  Katz.  It  was  not  only  not  proper,  it  was  not  done. 

Mr.  Blum.  How  were  you  certain?  You  say  that  with  such  certainty. 

Mr.  Katz.  The  reason  I  say  it  with  such  certainty,  there  was  only 
one  girl  who  was  assigned  to  R.  &  W.  who  handled  all  of  his  work.  Our 
practice  was  to  assign  a  particular  girl  to  brokers  so  they  would  know 
to  whom  to  make  the  telephone  calls. 

Mr.  Blum.  In  this  case,  the  person  your  are  referring  to  is  Lowell 
Wienerman,  who  was  the  principal  in  R.  &  W.,  and  there  was  one  girl 
at  United  who  personally  handled  his  account? 

Mr.  Katz.  That  is  right,  and  very  recently  she  was  examined 
under  oath  by  Mr.  Lomenzo's  office,  in  which  she  stated  specifically 
that  she  sent  out  all  verifications  of  deposits  and  employment  herself. 
I  accept  her  word  for  it. 

Mr.  Blum.  I  take  it  that  this  processing  through  that  one  girl  was 
not  unusual.  As  you  say,  you  assigned  brokers  to  particular  people  in 
the  processing  department.  It  was  just  the  volume  was  so  large  that 
this  girl  was  doing  nothing  but  R.  &  W.  work? 
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Mr.  Katz.  That  is  correct. 

Mr.  Blum.  Did  you  suspend  any  brokers  prior  to  the  purchase  of 
United  by  Empire;  did  you  tell  any  brokers,  "We  don't  want  to  do 
business  with  you"? 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  Did  you  suspend  Celia  Carrero? 

Mr.  Katz.   Yes. 

Mr.  Blum.  Why  did  you  do  that? 

Mr.  Katz.  Our  experience  was  such  that  I  would  say  after  we 
started  to  anah^ze  the  loans,  we  were  finding  about  50  percent  of  the 
loans  we  had  with  her  were  going  into  foreclosure. 

Mr.  Blum.  Did  you  suspend  Frank  Quintana?  He  was  with  Jim 
Carlos,  Inc. 

Mr.  Katz.  I  think  that  occurred  subsequent  to  Empire. 

Mr.  Blum.  On  the  people  who  were  suspended,  where  there  were 
numbers  of  loans  going  into  foreclosure,  did  you  have  any  reason  to 
believe  that  you  should  be  contacting  the  U.S.  attorney  or  perhaps 
FHA  to  indicate  that  there  were  possibilities  of  some  irregularities  in 
the  transactions? 

Mr.  Katz.  No;  we  did  not  contact  anyone,  except  that  we  were 
aware  that  El  Sol  was  being  investigated.  We  were  told  by  the  FHA 
that  El  Sol — that  is  Carrero  Realty — after  we  told  her  we  wouldn't 
handle  any  more  of  her  business,  I  know  she  went  to  Springfield 
Equities. 

I  know  from  Springfield  Equities  she  went  to  Union  Mortgages, 
and  continued  on  down  the  line,  so  it  didn't  make  much  sense  for  us 
to  notify  anybody  because,  if  we  did,  they  were  apparently  taking  it 
on  the  individual  cases  that  would  be  submitted  by  her,  and  it  would 
be  the  same  as  with  anyone  else. 

Mr.  Blu:\i.  So  FHA  had  indicated  to  you  it  was  looking  at  her  and 
FHA  had  not  suspended  her,  but  you  suspended  her  because 

Mr.  Katz.  We  didn't  take  any  more  applications. 

Mr.  Blum.  You  simply  stopped  taking  applications  and,  at  that 
point,  you  assumed  you  didn't  have  to  tell  anyone  because  FHA  knew? 

Mr.  Katz.  FHA  was  aware  of  it. 

Mr.  Blum.  But  FHA  apparently  continued  to  take  applications 
from  her  during  that  period. 

Mr.  Katz.  FHA  takes  the  applications  from  the  mortgage  banker, 
which  are  her  applications.  They  don't  take  it  directly  from  her. 

Mr.  Blum.  They  are  identified  as  hers;  are  they  not? 

Mr.  Katz.  I  don't  know  if  she  changed  her  name  or  used  different 
corporations. 

Mr.  Blum.  So  FHA  might  not,  in  fact,  know? 

Mr.  Katz.  There  is  a  possibility. 

Mr.  Blum.  Because  of  the  way  FHA  keeps  its  records. 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  I  would  like  to  ask  just  a  few  questions  about  the 
transaction  involving  the  sale  of  United  mortgages. 

In  your  statement  3"ou  indicated  the  mortgages  you  sold  Inter- 
Island  were  less  than  average  quality. 

Did  the  president  of  Inter-Island  know  he  was  buying  mortgages 
of  less  than  average  quality? 

Mr.  Katz.  I  would  say  he  knew  they  were  less  than  average  quality. 
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I  don't  know  necessarily'  that  he  knew  he  was  going  to  have  the 
number  of  defaults  he  had,  nor  did  I  know  he  was  going  to  have  the 
number  of  defaults.  But  the  answer  was  that  we  had  changed  our 
course. 

We  were  becoming  more  selective  in  the  loans  we  were  taking  and 
these  were  the  8.5  percent  that  were  on  hand.  We  culled  out  of  those 
8.5  percent  the  loans  we  needed  for  our  own  Ginnie  Mae  issues. 

Mr.  Blum.  Those  would  have  been  the  best? 

Mr.  Katz.  Not  necessarily  the  best,  but  they  were  certainl}^  the 
better  quality  ones. 

We  were  selling  to  other  institutions  the  better  loans  and  these 
were  the  ones  that  remained  at  the  end  and  these  were  the  ones  that 
were  being  sold,  and  I  had  indicated  to  Sirote  that  they  were  not  the 
best  qualit}^  loans  and  that  is  why  I  was  selling  below  market  price. 

Mr.  Blum.  Did  you  have  conversations  with  him  about  this  subject, 
specif]  call}'? 

Mr.  Katz.  Yes. 

Mr.  Blum.  I  have  here  a  letter  dated  Januar}-  28,  1971,  which 
Mr.  Rote  wrote  to  Mr.  Sirote  which  specifically  calls  his  attention  to 
a  paragraph  which  was  in  the  commitment  letter. 

Why  would  that  have  been  done?  Why  would  the  step  be  taken  of 
writing  the  letter  to  sa}^,  "Look,  you  are  going  to  bu}'  this  without 
any  right  of  selection;  you  take  what  we  give  you?" 

Mr.  Katz.  We  wanted  to  make  sure  that  this  was  the  understanding 
and  that  there  would  be  no  question  that  whatever  we  offered  to 
them  were  to  be  accepted. 

Mr.  Blum.  That  they^  would  take? 

Mr.  Katz.  Yes. 

Mr.  Blum.  And  was  there  perhaps  a  fear  that  when  he  saw  what 
the  loans  looked  like,  he  might  say  "Wait  a  minute.  I  was  ready  to 
take  anything,  but  not  this?" 

Mr.  Katz.  There  was  a  concern  that  he  might  have  eliminated  a 
certain  number  of  them. 

Mr.  Blum.  But  this  made  it  clear  that  he  couldn't? 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  And  he  understood  he  couldn't? 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  Just  how  different  was  the  price  that  he  paid,  the  going 
market  price  for  FHA  paper  at  that  time? 

Mr.  Katz.  I  would  say  the  first  transaction  was  at  least  one  point 
and  possibly  a  point  and  a  half  under  the  going  price. 

I  would  say  the  last  transaction  was  where  he  bought  at  106.  The 
going  price  at  that  time  varied  anywhere  from  106.5  to  107. 

Mr.  Blum.  So  there  were  a  variety  of  margins,  but  usually  these 
transactions  occurred  at  below  what  other  buyers  were  paying  for 
mortgages  of  somewhat  higher  quality? 

Mr.  Katz.  Right. 

Mr.  Blum.  How  much  below  the  price  for  mortgages  purchased  with 
right  of  selection  by,  say,  a  guy  who  wanted  the  very  best  paper? 

Mr.  Katz.  Well,  of  course,  as  you  reach  the  very  high  point,  they 
couldn't  go  much  higher  than  that,  but  I  would  say  if  our  loans  \vere 
really  prime  at  the  time  we  sold  them  at  103  and  released  the  servicing, 
we  could  have  sold  to  others  at  105  with  a  release  of  service. 
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Senator  Hart.  The  hour  is  12  noon.  I  am  one  of  the  Members  of 
Congress  who  endorsed  the  Vietnam  moratorium  today  and,  having 
urged  others  to  suspend  for  1  hour  all  activity,  all  normal  business,  I 
call  a  recess  for  1  hour,  and  we  will  resume  at  1  o'clock. 

I  do  not  know  whether  this  does  any  good,  but  maybe  some  good 
will  come  of  it.  While  we  have  been  sitting  here  all  morning,  x  num- 
ber of  people  have  been  killed  and  God  knows  how  many  resources 
that  we  have  dissipated.  We  will  come  back  1  hour  from  now  to  re- 
sume the  hearing. 

(Whereupon,  at  12  noon,  the  hearing  was  recessed,  to  reconvene  at 
1  p.m.,  this  same  day.) 

AFTERNOON    SESSION 

(1  p.m.) 

Senator  Hart.  The  committee  will  be  in  order. 

As  I  said  at  the  recess  at  noon,  I  don't  know  whether  there  was 
much  response  to  the  call  for  a  moratorium  from  business  as  usual. 
But,  in  some  areas  of  the  country,  I  do  know  that  citizens  assembled 
at  the  Federal  building  seeking  to  remind  all  of  us  that — while  we  go 
about  our  business  here — we  are  in  the  process  of  applying  strength 
so  massive  in  a  remote  corner  of  the  world  for  what  purpose? 

Mr.  Blum? 

Mr.  Blum.  Mr.  Katz,  you  handled  the  relationships  between  United 
and  the  various  banks  who  lent  money  on  a  warehousing  line  of  credit. 
Is  that  correct? 

Mr.  Katz.  That  is  right. 

Mr.  Blum.  What  does  a  commercial  bank  look  for  in  the  mortgage 
company  before  it  grants  a  warehousing  line  of  credit?  What  qualifi- 
cations do  you  have  to  have?  What  kind  of  credit  standards  do  they 
apply? 

Mr.  Katz.  I  think  they  would  look  for  the  past  experience  in  the 
company,  the  integrity  of  the  management,  and  the  ability  of  the 
management,  plus  the  fact  that  they  do  have  a  very  good  piece  of 
security  in  the  mortgage  itself,  which  they  either  lend  on  the  basis  of 
a  takeout  commitment,  which  has  a  specified  price,  or  somewhat  under 
that  where  there  is  no  takeout. 

Mr.  Blum.  This  is  a  pretty  good  business,  would  you  say,  for  a 
commercial  bank?  In  effect,  they  have  something  over  the  prime  rate 
for  a  fully  secured  loan;  is  that  correct? 

Mr.  Katz.  That  is  correct. 

On  the  other  hand,  they — the  bank's  position  is  that  there  is  a  lot 
more  work  involved  in  a  warehousing  line  than  in  a  normal  bank  loan. 

Mr.  Blum.  Why  is  there  so  much 

Mr.  Katz.  Because  the  papers  are  forwarded  to  them.  They  have 
to  examine  the  papers.  Some  banks  actually  do  the  shipping — ship  all 
the  instruments  sent  to  them,  and  other  banks  ship  on  the  basis  of  a 
trust  receipt,  return  the  papers  to  you  and  then  you  do  the  shipping. 
But  there  is  more  work  that  is  involved,  I  suppose. 

Mr.  Blum.  A  certain  amount  of  paperwork  is  involved  in  this  sort 
of  thing. 


316 

Is  it  true  that  the  typical  mortgage  company  operates  principally 
with  borrowed  money  on  warehousing  lines  of  credit  from  commer- 
cial banks? 

Mr.  Katz.  Yes. 

Mr.  Blum.  Usually,  mortgage  companies  are  somewhat  capital  thin. 

Mr.  Katz.  They  may  not  be  capital  thin  with  the  warehouse  lines, 
but  without  the  warehouse  lines  their  operations  would  be  seriously 
limited. 

Mr.  Blum.  Are  commercial  banks  interested  in  the  nature  of  the 
mortgage  company's  lending  criteria? 

Mr.  Katz.  I  would  say  no. 

Mr.  Blum.  After  the  indictment  of  Eastern  Service  Corp.,  was  there 
any  conversation  between  you  and  the  people  at  the  banks?  Did  they 
indicate  they  were  upset  over  the  indictment  or  that  they  might 
withdraw  warehousing  lines  of  credit? 

Mr.  Katz.  They  were  very  upset  about  it.  Nobody  threatened  to 
withdraw  any  lines  of  credit.  They  were  quite  upset  about  it. 

I  assured  them  that  our  business  had  changed  under  Empire 
considerably,  and  the  types  of  loans  we  are  now  taking  would  not  be 
subject  to  this. 

Mr.  Blum.  What  was  their  principal  fear? 

Mr.  Katz.  The  principal  fear  was  that  some  of  these  loans,  that  they 
might  be  illegal  loans  from  the  point  of  view  that  the  value  was 
inflated  through  bribery,  as  the  indictment  of  Eastern  had  indicated. 

Mr.  Blum.  In  other  words,  if  the  loans  had  been  fraudulent,  they 
may  not  be  protected  by  the  Government  guarantee? 

Mr.  Katz.  I  think  it  went  further  than  that.  I  do  not  think  they 
wanted  to  be  involved  in  such  a  thing. 

They  may  have  been  concerned,  also,  that  they  might  have  loans 
on  hand  which  they  might  not  be  able  to  collect  on. 

Mr.  Blum.  I  see. 

When  a  broker  comes  into  United,  which  title  company  gets  the 
business  that  that  broker  brings  in  the  door? 

Mr.  Katz.  We  do  not  designate  any  title  company.  It  is  usually 
ordered  by  the  attorney  for  the  seller  or,  possibly,  the  attorney  for 
the  buyer.  But  we  do  not  designate  any. 

Mr.  Blum.  Are  the  rates  the  same  among  all  the  title  insurance 
companies? 

Mr.  Katz.  Yes.  Under  the  New  York  State  title  insurance  laws  all 
rates  have  to  be  identical. 

Mr.  Blum.  Was  title  insurance  required  for  closing  of  loans  in- 
volving the  short  and  the  interim  financing? 

Mr.  Katz.  Yes. 

Mr.  Blum.  Who  would  make  the  determination  as  to  which  title 
company  would  have  that  business? 

Mr.  Katz.  That  would  be  by  the  seller,  by  the  speculator. 

Mr.  Blum.  By  the  speculator.  Is  there  a  pattern  in  New  York  of 
any  gratuities  of  money  or  anything,  any  payment  of  any  nature 
going  to  the  title  company  or  the  speculator  to  attract  new  business? 

Mr.  Katz.  Do  you  mean  to  the  closer  or  to  the  company  itself? 

Mr.  Blum.  To  either. 
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Mr.  Katz.  I  do  not  think — there  were  payments — there  were 
gratuities  given  to  the  closer,  but  I  do  not  think  there  were  any 
gratuities  or  any  benefits  that  the  title  company  derived  other  than 
the  fees  from  their  title  policy. 

Mr.  Blum.  How  do  they  compete  with  each  other? 

Mr.  Katz.  They  compete  with  each  other  primarily  by  service. 
There  are  title  companies  that  take  a  much  longer  time  to  complete 
the  work  than  others,  and  many  of  our  policies  are  ordered  through 
abstract  companies,  who,  in  turn,  use  title  companies. 

Now,  the  abstract  companies'  service  is  very  rapid,  not  necessarily 
as  good  as — not  necessarily  as  thorough  as  the  title  companies.  But 
the  title  company  ultimately  does  the  insuring,  so  there  is  no  risk  as 
far  as  the  mortgage  compan}^  is  concerned. 

Mr.  Blum.  Speed,  I  take  it,  is  of  the  essence  here,  because  the 
speculator  is  very  anxious  to  turn  that  house  over.  He  is  very  anxious 
to  find  a  buj'er.  So  he  wants  speed. 

Mr.  Katz.  He  may  have  an  interim  loan  where  he  is  paying  a  con- 
siderable amount  of  money  monthly,  or  he  may  have  his  own  money 
tied  up,  which  means  he  cannot  buy  another  house.  So  a  delay  of  2 
weeks  is  quite  important  to  him. 

Mr.  Blum.  Might  a  title  company  be  tempted  to  take  short  cuts  in 
its  kind  of  research — its  title  search — to  speed  up  the  process,  and  the 
speculator  would  be  pleased  with  it? 

Mr.  Katz.  I  doubt  that. 

Mr.  Blum.  Let  me  try  this  another  way.  Who  bears  the  risk  of  loss 
in  an  FHA-insured  situation  where  there  is  a  possibility  of  something 
like  an  undisclosed  defect  that  goes  to  the  title?  Is  that  the  title 
company? 

Mr.  Katz.  That  would  be  the  title  company's  responsibility. 

Mr.  Blum.  To  what  extent  does  the  bank  that  buys  the  mortgage 
actually  turn  to  the  title  companies  as  opposed  to  FHA? 

Mr.  Katz.  JHA  requires  a  new  title  policy  after  the  foreclosure 
action.  If  there  is  a  defect  in  title,  the  tit^e  company  will  not  issue  a 
new  policy.  Therefore,  the  FHA  would  not  disburse  its  funds  under 
the  claim. 

Therefore,  the  title  company  is  the  one  who  will  be  directly  respon- 
sible, the  title  company  which  issued  their  policy. 

Mr.  Blum.  I  must  confess  I  didn't  quite  follow  that. 

A  title  company,  after  the  foreclosure,  would  refuse  to  issue  a  new 
policy.  Is  that  it? 

Mr.  Katz.  Yes.  In  other  words,  the  title  company — when  we  deliver 
a  title  to  a  property  to  the  FHA,  it  is  accompanied  by  a  title  policy. 

Now,  if  we  complete  the  foreclosure  and  the  new  title  company 
says,  "We  cannot  issue  a  policy  to  3'ou,  because  we  found  that  4 
years  before  you  placed  the  mortgage,  there  was  a  mortgage  on  there 
which  has  never  been  satisfied,  and  it  appears  to  be  of  record,"  then 
we  cannot  deliver  this  loan  to  FHA  and  FHA  would  not  pay  us. 

Mr.  Blum.  Does  the  same  title  company  that  handles  the  search 
originally  get  asked  to  do  the  title  search  the  second  time  on  a  fore- 
closure? 

Mr.  Katz.  Sometimes  they  do. 

Mr,  Blum.  Wouldn't  that  title  company  then  be  quite  tempted  to 
grant  the  second  policy  of  the  conveyance  to  HUD  and  forget  about  it? 
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Mr.  Katz.  I  would  say,  normally,  their  title  company  would  issue 
a  new  policy  and  based — and  overlook  their  original  error. 

Mr.  Blum.  Overlook  the  original  error  and  the  Federal  Government 
would  pay  off  and  that  would  be  the  end  of  it? 

Mr.  Katz.  Yes  But  when  the  Federal  Government,  in  turn,  sold 
to  someone  else,  then,  at  that  time  they  do  not  get  a  title  policy, 
because  FHA,  on  the  sale,  does  not  require — does  not  get  a  title  policy 
for  the  mortgagee. 

But  the  subsequent  purchaser,  if  he  were  to  sell  at  a  later  date,  would 
then  go  back  to  FHA  because  the  title  was  not  good,  and  P^HA,  in 
turn,  would  go  back  to  the  title  company. 

So  the  title  company,  in  the  last  instance,  is  the  one  responsible  then. 

Mr.  Blum.  That  does  not  really  happen  very  frequently,  does  it? 

Mr.  Katz.  There  are  very  few  mistakes  that  are  made  in  the  first 
place.  In  all  the  experience  we  had,  I  do  not  think  we  made  more  than 
possibly  two  or  three  claims  against  the  title  company,  although 
billions  of  dollars  of  originations 

Mr.  Blum.  Given  the  fact  that  the  title  company  may  be  issuing 
three  policies,  in  relatively  quick  succession — the  first  with  the  specu- 
lator, the  second  one  when  the  homebuyer  buys  it,  and  perhaps  a 
third  one  when  the  projierty  is  foreclosed — they  must  view  this  as 
pretty  good  business.  They  do  not  have  to  do  much  research  the 
second  and  third  time  after. 

Mr.  Katz.  It  is  a  short-term  search  the  second  and  third  term. 
There  is  a  discount.  There  is  a  discount  on  the  second  title. 

Mr.  Blum.  How  significant  a  discount? 

Mr.  Katz.  It  is  regulated  by  the  Insurance  Department  of  the  State 
of  New  York.  I  don't  remember  exactly. 

Mr.  Blum.  In  a  ball  park  number,  does  it  not  run  something  like 
$350  for  a  $20,000  house. 

Mr.  Katz.  No;  it  is  not  that  high  at  all.  I  would  say  for  a  $20,000 
house,  it  is  close  to  $185.  I  may  be  wrong  a  little,  but  it  is  not  $300. 
Mr.  Blum.  Does  United  have  a  contract  with  a  retail  credit  com- 
pany or  credit  bureau  for  furnishing  of  credit  information  on  prospec- 
tive borrowers? 

Mr.  Katz.  No;  we  have  no  contract. 

Mr.  Blum.  How  does  that  work?  Do  you  order  credit  reports? 

Mr.  Katz.  We  order  credit  reports,  but  we  have  no  contract. 

Mr.  Blum.   You  pay  on  a  per-report  basis? 

Mr.  Katz.  Per  report. 

Mr.  Blum.  Which  credit  companies  do  you  do  business  with? 

Mr.  Katz.  Primarily  with  Roy  Clark  on  some  retail  credits  bureau 
and  we  get  the  New  York  Credit  Bureau  blue  sheets,  which  is  the 
pending  actions  against  the  owners. 

Mr.  Blum.  What  is  the  charge  to  you  for  each  one  of  Roy  Clark's 
credit  reports? 

Mr.  Katz.  It  is  $8  or  $9. 

Mr.  Blum.  Per  report? 

Mr.  Katz.  Per  report. 

Mr.  Blum.  How  does  that  report  get  originated?  Do  you  simply  call 
the  Roy  Clark  agency  and  say,  "We  have  a  man  here,  Joe  Smith,  who 
wants  to  buy  a  house.  Here  is  the  information." 
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Mr.  Katz.  Yes,  and  they  verify  it.  But  I  must  say  the  credit 
report,  as  far  as  I  am  concerned,  is  practically  valueless,  because  it  is 
mainly  a  repetition  of  what  you  tell  them. 

Mr.  Blum.  In  other  words,  the  way  it  works  is  you  call  in  and  you 
say  that  Joe  Smithfield  wants  to  buy  a  house,  he  works  so  and  so, 
he  earns  such  and  such;  and  then,  at  some  point  later  on,  you  get  back 
a  typed  sheet  from  Roy  Clark  that  says  the  same  thing.  Is  that 
roughly  the  way  it  goes? 

Mr.  Katz.  It  will  give  the  age  of  the  man,  where  he  works.  The 
investigation  shows  that  he  earns — that  he  has  been  employed  for 
3  years  by  such  and  such  a  company  and  earns  so  much  money.  His 
assets  are  $5,000  furniture  and  fixtures,  $2,000  in  the  bank,  1969 
Ford,  other  assets  they  are  unable  to  determine.  His  wife  is  a  house- 
wife, or  his  wife  works  so  and  so. 

It  is  usually  a  repetition  of  the  information  that  appears  in  the 
FHA  form  2900. 

Mr.  Blum.  In  other  words,  they  are  giving  back  to  you  what  you 
have  given  them  over  the  phone? 

Mr.  Katz.  Practically.  The  only  thing  that  comes  back  which  is  of 
great  value,  is  what  we  call  the  blue  sheets,  which  shows  the  pending 
actions. 

Mr.  Blum.  That  will  tell  you  whether  or  not  there  is  a  judgment? 

Mr.  Katz.  Whether  there  is  a  judgment,  whether  he  is  a  slow  payer. 
They  give  all  department  store  credit  references. 

Mr.  Blum.  In  the  event  you  find  something  on  the  blue  sheet, 
how  does  that  get  clear?  Does  an  affidavit  clear  that  credit  record? 

For  example,  if  Joe  Smith  files  an  affidavit  that  says,  "I  am  not 
the  one  listed  in  such  and  such  a  blue  sheet,"  will  FHA  accept  that? 

Mr.  Katz.  Yes,  of  course,  if  the  blue  sheet  shows  that  he  lives — 
that  is  the  same  name  living  at  this  particular  property,  then  they 
will  not  accept  such  an  affidavit,  because  it  is  obviously  a  falsification. 

If  there  were  a  judgment  3  years  ago,  and  he  may  have  moved  three 
times  in  those  3  years,  we  don't  have  the  previous  addresses,  and  he 
says  he  is  not  the  Joe  Smith,  then  the  affidavit  is  accepted  by  the 
FHA.  The  FHA  gets  the  blue  sheet.  It  is  on  the  basis  of  that — that 
they  pass  the  credit. 

Sometimes  they  will  pass  credit  where  there  is  a  judgment,  providing 
the  man  satisfies  the  judgment  before  the  closing. 

Mr.  Blum.  I  want  to  return,  for  a  minute,  to  the  transaction 
involving  mortgages  that  United  Sold  to  Inter-Island. 

After  those  mortgages,  that  Mr.  Sirote  got  a  chance  to  look  at 
them,  did  he  protest  the  quality  of  those  mortgages  to  you? 

Mr.  Katz.  Not  on  the  83^-percent  loans,  no. 

Mr.  Blum.  What  about  the  other  loans? 

Mr.  Katz.  The  ones  that  were  delivered  prior  to  June  15,  which  was 
a  cutoff  date  for  them,  there  was  no  protest. 

At  a  subsequent  date — and  I  do  not  even  know  whether  the  later 
ones  went  into  a  pool  or  what  happened — he  complained  about  the 
mortgages.  He  said  he  wanted  better  quality  loans,  and,  as  a  matter  of 
fact,  there  were  some  which  we  exchanged  for  him. 

Mr.  Blum.  Did  he  ever  write  to  you  about  legal  action  with  respect 
to  the  loans? 
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Mr.  Katz.  He  wrote  to  us  threatening  legal  action  concerning  the 
clearing  up  of  some  violations.  And  our  agreement  was  that  the  viola- 
tions would  be  cleaned  up  and  he  had  the  right  to  go  in  and  clean  them 
up  himself,  at  our  expense.  We,  of  course,  have  some  reserve  funds  for 
that  purpose. 

Mr.  Blum.  Would  you  mind  supplying  copies  of  those  letters,  or 
that  letter,  for  the  record? 

Mr.  Katz.  I  do  not  have  it  here. 

Mr.  Blum.  I  understand  that. 

Mr.  Katz.  No;  I  have  no  objection. 

Mr.  Blum.  Were  you  ever  contacted  by  officials  of  Jacksonville 
after  they  took  over  the  servicing  portfolio  about  repairs,  required  by 
th  e  initial  commitment,  which  the  homeowner  alleged  was  not  done? 

Mr.  Katz.  I  do  not  recall  any  such  situation.  I  think  that  one  of  the 
confusions  that  took  place  was  that  when  work  was  supposed  to  be 
done,  a  letter  was  prepared  at  the  time  of  closing  and  put  in  the  file. 
The  se  letters  were  not  sent  out. 

Jacksonville,  I  know,  misinterpreted  some  of  these  letters — not 
Jacksonville,  Springfield  Equities — and  assumed  that  those  letters 
had  been  sent  out. 

They  were  merely  in  the  files  so  that  when  the  work  was  done,  it 
would  then  be  sent  out. 

But  that  did  not — the  mere  fact  that  there  was  a  letter  in  the  file 
saying  the  work  was  done,  did  not  mean  the  work 

Mr.  Blum.  Did  not  mean  the  work  was  done? 

Mr.  Katz.  It  did  not  mean  the  work  was  done.  It  was  merely  in  the 
file  to  be  sent  out  when  it  was  certified  by  the  inspector  that  the  work 
was  done.  That  letter  did  not  go  out  unless  the  inspections  were  made. 

Mr.  Blum.  Is  it  possible  escrows  were  released  in  error  and  there  was 
repair  work  that  was  required  to  be  done,  thas  was  never  done? 

Mr.  Katz.  There  have  been  some  instances  where  escrows  were  set 
up  for  two  purposes:  one,  for  certain  work  required  by  FHA — or  three 
purposes — sometimes,  certain  work  that  we  require  and  sometimes  for 
elimination  of  violations. 

And  there  have  been  errors  made  where  the  man  would  bring  you — 
where  a  2300  was  cleared  up,  I  think  it  is  part  14;  I  am  not  positive 
about  it — and  all  of  the  moneys  were  released,  although  part  of  the 
money  should  have  been  held  for  the  violation,  or  vice  versa. 

Mr.  Blum.  Is  there  any  remedy  in  a  situation  like  that,  where  the 
homeowner  says  the  repairs  were  not  done  and  perhaps  Springfield 
has  made  a  mistake  in  assumption  about  what  that  letter  said  had 
been  done? 

Mr.  Katz.  There  have  been  very  few  instances  that  I  know  where 
the  homeowner  claims  the  work  is  not  done  and  money  is  released — 
released  or  where  we  have  certified  it.  Very,  very  few. 

Mr.  O'Leary.  Mr.  Katz,  I  just  have  a  couple  of  questions.  I  feel 
I  may  have  missed  some  of  your  colloquy  with  Mr.  Blum.  If  I  am 
plowing  over  ground  that  he  went  through,  please  bear  with  me. 

You  testified,  in  response  to  some  of  Mr.  Blum's  questions,  about 
how  the  packages  of  mortgages  are  assembled  for  the  secondary 
market,  and  that  based  upon  experience,  you  got  to  know  what  various 
institutions  wanted  in  the  way  of  mortgages. 

Is  that  correct? 

Mr.  Katz.  Yes. 


321 

Mr.  O'Leary.  I  am  interested  in  ascertaining  from  you  what 
indicators  you  and  the  others  in  the  industry  look  for,  in  determining 
the  quahty  of  the  mortgages. 

I  think  there  was  some  discussion  about  the  neighborhood  where 
the  mortgage  was  originated,  which  inchides,  I  assume,  racial  compo- 
sition and  income  level.  Is  that  correct? 
Mr.  Katz.  That  is  correct. 

Mr.  O'Leary.  I  take  it,  in  addition  to  the  buyer's  income,  some 
indicators  also  depend  upon  whether  the  wife's  income  is  contributing 
to  or  is  reflected  in  the  application  and  being  part  of  what  would  be 
relied  upon  to  pay  off  the  monthly  mortgage  payments. 
Mr.  Katz.  Yes. 

Also,  as  far  as  the  buyer's  income  is  concerned,  the  type  of  job  that 
he  has.  Someone  who  works  for  6  months  for  a  garage,  even  though 
he  may  earn  $1,400  a  month,  would  not  be  considered  as  good  a  risk 
as  someone  who  works  for  IBM  for  4  years  with — for  $1,200. 

Mr.  O'Leary.  In  addition  to  those  indicators,  what  others  do  you 
rely  upon? 

Mr.  Katz.  The  cash  that  he  has  been  able  to  accumulate  prior  to 
the  purchase  of  the  house,  the  general  area  of  the  property,  and  the 
relationship  of  the  mortgage  percentagewise  to  the  purchase  price  of 
the  property.  The  higher  the  downpayment,  the  less  likely  you  are  to 
have  it  defaulted. 

Mr.  O'Leary.  I  assume  when  the  mortgage  company  assembles 
packages  which  it  is  going  to  sell  to  other — say,  upstate  savings 
banks — -or  Fannie  Mae,  or  put  together  for  a  Ginnie  Mae  pool,  it  tries 
to  spread  its  poor  risks  around.  Am  I  right  or  wrong? 

Mr.  Katz.  It  depends.  There  are  some  banks  where  you  cannot 
spread  any  poor  risks.  Their  requirements  are  so  rigid  that  you  will 
create  their  ill  will  if  you  start  sending  loans  of  that  sort  to  them. 

Mr.  O'Leary.  I  understand  that.  But  pushing  those  to  one  side  as 
institutions  you  know  you  can't  sell  bad  risks  to,  am  I  correct  in  that 
you  try  to  spread  bad  risks  around  the  other  institutions  to  whom  you 
sell  on  the  secondary  market,  be  it  Fannie  Mae  or  somebody  else? 
Mr.  Katz.  Yes;   that  is  true. 

Mr.  O'Leary.  When  you  assemble  these  packages,  in  addition  to 
those  indicators  that  you  listed,  are  there  any  others  that  you  look 
to;  for  an  example,  the  broker  from  whence  the  deal  came? 

Mr.  Katz.  Well,  at  the  present  moment,  we  only  accept  from  those 
brokers  who  we  have  had  good  previous  experience  with,  so  that  is 
not  a  great  factor  any  more. 

Mr.  O'Leary.  But  in  the  task  you  become  familiar  with 

Mr.  Katz.  Some  brokers  have  an  enviable  record  of  never  havinsr 
defaulted,  or  at  least  none  that  have  come  to  our  attention,  and  other 
brokers  we  know  loans  go  into  default  and  loans  go  into  foreclosure. 
So  there  would  be,  naturally,  a  tendency  to  regard  a  loan  which  is  of 
equal  quality  on  the  face  of  it,  to  take  the  one  where  we  had  had  good 
experience  with  the  broker  and  treat  that  as  the  better  loan. 

Mr.  O'Leary.  I  assume  you  take  that  into  consideration  when  you 
put   the   package    together? 
Mr.  Katz.  Yes. 

Mr.  O'Leary.  You  also  testified,  with  reference  to  interim  financ- 
ing or  loans  to  speculators,  that  your  policy,  although  not  a  rigid 
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one,  was  that  you  would  grant  one  loan  to  a  broker  dealer  for  every 
signer  of  mortgage  loans  that  he  would  bring  to  United. 

Is  that  unique  with  your  company  or  is  that  customary  in  the  trade? 

Mr.  Katz.  I  don't  know. 

Mr.  O'Leary.  Do  you  know  whether  your  competitors  had  a 
similar  policy  in  the  New  York  area? 

Mr.  Katz.  I  do  not  know. 

Mr.  O'Leary.  I  assume  that  with  respect  to  the  short-money  loan 
to  the  speculator,  that  it  is  made  under  the  condition  that  when  the 
property  was  ultimately  sold,  the  mortgage  on  that  property  would  be 
handled  by  either  United  or  Delta? 

Mr.  Katz.  No;  that  was  not  a  requirement.  It  was  not  a  require- 
ment and  there  have  been  loans  that  have  been  taken  elsewhere.  But 
it  was  understood  that  we  were  to  get  the  loan  or  we  were  not  going 
to  make  other  loans  referred  by  them  to  Delta. 

But  there  was  no  written  requirement  that  they  had  to  give  us  the 
loan,  and  we  have  had  loans  that  have  been  taken  away  from  us  after 
we  placed  the  interim  loans. 

Mr.  O'Leary.  You  did  testify,  however,  that  you  reluctantly  got 
into  the  business  of  lending  short  money  in  order  to  meet  competition. 
Is  that  right? 

Mr.  Katz.  That  is  right. 

Mr.  O'Leary.  You  certainly  didn't  make  these  loans  with  the 
intent  that  the  deal  would  go  some  place  else? 

Mr.  Katz.  Oh,  definitely  not, 

Mr.  O'Leary.  It  is  fair  to  say,  is  it  not,  that  the  short-money  loans 
were  made  for  the  purpose  of  securing  mortgage  business  for  your 
company? 

Mr.  Katz.  Oh,  yes.  But  there  was  no  written  agreement  that  they 
had  to  give  us  the  loan. 

Mr.  O'Leary.  I  see. 

Mr.  Blum.  Mr.  Katz,  in  view  of  the  detail  that  you  had  to  know 
about  the  loans  in  order  to  assemble  the  packages  for  the  bank,  did 
you  not  have  to  keep  prett}^  good  records  about  brokers  and  areas? 
I  imagine  you  get  to  know  that  portfolio  of  yours  very  well.  You 
know  just  what  you  are  originating  and  what  you  have  on  hand. 
Is  that  accurate? 

Mr.  Katz.  We  have  to  know  what  we  are  originating  and  what  we 
have  on  hand ;  yes. 

Mr.  Blum.  What  I  am  getting  at  is  this.  You  have  to  tailor  a  package 
for  each  of  the  secondary  market  buyers.  You  have  to  have  pretty 
detailed  knowledge  of  what  is  in  the  package. 

Mr.  Katz.  Yes. 

Mr.  Blum.  So  you  would  have  pretty  good  records.  You  would 
have  to  keep  pretty  good  records  about  the  activities  of  particular 
brokers.  You  want  to  know  their  past  history,  their  track  record,  as 
well  as  neighborhoods  and  areas.  Is  that  correct? 

Mr.  Katz.  I  would  say  the  followup  is  primarilj'  where  we  saw  a 
large  number  of  foreclosures  coming  from  an  individual  broker. 

Mr.  Blum.  Is  there  any  sort  of  formal  underwriting  guide  that 
United  had  or  a  handbook,  other  than  the  IIUD  handbook,  for  which 
loans  to  take  and  which  not  to  take,  under  FHA  criteria? 
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reJ^ntlv^wrH;in^\^''f^'^  before  until  recently-and  when  I  say 
recently,  within  the  last  year— anything  accepted— anythin-  aiM)roved 
by  either  FHA  or  VA  was  acceptable  by  us  "^  approved 

^.T''      \T:  We^'^  there  any  formal  guides  for  assembling  those 

Lnk^:u^,nlied"bv  t"^-f  W^^  \''f  ^^"  ^^^P^^^^  ^^^  ^«  tKpstate 
DanK    supplied   b}    them?  Would  they  write  to  you  and  sav—'TrPP 

rn'dt^fo'rth?  '''"  ''  ''^^  '''  ^"  ^  '''^''^'y'  -  i^^he  wi?e  is  t^orkin^'' 

Thlre  maTh-L'^  wV^'^l^  "^t  ^^^  ^"^  ^^'"^^^  ^^^^^^  «f  that  sort, 
inere  may   have  been  a  telephone  conversation  in  which  we  asked 

:^zti^^::^^  ^^  ^^  ^^^^  ^^  ^-'^  -^-  «^  ---  t'o 

Mr':  KATz'.'Right.'^''"^'^  ^'  ^^  telephone  when  you  make  the  deal? 

res^onsfbihrv  fYr^Llr''T^  ^^^''  employee  of  United  who  had  the 
Mr   iStz    yjg"'^"'''^  ^^^'^  mortgages  on  the  secondary  market? 

Mr.  Blum.  Who  was  that? 

Mr.  Katz.  Presently,  it's  Gloria  Hutter. 

Mr.  Blum.  Who  was  it  before? 

Mr.  Katz.  Riva  Cohen. 

Mr.  Blum.  Did  she  deal  directly  with  the  bank  or  did  she  take  those 
to  brokers,  intermediary  brokers? 

Mr  Katz.  Customarily,  we  dealt  directly  with  the  banks  There 
have  been  occasions  where  we  dealt  with  brokers. 

a  bank^'^'''''  ^  ^""''^'^  ^''''  ^"^  ^^'"''"^^  ^  ^""^^^^  ^^^^^^  than  through 
Kn^^"""  }u^^^-  ^^^  ^''°^^''  "'^^^t  offer  us  a  deal  ^vhich  is  as  good  or 
waft'ight'.''  "'  ""'"  ^"'  "^'''^"''-  ^^'  "^^^^^^'  ^'  ^hat  particular  time' 

tha\' wa^n'ted  mX'eif '  ^'"^^  ''^"'  ^°"^^  '^"^  ^^  ^^^^  ^^^^^^^i^^ 

the  mimbp^nfl^^t'  ''^^^-  w'  ^^^^^'^  "^^^^^  ^^^  ^^^^le  field  the  way 
exnanTn  .  "T  ^^""'^^  t^^  ^'^'  ^^^'^  ^^^ted  clientele  Avhich  Je 
touch  1  Lr.  ^r^^^/^k^'  but  I  would  say  that  we  probably  don't 
touch  1  percent  of  the  purchasmg  mstitutions  in  the  United  States. 
thiV.P.nnyi'';  ^r  ""P'  financial  institutions  that  participate  in 

this  secondary  market  who  have  reputations  for  looking  for  paper 
which  is  hkely  to  be  foreclosed?  ^  ^  ^ 

Mr.  Katz.  I  know  of  none. 

^^^•ui  ^^y^\-  ^^f  there  any  paper  buyers  looking  for  the  highest 
possible  yield  with  no  regard  for  quality  whatsoeve??  ^ 

Drobl;rr^c:^^•1;l;  f  '  '"f '  ^"■"'^  ^"^  ^t^  ^o^'^'  ^^^  ^«  ^™^  now,  because  of  the 
whpri  wpT  ^r^'l^^'^l^'  ";  the  State  of  New  York,  abandonments, 
N\  here  \\e  have  to  advertise  for  the  owners. 

Mr.  BlumI  In  other  words,  where  their  identities  are  disclosed? 

fnr.ni'  ''•^'  l^^'l""  f^^""  )' ''^^^'  ^'«^  ^^ould  bc  ablc  to  complctc  a 
foreclosure  m  x\ew  1  ork  in  about  6  months.  However,  if  the  occupants 
have  disappeared  and  can't  be  located,  there  are  a  number  of  pro- 
advertise''''^"''"  ^  ^'^^^  company  before  you  are  allowed  to 
Then,  after  you  advertise,  it  takes  quite  a  time  and  these  fore- 
closures can  take  you  up  to  a  year  and  a  half,  and  they  run  about 
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three  times  the  cost  of  what  the  others  do,  in  addition  to  which,  it's  a 
requirement  of  FHA  that  the  property  be  unoccupied.  It  means  that 
there  could  be  a  delay  of  almost  a  3'ear  in  being  able  to  turn  over  the 
propert}^  to  the  FHA  because  the  tendency  of  the  courts  is  to  grant 
stays  to  the  present  tenants,  and  they'll  give  them  6  months. 

If  they  haven't  found  a  place  to  live,  they'll  give  them  another  6 
months,  or  3  months.  Then,  there  are  other  costs  that  are  involved  in 
this.  So  the  cost  of  foreclosure  now,  on  some  of  the  ghetto-type  proper- 
ties is  so  high  that  if  you  have  foreclosure,  there  will  be  a  loss. 

This  did  not  occur  5  or  6  years  ago. 

Mr.  Blum.  At  that  time,  there  were  institutions  that  would  go  into 
these  areas  looking  for  highest  possible  yields. 

Mr.  Katz.  Right. 

Mr.  Blum.  What  sort  of  institutions  were  they,  savings  banks? 

Mr.  Katz.  Savings  and  loans. 

Mr.  Blum.  Mostly  savings  and  loans? 

Mr.  Katz.  Mostly  savings  and  loans. 

Mr.  Blum.  Do  any  particular  savings  and  loans  come  to  mind? 

Mr.  Katz.  No,  I  really  don't  know. 

Mr.  Blum.  Inter-Island  is  still  a  competitor  of  United? 

Mr.  Katz.  Yes. 

Mr.  Blum.  You  are  competing  for  business  from  the  same  brokers? 

Mr.  Katz.  Right. 

Mr.  Blum.  At  the  same  time,  you  deal  with  each  other  as  you  sold 
mortgages  to  Inter-Island? 

Mr.  Katz.  It  was  only  on  one  occasion,  continuous  occasion.  That 
was  the  one  that  you  referenced? 

Mr.  Blum.  It  also  seems  clear,  in  looking  at  the  composition  of  the 
pools  we  looked  at  this  morning,  Inter-Island  was  buying  from  most  of 
the  mortgage  companies  which  compete  in  the  New  York  market 
with  the  exception  of  Eastern. 

I  believe  you  heard  that  testimony;  did  you? 

Mr.  Katz.  Yes. 

Mr.  Blum.  Would  that  sound  about  right? 

Mr.  Katz.  There  were  other  companies  that  were  not  included  in 
that  list. 

Mr.  Blum.  But  a  large  number? 

Mr.  Katz.  A  large  number  were. 

Mr.  Blum.  Competitors  were  selling  to  Inter-Island? 

Mr.  Katz.  Yes;  we  have  never  sold  to  any  of  our  competitors 
except — I  shouldn't  say  "never."  There  may  have  been  an  isolated 
case,  but  with  the  exception  of  these  series  of  deals  we  had  with 
Inter-Island,  we  have  not  sold  to  others. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

I  think  you  have  been  questioned  now  for  about  an  hour  by  Mr. 
Blum  and  Mr.  O'Leary.  It  really  doesn't  leave  too  many  questions 
left  to  ask  of  you. 

I  would  like  to  ask  you  just  a  few  questions  on  a  different  line  al- 
together. 

On  Monday,  the  first  day  of  the  hearings,  Mr.  Franklin  Thomas, 
the  president  of  the  Bedford-Stuyvesant  Restoration  Corp.,  testified. 
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He  stated  as  follows : 


The  Restoration's  mortgage  pool  is  actually  only  one  aspect  of  the  comprehensive 
housing  program  whose  eventual  goal  is  to  help  improve  the  quality  and  increase 
the  number  of  housing  units  in  Bedford-Stuyvesant. 

Are  you  a  competitor  of  this  corporation  as  far  as  mortgages  in  that 
area? 

Mr.  Katz.  We  are  both  a  competitor  and  ally  of  the  company  be- 
cause we  do  compete  in  the  area.  On  the  other  hand,  we  close  a  large 
number  of  loans  which  Bedford-Stuyvesant  processes. 

We  represented  three  companies  that  bought  the  Bed-Sty  loan. 
That's  Equitable  Life,  Teachers,  and  Bank  of  New  York.  We  did  the 
closing  and  shipping  for  these  banks.  We  might  compete  with  them, 
but  we  also  benefited  through  the  Bed-Sty  Restoration  program. 

Mr.  Chumbris.  I'm  not  being  critical  in  my  question. 

Mr.  Katz.  Yes;  I  understand. 

Mr.  Chumbris.  He  also  testified  the  corporation  had  a  pool  of  about 
$65  million  furnished  by  80-some  banks,  and  nine  insurance  companies, 
I  believe,  to  be  exact.  The  figure  is,  the  first  year  of  operation,  they  had 
56  loans  closed,  a  total  of  $771,000. 

In  1969,  they  had  218  loans  closed  totaling  approximately  $3.6  mil- 
lion. In  1970,  they  had  244  loans  closed  totaling  $4.6  million.  And  in 
1971,  159  loans  closed  totaling  about  $4  million. 

He  further  noted  that  1971  was  a  little  lower  than  the  previous  year 
because  of  a  softness  in  the  economy  during  that  period  of  time.  He 
pointed  out  that  they  find  difficulty  in  reaching  as  many  people  as  they 
would  like  to  for  those  loans. 

In  doing  so,  he  pointed  out  that  one  of  the  reasons  was  the  fact  that 
his  competitors,  or  the  corporation's  competitors,  could  get  FHA  ap- 
proval faster  than  his  corporation  could,  and  further,  some  practices 
that  were  going  on  in  the  area  in  which  they  did  not  participate  in  or 
could  compete  with. 

Do  you  have  any  comments  to  make  on  that? 

Mr.  Katz.  Well,  the  Bed-Sty  operation  was  one  which  the  service 
given  to  the  operators  and  to  the  brokers  was  very  slow.  They  would 
get  an  application — incidentally,  this  is  hearsay.  I  don't  really  know — 
they  would  get  an  application  and  they  would  take  quite  a  time  before 
they  reached' — before  they  sent  out  the  verification  of  deposits  and 
the  verifications  of  employment.  There  was  considerable  delay  before 
they  assembled  all  of  these,  and  there  was  considerable  delay  before  it 
went  down  to  FHA. 

Then,  when  it  went  down  to  FHA,  it  sat.  Now,  one  of  the  services 
that  the  mortgage  banker  gives  is  that  he  is  in  constant  touch  with  the 
FHA  to  see  that  the  case  moves  through  in  normal  course,  so  that  the 
Bed-Sty  cases — probably  took  three  to  four  times  longer  with  Bed- 
Sty's  than  they  did  with  a  company  like  ours  or  others  we  were  com- 
peting with. 

And  the  broker  didn't  want  to  lose  his  sale,  because  he  could  that 
way.  It  was  more  important  to  go  to  a  bank,  to  go  to  a  mortgage  banker 
and  pay  them  a  discount  rather  than  get  a  par  loan  from  Bed-Sty  be- 
cause you  would  lose  the  sale  which  was  more  important  to  him  than 
the  discount  that  was  involved,  in  addition  to  which  their  closings  were 
very  slow. 
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And  that's  why  we  started  to  close  for  Equitable,  and  we  started  to 
close  for  Teachers  and  Bank  of  New  York,  Now,  we  have  closed,  I 
would  say,  of  that  total,  $4  million,  which  is  a  high  proportion — some- 
where between  $3K  and  $4  million — which,  based  on  the  figures  that 
you  have  given,  is  really  a  very  high  proportion  of  the  amount  of 
business  that  they  have  done,  and  we  closed  for  them. 

Mr.  Chumbris.  His  indication  was  not  only  loans  were  not  closing 
fast  when  they  were  the  ones  who  handled  it,  but  he  indicated — ^I 
believe  I  state  accurately — that  emoluments  that  went  to  the  brokers 
and  mortgagees  were  greater  by  going  that  route  than  through  his 
corporation. 

Do  you  have  any  comment  on  that? 

Mr.  Katz.  I  think  the  answer,  as  far  as  I  know,  is  the  brokers  did 
not  want  to  deal  through  Bed-Sty,  in  most  instances,  because  of  the 
delays,  which  meant  the  possible  loss  of  sales,  in  spite  of  the  fact  there 
was  no  difficulty  selling  the  cases  because  the}^  were  already  committed, 
and  they  were  all  committed  for  at  cost. 

Of  course,  the  area  was  limited.  It  was  limited  to  Bed-Sty  whereas 
Brooklyn  covers  many  more  areas  than  Bed-Sty. 

Mr.  Chumbris.  Well,  I  guess  I  could  pursue  this  question  a  little 
further,  but  you  are  just  expressing  your  observation  as  you  see  it. 

The  thrust  of  the  information  that  this  subcommittee  received, 
which  led  us  into  these  hearings,  would  indicate  it  was  a  little  bit  more 
than  just  the  ability  to  get  a  loan  quickly  through  the  channels  you 
use  than  the  one  Bedford-Stuyvesant  used. 

I'll  leave  it  with  that. 

Mr.  Chairman,  I  know  you  have  to  go  to  the  floor  because  of  a 
quorum  at  this  time. 

Mr.  Katz.  May  I  make  one  more  statement? 

The  Post — the  New  York  Post  among  numerous  misquotes  in  their 
articles,  and  on  two  occasions  has  stated  that  we  sold  $9,300,000  of 
mortgages  that  were  in  arrears.  I  don't  know  whether  any  members  of 
the  committee  have  read  it,  but  this  is  absolutely  false.  I  think  they 
are  completely  confused.  And  I  just  wanted  to  clear  that  up  because 
we  have  not  sold  that  way  nor  would  our  warehousing  banks  ship 
loans,  that  were  in  arrears. 

So,  if  we  wanted  to  we  couldn't  do  it. 

Senator  Hart.  Thank  you.  Anything  else? 

Is  my  impression  correct  that  if,  on  its  face,  the  paper  is  regular  or 
current,  that  the  FHA  simply  relies  on  that  face  regularity? 

Mr.  Katz.  The  FHA  relies  on  the  verifications — the  verification  of 
employment — I  believe  that  they  spotcheck  one  out  of  every  10  cases, 
or  they  are  supposed  to  spotcheck  one  out  of  every  10  cases  by  calling 
the  employer  himself,  and,  of  course,  the  credit  bureaus. 

Senator  Hart.  Assuming  they  spotcheck  one  out  of  10,  then  in 
nine  out  of  10  cases,  if  the  paper  is  sound  or  regular  on  its  face  and  if 
the  outside  credit  bureau  doesn't  do  any  investigation  in  depth,  nine 
out  of  10  of  those  cases,  the  FHA  simply  approves  the  papers  because 
it  looks  all  right? 

Mr.  Katz.  Yes;  if  it  falls  within  their  qualifications,  they  would 
approve  it. 

Senator  Hart.  It's  sort  of  like  the  Internal  Revenue  Service.  If 
you  get  audited,  there  may  be  a  different  answer,  but  if  you  are  not 
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audited,  given  the  volume  of  returns,  it's  a  voluntary  self-policing. 
Does  that  describe  the  FliA  situation? 

Mr.  Katz.  Of  course,  it  goes  a  little  further  than  that  because, 
under  Internal  Revenue,  you  make  every  statement,  whereas,  with 
this,  the  statements  are  verified  by  savings  banks  where  there  are 
savings  accounts  and  they  are  verified  by  employers. 

It  is  not  quite — it  is  not  a  perfect  analogy,  but  there  is  something 
to  what  you  say. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Katz.  Thank  you. 

(Exhibit  material  follows.  Testimony  resumes  on  p.  330.) 

EXHIBIT  2 

Materials  Furnished  by  Edwin  Katz  in  Response  to  Subcommittee  Subpoena 

Dated  Mar.  6,  1972 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  March  U,  1972. 
Senator  Philip  A.  Hart, 

Chairman  Subcommittee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary, 
U.S.  Senate,  Washington,  D.C. 
Dear  Senator:  As  requested  in  your  subpoena  dated  March  6,  1972,  Attach- 
ment A,  I  enclose  herewith  schedules  covering  Items  1  and  2. 
As  to  Item  3,  the  answer  is  none. 

As  to  Item  4,  I  am  including  a  schedule  of  Repo  Realty  Corp.  I  was  not  an 
officer  of  this  corporation  but,  since  it  was  a  wholly-owned  subsidiary  of  the  com- 
pany of  which  I  am  President,  I  am  including  this  information  for  your  record. 
Yours  very  truly, 


REPO  REALTY  CORP. 


Edwin  Katz, 
Chairman  of  the  Board. 


Date  Property  Cost         Mortgage    Sold  to—  Consideration 

January  1, 1969.. _  472  Jerome  Ave.,  Bronx $10,031.56       $10,122.56    Held  for  Erie  County.  Abandoned. 

Do 656  WilliamsSt.,  Brooklyn....        16,467.70  Astor  Realty $100. 

Do 101  Garfield  PI.,  Brooklyn 14,081.87    Dec.    6,1969    Challa  Fund 13,000. 

July23,1968 92  Albany  Ave.,  Brooklyn'...        10,084.22    Apr.  24, 1969    L.O.Scott 20,250. 

July  17, 1967 77A  Stanhope  SL,  Brooklyn...         2,966.90 Written  off 


1  $7,695  paid  to  Arnold  Realty  for  rehabilitation. 
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PAYMENTS  RECEIVED  FROM  DELTA  CAPITAL  CORP. 


Delta  No. 


Date 


Amount 

Date  repaid 

Interest 

loaned 

$6, 000. 00 

Mar.    3,1969 

$609. 00 

Feb.    3, 1969 

405.  00 

10,  000. 00 

Dec.  24,1968 

270.  00 

7,  500.  00 

Oct.    30,1968 

112.50 

2,375.00 

Oct.   22,  1968 

41.57 

1,375.00 

Nov.  19, 1958 

35.52 

1,  237.  50 

Mar.  21, 1969 

91.26 

Jan.  31,1969 

351.00 

6,  000. 00 

Oct.    29,1968 

90.00 

4,  750.  00 

Jan.    14,  1969 

360. 00 

5,  850.  00 

Jan.    11,  1969 

263.  25 

Mar.  17, 1969 

81.00 

2,250.00 

Feb.     6, 1969 

68.63 

2,  500. 00 

July   11,1969 

221.25 

2,  650.  00 

Feb.  19,1969 

56.68 

10,  000. 00 

Mar.  24, 1969 

235.  00 

6,  000. 00 

Aug.    8,1969 

552.00 

15,300.00 

Mar.  24, 1969 

554.63 

8,  000.  00 

Mar.  21, 1969 

213.73 

2,  500. 00 

Feb.  24,1969 

46.88 

7,  500. 00 

June    9,1969 

521.25 

7,000.00 

June  16,1969 

420.00 

11,000.00 

Mar.  18, 1969 

181.50 

1,400.00 

Oct.     6, 1969 

129.50 

5,000.00 

June  20,1969 

285.00 

13,300.00 

Oct.    16,1969 

1,102.79 

July     2,1969 

196.40 

12,237.50 

July     2,1969 

262. 50 

2,000.00 

May  13,1969 

43.00 

7,000.00 

June    4,1969 

140.00 

2,000.00 

July   10,1969 

44.17 

2,000.00 

Aug.  14, 1969 

90.00 

7,500.00 

Aug.  10, 1970 

1,306.45 

7,000.00 

Aug.    4,1969 

131.25 

5,000.00 

Feb.  19,1970 

489. 58 

12,500.00 

Sept.   2,1969 

275.00 

4,500.00 

July  30,1969 

56.25 

2,300.00 

Sept.  29, 1969 

49.83 

6,  500. 00 

Oct.   24,1969 

247. 00 

4,000.00 

June  25, 1970 

612.00 

500.00 

Open 

4,500.00 

Jan.   26,1970 

337.50 

8,000.00 

Feb.    5, 1970 

5C3.33 

4,500.00 

Oct.   28,1969 

121.50 

6,500.00 

Dec.  12,1969 

105.62 

2,300.00 

Nov.  30,1971 

1,204.58 

1,400.00 

Open 

13,  300 

Dec.  10,1969 

360.  21 

3,500 

Feb.  15,1971 

685.71 

6,000 

June  17,1970 

555.  00 

Real  estate  operator  and  address 


146... Aug.    7,1968 

153 _  Aug.  22,1968 

160 Sep.   12,1968 

161. Sep.  13,1968 

163 Sep.  17,1968 

166 Sep.  24,1968 

172 Oct.     3,1968 

176... Oct.    10,1968 

177 Oct.    11,1968 

184 Oct.   31,1968 

185 Nov.    4,1968 

188 Nov.  14,1968 

189... Nov.  14,1968 

202. _._.  Dec.  10,1968 

210 Dec.  24,1968 

211 Dec.  27,1968 

213.. _  Jan.     6,1969 

220 Jan.    16,1969 

230 Feb.  11,1969 

231. Feb.  11,1969 

236 Feb.  21,1969 

238 Feb.  25,1969 

249.. Mar.  26,1969 

250 Mar.  28,1969 

251 Mar.  31,1969 

262.... Apr.  24,1969 

268 May     7,1969 

271 _..  May   13,1969 

288.. June  14,1969 

290 _  June  19,1969 

293 June  23,1969 

301 July  15,1969 

302 July  15,1969 

321....  ....  Aug.  4,1969 

323 Aug.  7,1969 

327. Aug.  19,1969 

329... ._  Aug.  26,1969 

334 Aug.  26.1969 

340.. Sept.  3,1969 

343.. Sept.  4,1969 

384 Nov.  3,1969 

363 Oct.  1,1969 

370 Oct.  8.1969 

375 Oct.  7,1969 

386 Nov.  11,1969 

387 Nov.  5,1969 

416 Dec.  16,1969  6,500  Feb.  4,1970 

421 Dec.  23,1969  13,300  Feb.  5,1972 

435 ._  Jan.  27, 1970  4,500  Mar.  17, 1970 

442 Feb.  5,1970  8,000  Feb.  18,1970 

443 Feb.  5,1970  6,500  Apr.  20,1970 

450 Feb.  19,1970  7,000  June  4,1970 

451 Feb.  20,1970  4,000  Mar.  16,1970 

454 Feb.  24,1970  14,300  July  25,1970 

458 Feb.  26,1970  1,000  June  5,1970 

471 Mar.  18,1970  2,000  Sept.  25, 1970 

475 Mar.  26,1970  2,000  Apr.  23, 1970 

478 Mar.  27,1970  3,500  June  26, 1970 

479 Apr.  1,1970  1,000  Aug.  3,1970 

496 Apr.  23,1970  6,500  May  11, 1970 

497 Apr.  23, 1070  2,000  Oct.  7,1970 

527 June  30, 1970  3,500  Jan.  4,1971 

530 July  2,1970  4,000  July  30, 1970 

532 July  9,1970  6,000  July  9,1970 

552.. .Aug.  18,1970  8,000  Open 

574 Oct.  13,1970       4,000  Nov.  10, 1970 

576 Oct.  15,1970       2,000  Nov.  10, 1970 

577 Oct.  15,1970       6,000  Nov.  15, 1970 

580 Oct.  20,1970       4,000  July  20,1971 
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Michelle  Ent,  720  Fenimore  St.,  Brooklyn. 

Prima,  32  Clifton  PL,  Brooklyn. 
Duma,  1106  Winthrop  St.,  Brooklyn. 
Warner,  1482  Carrol  St.,  Brooklyn. 
Golden  Globa,  467  Jefferson  Ave.,  Brooklyn 
Michel,  680  Rutland  PI.,  Brooklyn. 

Prima,  531  Evergreen,  Brooklyn. 
Prima,  1413  Jefferson  Ave.,  Brooklyn. 
Freedom,  752  Glenmore,  Brooklyn. 

Prima,  18  De  Sales  PI.,  Brooklyn. 

Freedom,  663  Baltic,  Brooklyn. 

Freedom,  469  Barbey,  Brooklyn. 

Duma  Realty,  300  E.  92d  St.,  Brooklyn. 

Rico,  251  Pal.netto  St.,  Brooklyn. 

Hov^  Bar,  2788  Sexton  PI.,  Bronx. 

Michelle,  254  E.  48th  St.,  Brooklyn. 

Home  Owners,  260  Covert  St.,  Brooklyn. 

Tosler  Realty,  117-24  124th  St.,  South 
Dr.  PI. 

Freedom,  307  S.  4th  St.,  Brooklyn. 

Freedom,  67  Crystal  St.,  Brooklyn. 

Home  Owners,  398  Prospect  Ave.,  Brook- 
lyn. 

Prima,  953  Madison  St.,  Brooklyn. 

Michelle,  184  LottSt.,  Brooklyn. 

Barry  Baines,  Inc.,  97  W.  Centennial  Ave., 
Roosevelt. 

Chala  Fund,  710  President  St.,  Brooklyn. 

Graico  Realty,  153  East  37th  St.,  Brooklyn. 

Mayhope  Realty,  1120  Herkimer  St., 
Brooklyn. 

Prima,  553A  Monroe  St.,  Brooklyn. 

Michelle,  2326  Tilden  Ave.,  Brooklyn. 

Sanalot,  1344  Therriot  Ave.,  Bronx. 

Bory,  599  Empire  Blvd.,  Brooklyn. 

Challa  Fund,  569  Madison  St.,  Brooklyn. 

Harbor  View,  1184  Halsey,  Brooklyn. 

O'Drago  Realty,  506  East  46th,  Brooklyn. 

Prima,  403  Berry  St.,  Brooklyn. 

Rico,  77  WolcottSI.,  Brooklyn. 

Mintern,  1503  St.  Marks,  Brooklyn. 

Freedom,  110  Ryerson  St.,  Brooklyn. 

Gainnore,  548  East  48th  St.,  Brooklyn. 

Dean  A  Ass.,  260A  Tompicius  Ave. 
Brooklyn. 

Amity  Enterprises,  413  57th  St.,  Brooklyn, 

Alretha,  705  Madison  St.,  Brooklyn. 

Warner,  46  Gates  Ave.,  Brooklyn. 

Michel,  168  Washington  Ave.,  Brooklyn. 

Mar  Deb.,  1851  Prospect  PI.,  Brooklyn. 

Mar.  Deb.,  167  Hart  St.,  Brooklyn. 

152.75    GrovBhold,  1419  Hancock  St.,  Brooklyn. 
227.21    Michel,  75  Downing  St.,  Brooklyn. 
112.  50    Rico  Realty,  1446  Greene  St.,  Brooklyn. 
50.00    Rico  Realty,  1376  Jefferson  St.,  Brooklyn. 
403. 12    Michel,  200  McOonough  St.,  Brooklyn. 
367. 53    Prima ,  407  South  5th  St. ,  Brooklyn. 

Amity  Ent.,  351  44th  St.,  Brooklyn. 

Somalot,  1215  Gilbert  PI.,  Brooklyn. 

Challa,  448  Central  Ave.,  Brooklyn. 

Challa,  54  Putnam  Av?.,  Brooklyn. 

Prima,  207  Msnahan  St.,  Brooklyn. 

Dynam,  454  Franklin,  Brooklyn. 

Jim  Carlos,  318  Bond  St.,  Brooklyn. 

81.  25    Angelique,  656  Jefferson  St.,  Brooklyn. 
163.00     Roma    Remodeling,    247-9    Melrose   St., 
Brooklyn. 

Prima,  104  Linden  St.,  Brooklyn. 

Challa,  652  Hendricks  St.,  Brooklyn. 

Mr.  Houses,  129  Lewis  Ave.,  Brooklyn. 

Octo  Construction,  167-26  108th  Dr., 
Jamaica. 

Jaclyn  Enterprises,  180  Hart  St.,  Brooklyn 

Prima,  1076  Hancock  St.,  Brooklyn. 

Salinas  Enterprises,  309  Weirfield  Ave., 
Brooklyn. 

500.00    Covert  Hold,  176-8  80  Penn  Ave.,  Brook- 
lyn. 


53.00 
840.  56 

48.00 
187.00 

30.00 
128.  33 

50.00 


268.  33 
176.00 
437.  50 


6.60 
27.00 
120.00 
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PAYMENTS  RECEIVED  FROM  DELTA  CAPITAL  CORP.-Continued 


Delta  No. 

Date 

Amount 
loaned 

Date  repaid 

Interest 

Real  estate  operator  and  address 

591.. 

598.. 

604 

628 _. 

624 

637 

672 

-  Nov. 
.  Nov. 

.  Dec. 

_  Feb. 
.  Feb. 
.  Apr. 
.  Dec. 

11, 1970 

30. 1970 

11,1970 

19. 1971 
2, 1971 
1,1971 
1, 1971 

2,000 
6,000 

2,300 

6,000 
2,300 
9,500 
10,  000 

Apr.  28,1971 
Feb.     4,1971 

Jan.   26,1971 

Mar.  30, 1971 
June    8,1971 
Apr.  28,1971 
Feb.  18,1972 

139. 17 
155.00 

42.17 

132.00 
118.83 
118.75 
325.  00 

Concord  Hold,  556  East  96th  St.,  Brooklyn. 
West  Brighton  Village,  681   Monroe  St., 

Brooklyn. 
West  Brighton  Village,  193  Madison  St., 

Brooklyn. 
Prima  Realty,  1343  De  Kalb  Ave.,  Brooklyn. 
Wilfred  Quails,  18  Miami  Ct.,  Brooklyn. 
Concord  Hold,  402  East  49th  St.,  Brooklyn. 
Kaybet    Realty,    137-43    Carson    Ave., 

Spring,  Ga. 

STATEMENT  0!  STANLEY  SIROTE,  PRESIDENT,  INTER-ISLAND 
MORTGAGE  CORP. 

Senator  Hart.  Our  concluding  witness  is  Mr.  Stanley  Sirote.  I 
believe  Mr.  Sirote  is  accompanied  by  counsel. 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  The  record  should  reflect  Mr.  Sirote  is  appearing 
here  today  pursuant  to  subpena. 

I  understand,  Mr.  Sirote,  that  you  are  represented  by  counsel  and 
that  counsel  is  present  at  the  table  with  you. 

Would  you  kindly  state,  for  the  record,  his  name? 

Mr.  Sirote.  Mr.  Richard  Braunstein. 

Senator  Hart.  Mr.  Braunstein,  do  you  represent  Mr.  Sirote? 

Mr.  Braunstein.  Yes;  we  do. 

Senator  Hart.  I'm  sure,  Mr.  Sirote,  that  Mr.  Braunstein  has 
consulted  with  you  with  respect  to  your  appearance  and  counsel, 
but  because  you  are  here  today,  pursuant  to  subpena,  the  record 
should  reflect  the  committee  itself  has  advised  you  of  your  rights. 

You  have  a  right  to  refuse  to  answer  any  questions  you  feel  may 
tend  to  incriminate  you.  Anything  you  do  say  may  be  used  against 
you  in  any  other  proceeding. 

You  have  a  right  to  consult  with  Mr.  Braunstein  at  any  time  before 
answering  any  question. 

Should  you  decide  to  answer  questions  now,  you  still  have  a  right 
to  stop  answering  questions  at  any  time. 

The  record,  I  think,  should  reflect  also,  that  should  you  decide  to 
refuse  to  answer  or  assert  your  rights,  you  are  assured  that  this  sub- 
committee will  draw  no  adverse  inference  from  that  course  of  conduct, 
and  I  add,  neither  should  anyone  else. 

Do  you  understand  this? 

Mr.  Sirote.  Yes,  sir. 

Senator  Hart.  Are  you  willing  to  waive  your  rights  and  answer 
questions  at  this  time? 

Mr.  Sirote.  No. 

Senator  Hart.  Would  you  be  in  a  position — perhaps  counsel  would 
like  to  explain  that  "no". 

I  would  like  for  the  record  at  least  to  get  your  name  and  address. 

Mr.  Braunstein.  My  name  is  Richard  Braunstein,  1225  Con- 
necticut Avenue  NW.,  Washington,  D.C. 

Senator  Hart.  Mr.  Sirote,  would  you  be  willing  to  respond  to  those 
same  questions,  your  name  and  address? 
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Mr.  SiROTE.  Yes;  my  name  is  Stanley  Sirote.  I  reside  at  610  Long- 
acre  Avenue,  Woodmere,  N.  Y. 

Senator  Hart.  Would  you  identify  the  third  person  accompanying 
you? 

Mr.  Braunstein.  The  third  person  is  Jim  Treanor.  He  is  also  at 
our  office. 

Senator  Hart.  When  you  negotiated  the  purchase  of  mortgages 
from  United  to  complete  Inter-Island's  GNMA  pool  642,  were  you 
aware  that  United  was  planning  to  sell  you  below  average  quality 
mortgages? 

Mr.  Sirote.  On  the  advice  of  counsel,  I  respectfully  decline  to 
respond  to  the  question  on  the  grounds  that  the  answer  may  tend  to 
incriminate  me. 

Senator  Hart.  There  is  a  tradition  and  a  custom  here.  It  may  be 
like  what  the  law  is  on  releasing  classified  documents,  a  lot  of  assump- 
tions, but  in  recent  days,  we  have  discovered  whether  there  was  any 
question  that  covers  it  at  all. 

But  there  is  a  tradition  here  in  the  Senate,  when  the  witness  invokes 
a  fifth  amendment  privilege,  the  question  should  be  repeated  with 
the  direction  that  he  answer.  Then,  if  he  continues  to  assert  the  fifth 
amendment  right,  that  it  be  stated  a  second  time.  So  I  shall  address 
the  question  again. 

(Exhibit  material  follows.  Testimony  resumes  on  p.  402.) 

Materials  Relating  to  the  Testimony  of 
Stanley  Sirote 

EXHIBIT  1 

Documents  Relating  to  Inter-Island  "Short  Money  Lending" 

Inter-Island    Mortgagee   Corp., 

Flushing,  N.Y.,  March  22,  1972. 
Senate  Antitrust  Subcommittee, 
Senate  Annex,  Washington,  D.C. 
(Attention:  Jack  A.   Blum). 

Dear  Mr.  Blum:  As  per  your  telephone  conversation  with  Mr.  Stanley  Sirote 
on  March  21,  1972,  I  am  enclosing  copies  of  the  Interim  Loans  you  requested. 
Please  note  one  group  is  Satisfied,  the  other  group  is  Active. 
Should  you  require  anything  further  please  do  not  hesitate  to  contact  me. 
Sincerely, 

Katherine    Koury, 
Senior  Vice  President. 
Enclosure. 
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BROKER 
Ado  Homes 

Ado  Homes 

Ado  Homes 

Ada  Homes 
Ada  Homes 

Agasson  Realty 

Better  Nassau 

Better  Nassau 

Chala  Funding 

Damewood  Realty 

Damewood  Realty 

Damewood  Realty 

Damewood  Rea  Ity 

Damewood 

Damewood 

Damewood 

Damewood 
Damewood 


CURRENT  INTERIMS 

PREMISES 

131-25  Mathewsm  Court 
Springfield  Gdns,  N.Y. 

128-40  148  St. 

So.  Ozone  Pk. ,  N.Y. 

110-47  207  St. 
Queens  Village,  N.Y. 

148-07  Linden  Blvd. 
Jamaica,  N.Y. 

148-24  Linden  Blvd. 
Jamaica,  N.Y. 

168-08  Sayres  Ave. 
Jamaica,  N.Y. 

109-52  142  St. 

So.  Ozone  Pk. ,  N.Y. 

132-05  Liberty  Ave. 
Richmond  Hill,  N.Y. 

11  Cambria  PI. 
Brooklyn,  N.Y. 

137  N.E,  106  St, 
Miami,  Florida 

279  110  St. 
Miami,  Florida 

235  N.E.  29  St. 
Miami,  Florida 

2501  22  Ave. 
Miami,  Florida 

2970  N.W.  165  St. 
Opalooka,  Florida 

1420  NW.  26  St. 
Miami,  Florida 

419  N.E.  71  St. 
Miami,  Florida 

#4-70 

419  N.E.  71  St. 
Miami,  Florida 


AMOUNT  OF  LOAN 

$12,500 

$21,000 

$14,500 
$24,000 

$10,000 

$12,700 

$15,000 

$13,500 

$11,500 

$27,750 

$17,000 

$34,750 

$18,750 

$16,000 

$  7,936 

$   375 
$22,500 

$27,000 


DATE  MADE 

Jan.  4,  1972 

Nov.  22,  1971 

Dec.  22,  1970 
Dec.  20,  1971 

Aug.  12,  1971 

Dec.  20,  1971 

Nov.  24,  1971 

July  ZL,  1971 

Oct.  23,  1970 

Dec.  3,  1971 

Dec.  30,  1971 

Dec.  8,  1971 

Dec.  3,  1971 

Nov.  5,  1971 

Nov.  1,  1971 

Nov.  1971 
Oct.  8,  1971 

Oct.  27,  1971 


333 


Page  #2 

BROKER 
Eritz  Prop. 

First  Met 


Fridal  Enter- 
prise 

Fridal  Enter- 
prise 

Go-Well  Homes 


CURRENT  INTERIMS 


PREMISES 


Gulf  Title 
Gulf  Title 
Ganer  W.  Crowder 

Gulf  Title 
Home  Transfer 

Home  Transfer 

Jotoi  Cont- 
ractors 

Lectner  & 

Goodman 

Nansue  Rental 

Mill-Reef  Equ. 

Mill  Reef 

Mill  Reef 
Mill  Reef 

Mill  Reef 


539  Schenck  Ave. 
Brooklyn,  N.Y. 

1719  Undercliff  Ave. 
Bronx,  N.Y. 

1287  Hancock  St. 
Brooklyn,  N.Y. 

226  Cornelia  St. 
Brooklyn,  N.Y. 

118-61  154  St. 
Jamaica,  N.Y. 

3521  S.W.  3rd  St. 

1065  W.  32nd  St. 

282  Mareches  Road 
St.  James,  N.Y. 

Florida 

88-10  213  St. 
Queens  Village,  N.Y. 

104-38  134  St. 
Richmond  Hill,  N.Y. 

113-27  203  St. 
Hollis,  N.Y. 

235  Georgia  Ave. 


310  Eastwood  Ave. 
Centereach,  L.I. 

119-37  192nd  St. 
St.  Albans,  N.Y. 

100-11  205  St. 
Hollis,  N.Y. 

131-36  232nd  St. 

115-20  229  St. 
Cambria  Heights,  N.Y. 

274  Rutland  Rd. 
Freeport,  N.Y. 


AMOUNT  OF  LOAN 

$  9,000.00 

$15,000.00 

$13,500.00 

$  8,000.00 

$  7,500.00 
$26,540.80 
$26,871.33 

$19,900.00 
$17,000.00 

$13,500.00 

$18,500.00 

$12,000.00 
$  9,300.00 

$  8,200.00 

$19,000.00 

$  8,500.00 
$25,000.00 

$  3,000.00 

$23,500.00 


DATE  MADE 

Oct.  23,  1969 

Dec.  1,  1971 

Nov.  1,  1971 

Oct.  7,  1971 

Jan.  25,  1972 
Oct.  21,  1971 
Oct.  21,  1971 

Oct.  29,  1971 
Dec.  30,  1971 

Aug.  19,  1971 

Jan.  28,  1972 

Dec.  17,  1971 
Dec.  22,  1970 

July  14,  1971 

Nov.  19,  1971 

July  1,  1971 
Oct.  26,  1971 

Aug.  27,  1971 

July  1,  1971 
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Page  #3 

BROKER  PREMISES  AMOUNT  OF  LOAN       DATE  MADE 

Mill-Reef  Equ.    176-11  134'^*'  Ave. 

Springfield  Gdns,  N.Y.   $26,500.00        Oct.  29,  1971 

Mill-Reef  Equ.    10  Primrose  Lane 

Roosevelt,  N.Y.         $29,000.00        Jan.  19,  1972 

Mill-Reef  Equ.    143-23  222  Street 

Laurelton,  N.Y.         $16,400.00        Jan.  25,  1972 

P.F.V.  Realty     281-17  119  Ave. 

Sl.  Albans,  N.Y.         $16,000.00        Nov.  2,  1971 

Pills  Dir.  Corp.  1285  N.W.  26  St. 

Miami,  Florida  $21,000.00        Nov.  3,  1971 

Richardson       332  E.  222  St. 

Brooklyn,  N.Y.  $20,000.00        Nov.  25,  1970 

Richardson       1454  Shakespeare  Ave.    $22,000.00        May  17,  1971 

Richardson       716  E.  232  St. 

Bronx,  N.Y.  $30,000.00        May  6,  1971 

Richardson       736  E.  220  St. 

Bronx,  N.Y.   10467       $20,500.00        April  21,  1971 

Richmond   Fund.  3246  Richmond  Terrace 

Staten  Island,  N.Y.      $  7,500.00        Aug.  13,  1970 

Richmond  Fund.    47  Stanley  Avenue 

Staten  Island,  N.Y.      $17,000.00        Jan.  7,  1971 

Richmond  Fund.    43  Stanley  Avenue 

Staten  Island,  N.Y.      $17,000.00        Jan.  7,  1971 

Richmond  Fund.    47  Stanley  Avenue 

Staten  Island,  N.Y.      $17,000.00         Jan.  7,  1971 

Richmond  Fund.    49  Stanley  Avenue 

Staten  Island,  N.Y.      $17,000.00        Jan.  7,  1971 

Richardson       4625  Wilder  Avenue 

Bronx,  N.Y.  $29,350.00        June  3,  1971 

Richardson       3629  Holland  Ave. 

Bronx,  N.Y.  $10,000.00        May  2,  1971 

Robert  Eldridge   1922  Straight  Path 

Dix  Hills,  N.Y.         $14,000.00        Oct.  26,  1971 

Middle  Country    241  6"^*'  Avenue 

St.  James,  N.Y.         $16,750.00        Dec.  2,  1971 

WHC  Realty  Corp.  1165  Dean  St. 

Brooklyn,  New  York      $19,000.00        Oct.  6,  1970 
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Page  #4 

BROKER  PREMISES  AMOUNT  OF  LOAN         DATE  MADE 

WHC  Realty       1165  Dean  St. 

Brooklyn,  N.Y.       $19,000.00  Oct.  6,  1970 

Winsome  Realty   Garder  W.  Crowder 

90  Cedarhurst       $  9,000.00  Sept.  24,  1971 

Will-Reef  Equ.    175-38  137'^'  Ave. 

Springfield  Gds.,NY  $22,500.00  Dec.  7,  1971 

Noir  Investors    99-04  200  St. 

Mollis,  N.Y,         $20,000.00  Dec.  22,  1971 
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SATISFIED  INTERIMS 


BROKER 
Acardia 

Ado  Homes 

Ado  Homes 

Ado  Homes 

Aid-Lex  Inc. 


PREMISES 

144-17  Smith  Road 
Jamaica,  N.Y. 

110-53  Union  Hall  St. 
Jamaica,  N.Y. 

114-46  173rd  St. 
St.  Albans,  N.Y. 

67-44  199  St. 
Flushing,  N.Y. 


AMOUNT  OF  LOAN 
$  8,000.00 
$10,000.00 
$22,000.00 
$23,000.00 


1  W.  80 

Grandlands  Ct., Florida  $   415.50 


Compare  Real    10  Brightaide  Ave. 
Central  Islip,  N.Y. 

Corho  Realty    768  Brighton  Avenue 
Staten  Island,  N.Y. 

Corho  Realty   766  Brighton  Avenue 
Staten  Island,  N.Y. 

Domecar  Inc.    137  N£.  106  Street 

Domecar  Inc.    137  N.E.  106  Street 

Fenex  Investment  Allapattalo  Heights 
Florida 


First  Met 

Glare  Homes 
Glare  Homes 

Glare  Homes 


945  E.  214  St. 
Bronx,  N.Y. 

119-15  147  Street 

130-69  227  Street 
Laurel ton,  N.Y. 

107-21  Union  Hail  St. 
Jamaica,  N.Y. 


Go-Well  Homes   126-38  146  St. 

So.  Ozone  Pk,  N.Y. 

Hammer  House    119-29  145  St. 
Jamaica,  N.Y. 

Home  Transfer   109-25  156  St. 
Jamaica,  N.Y. 


$12,600.00 

$21,000.00 

$18,000.00 
$  277.50 
$    170.00 

$    187.50 

$22,500.00 
$17,000.00 

$17,500.00 

$  8,500.00 

$11,000.00 

$15,000.00 

$14,000.00 


DATE  MADE 

Nov.  9,  1971 

Oct.  7,  1970 

Oct.  22,  1971 

July  16,  1971 

Dec.  31 

July  15,  1971 

June  29,  1971 

June  28,  1971 
Dec.  31,  1971 
Dec.  1971 

Dec.  31,  1971 

Nov.  24,  1971 
Oct.  4,  1971 

May  3,  1971 

Jan  27,  1971 

Nov.  18,  1971 

June  2,  1971 

June  18,  1971 
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Page  #2 


BROKER 


PREMISES 


Langer  Fund.   110  Prospect  Place 

Mill-Reef     185-02 

Mollis,  N.Y. 

Mill-Reef      171-12  108  Avenue 
Jamaica,  N.Y. 

Mill-Reef     115-66  218  Street 

Cambria  Heights,  N.Y. 

O'Mara        Cypress  Lane 
Shenrock 

Pillo  Dev.    West  End  Pk. 
Florida 

Protesca 

Rac  Mill  Realty  18  So.  1st  Street 


Richardson 
Welch  Inv. 
Welch  Inv. 


3668  Barnes  Ave. 
Bronx,  N.Y. 

Federal  Building 
Florida 

235  N.E.  29"^"  St. 
Miami,  Florida 


Winsome  Real   35  Ormond  St. 

Islip,  Selden,  N.Y. 

Winsome  Real   57  ClintonAve. 

East  Patchogue,  N.Y. 


Mill  Reef 

Beneficial 

Beneficial 


150-45  llA  Road 
Jamaica,  N.Y. 

56  Brook  St. 
Staten  Island,  N.Y. 

1  Chestnut  St. 
Staten  Island,  N.Y. 


Century  Properties   131  Williams  Ave, 
Brooklyn,  N.Y. 


Hattner 


7  Prospect  Avenue 
Staten  Island,  N.Y. 


AMOUNT  OF  LOAN 
$16,000.00 

$20,000.00 

$19,000.00 

$27,000.00 

$18,000.00 

$  420.00 
$  36.00 
$    43.20 

$16,750.00 

$   273.75 

$  3,500.00 

$10,000.00 

$  9,500.00 

$  8,000.00 

$  4,000.00 

$  4,000.00 

$11,000.00 

$14,000,00 


DATE  MADE 
May  10,  1971 

June  29,  1971 

Sept,  1,  1971 

April  21,  1971 

June  22,  1971 

Dec.  31,  1971 
Dec.  31,  1971 
Sept.  30,  1971 

April  21,  1971 

Dec.  31,  1971 

Oct.  21,  1971 

July  28,  1971 

July  7,  1971 

July  2,  1971 

Oct,  29,  1970 

Oct.  29,  1970 

Apr.  24,  1970 

Mar.  30,  1970 


338 


Page  #3 

BROKER 
Better  Nassau 

Better  Nassau 

Brita  Homes 

J.  Carlos,  Inc. 

Century  Prop. 

Hetna  -  El  Sal 

Hetna  Realty 


PREMISES 

132-02  Liberty  Ave. 
Richmond  Hill,  N.Y. 

146-12  Liberty  Ave, 
Jamaica,  N.Y. 

34-11  107  Avenue 

375  12':''  Street 
Brooklyn,  New  York 

485  Hicks  St. 
Brooklyn,  N.Y. 

369  Atkins  Ave. 
Brooklyn,  N.Y. 

575  Glenmore  Ave. 
Brooklyn,  N.Y. 


AMOUNT  OF  LOAN 

$13,500.00 

$12,000.00 
$12,000.00 

$10,000.00 

$11,500.00 

$12,500.00 

$  8,500.00 


DATE  MADE 

Nov. 16,  1970 

Apr.  16,  1970 
Aug.  5,  1969 

Oct.  22,  1969 

May  9,  1969 

Aug.  26,  1969 

Sept.  26,  1969 


339 


11/2A/71     Better  Nassau  Corp. 
109-^^2  142  Street 
South  OcPine  Park,  New  York 

$15,000.00        217,  Expires   5/24/72 

Interest     $262.50  per  month     $8.75  per  diem 
Billed         Paid       Paid  thru 


•);:'6  IV  CO? 

John  E.  Johnson 


7/21/71   Better  Nassau  Corp. 

132-05  Liberty  Avenue 
Richmond  Hill,  New  York 

$13,500.00         247„       Expires  1/21/72 

Interest         $270.00  per  month         $9.00  per  diem 

Billed  Paid       Paid  through 


John  E  Johnson 
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12/20/71  Agasr.iz  Realty  Corp. 
168-08  Sayres  Avenue 
Jamaica,  New  York 

$12,700.00       18%      Expires  iilZ^pl 

Interest    $190.50  per  month       $6.35  per  diem 

Billjled       Paid         Paid  thru 


,:',  V-  /  7  A   III 

Philip  Golden 


m^/ll  Arcadia  Realty  Corp. 

130-23  231  Street 
Laurel ton,  New  York 

$23,500.00  18% 

Interest     #352.50  per  month 
Billed  Paid 


SF  207   18§00 


Expires  8/28/72 
$11.75  per  diem 
Paid  thru 
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lO/S^/yO  Chala   Pund5nc   Corp  Charles   Friedman 

11   Cambridge    Place 
Brooklyn 

? 11, 500. 00  24^  Expires   4/23/71 

Interest  f^23").00   ner   month  ^:;7.666    per   diem 

Billed  Paid  Paid    through 

J:  1840. 00  6/3/71  6/22/71 


SF  187     12,000. 

12/1/71   First  Met  Realty  Corp.  Schiff 

1719  Undercliff  Avenue 
Bronx,  New  York 

$15,000.00      12%        Expires   6/1/72 

Interest       $150.00  per  month       $5.00  per  diem 

Billed  Paid         Paid  thru 

■/■)  /.'.  -  'h'h' 
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8/12/71  ADO  HO>IES,   n^JC. 

1J48-25  Linden  Blvd. 
Jamaica,  N.Y. 


SIO.OOO.OO  2456  expires  2/12/72 

Interest  $200.00     per  month  6.666  per  diem 

Billed  j      Paid  Paid  Through 


^  nx 


12/22/70  Ado   Homes,    Inc. 

110-47  207   Street 
Queens   ^'lllage 

$14,500.00  Zl$  Expires        6/22/71 

Interest   253.75  per   month  ^8.458   oer   diem 

Billed  Paid  Paid   through^ 


v.^ 


■''"'         Ado" 
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SF  206 


ll\l/ll  Ado  Homes,  Inc. 

121-35  133rd  Street 

South  Ozone  Park,  New  York 

$15,000.00         21%        Expires  8/15/72 
Interest    $262.50  per  month       $8.75  per  diem 

Billed  Paid         Paid  thru 


12,000. 
Hammer 


11/22/71     Ado  Homes,  Inc. 

128-40  148th  Street 

South  Ozone  Park,  New  York 

$21,000.00      21%       Expires   5/22/72 

Interest       $367.50  per  month       $12.25  per  diem 

Billed  Paid        Paid  thru 


SF  186   1^,800 
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Charles  Friedman 


lO/l/ll  FridoJ.  Enterprises,  Inc. 

226  Cornelia  St,  Bkyn 

$8,000.00        247,     Expires   4/7/72 

Interest   $160.00  per  tnonth       $5,333  per  diem 


Billed 


Paid     Pnidthru 


SF  203     18,800. 

2/2/72      Glare  Hones  Sales  Corp.  Stelmike 

134-54  158  Street 
Jamaica,  New  York 

$25,500.00     18%      Expires   8/2/72 

Interest     $352.50  per  month  11.75  per  diem 

Billed         Paid     Paid  thru 
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SF   202        14,800. 

1/28/72        Home   Transfer  Corp.  Rosensv/eet 

104-3S      134   Street 
Ricknond   Hill,    Naw  York 

$18,500.00  217o  Expires   7/28/72 

Interest      $323.75  per  month  $10,791   per  diem 

Billed  Paid  Paid   thru 


8/19/71  HOME  TRii-NSFER  CORP.  SP -172 

88-10  Sljth  Street 
Cueens  Village,   N.   Y.    11^127 

£13,^00.00  2h%  expires  2/19/72 

Interest  £270.00  per  month  S9.00  per  diem 

Hilled  Paid  Paid  Through 
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12/17/71 

$12,000.00 
Interest 

Bill^ed 


Jotoi  Contractors  Inc. 
113-27  203rd  Street 
Hoi lis,  New  York 


SF  191    9,600. 
Rosenthal 


18%        Expires  6/17/72 
$180.00  per  month       $6.00  per  diem 

Paid         Paid  thru 


12/22/70    Lietner  &  Goodman 
7  35  Georgia  Avenue 
Brooklyn 

$9,300.00      21%      Expires 

Interest    $162.75  monthly       $5,425  per  diem 
Paid 


Creative  Operating 


Billed 


Paid  through 
3/31/71 


/-, 


V^/ 
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l/\hfll     Mill  Reef  Equities  Corp.  Hawley 

205-03  Hollis  Avenue 
Hollis,  New  York 

$10,000.00         127,      Expires  %/\^/ll 
Interest    $100.00  per  month      %Z.Z2,Z   per  diem 

Billed         Paid         Paid  Ithru 


October  29,  1971       Mill  Reef  Equities  Corp.  '''*' 

176-11   134th  Avenue 
Springfieldg  Gardens  N.Y.  11434 


$26,500.00 

24% 

Expieress  April  29, 

1972 

Interest 

$530.00 

per  month 

Billed 

Paid 

Paid  thrugh 
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YlPIll  Mill  Reef  Equities  Corp- 

175-38  137  Avenue 
Springfield  Gardens,  New  York 

$22,500.00       24%      Expires  (i/lpl 

Interest       $450.00  per  month      $$15,00,00  per  day 

Billded         Paid  Paid  thru 


Hawley 


11/19/71      Mill  Reef  Equities  Corpp. 
119-37  192  Street 
St.  Albans,  New  York 

19,000.00       247o      Expires  5/19/7;j, 

Interest   $380.00  per  month       $12,666  per  deim 

Billed  Paid        Paid  thru 


Hawley 
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7/1/71   Mill  Reef  Equities  2nd  Mortgage  Hawley 

100-11   205  Street 
Hollis,  New  York 

$8,500.00       21%        Expires  7/1/70. 

Interest  $148.75  per  month      $4,958  per  diem 

Billed  Paid  Paid  through 


11/2/71   PFV  Realty  Corp  Frank  Fede 

218-17  119  Avenue 
St. Albans,  New  York 

$16,000.00         18%       Expires  5/2/72 
Interest   $240.00  per  month    $$8.00  per  deim 

Billed    Paid     Paid  thru 


350 


.     f....A,;L:..-..-^_  Sr     142 

3/2/71  Richardson  Realty,    Inc  Richardson 

.■5G39    Holland   Avenue 
Bronx 

riD,m.  )3  21^  Expires    9/2/71 

Interest    175.00     -^er   month    $5,833  ^^^  ^  '  ®'^- 

Billed  Paid  pald    through 


SP  156   /■ 

5/17/71    Richardson  Realty,  'nc .  Richardson 

1454  Shakespeare  Avenue 
Bronx 
?22,000.0'5      21$J     ExDirea  ll/l7/71 
Interest   $385.00  ner  month     ^'12.833  per  diem 

Billed  Paid      Paid  through 
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J.1/25/7C'   RlchnrdKon  Penlty,  Tnr.  Richardson 

832  Kast  22nnd  Street 
Bronx 

^20,000.0D        21?^     Expires   5/25/71  6 1. 0.  - '")  "i  ^  e 

Interest    r350,T')  oer  month      C:11.6C6  per  diem 

Billed  Paid         Paid  through 

6/14/71  fnoo.:)0  on  & 

■  7''.  .      /  /  f  «■  "   ;'■-■»-!'  .r  (..^>v,  ,'■   ,^  ■'  -/'  -  / 

/   >  /  let-—  <~r~        t^^K,^-  /• 


SF   128    -y- 
1/7/71  Rlchnond   Pundlng   Corp.  Kenneth   Henlck 

41   Stanley  Avenue 
Stnten    Island 

$17,000.0)  21^  KxD-res   1 fl /l\ 

Interest     ?297.50  ner  nonth      t9.917  uer  diem 

Billed  Paid       Paid  through 
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8/13/7©         Richmond   Funding   Corn.  Kenneth  nenick 

3246   Richmond  Terrace 
Staten  Island 

f7,5J).VT  21%  ExT)ires      2/13/71 

Interert  ?l3i.25   ner    nonth  f4.375   tier    diem 


Billed  "aid  Paid    throufh 

.■i' 7  87.  50  2/13/71 


1/7/71  Rlchomond  Pnnding   Corp. 

43   Stanley  Avenue 
Staten   Island 

$17, 000. 00  21:^  Expires      7/7/71 

Interest:  S297.50   oer   nonth  ^9.917   per    diem 

Billed  Paid  ^^^^   through 


SP   129     -        , 
Kenneth  Heniclc 
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10/5/70  W.   H.    C.  Realty   Corp.  Wlllleqj   Cumberbatch 

1165   Dean   Street 
Brooklyn 

$19,000.00  2155  Expires        4/6/71 

Interest  ?"332.50   ner  month  $-11,083  per    d'etn 

Billed  Paid  Paid    through 


6  /  .  L 
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1/7 /Vi    kiuiimond  Pundlnp;  Corn. 
47  Stanley  Avenue 

Staton  Is  J and 

$17,D-rj.OO        21^  EXpirea  1 /l /l  X 

Interest     ?297.5")  per  month     f'9.917 

Billed           Paid  Paid  through 


SF  130-  

Kenneth  Henlck 


/ 


1/7/71     Richnond  Funding  Corp. 
49  Stanley  Avenue 
Staten  Island 


$17,T)0.33       2\%  Exnires  1 /l /ll 

Interest       ^297.50  per  nonth      f.9.917  per  diem 

Billed  Paid        Paid  through 


SP-127—  ■  ^/J-'.. 
Kenneth  Henick 


ri' 
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EXHIBIT  3 

Correspondence  Relating  to  Inter-Island's  Warehousing  Line  of  Credit 

First  National  City  Bank, 
San  Juan,  P.R.,  October  22,  1968. 
Mr.  Michael  Sirote, 
Inter-Island  Mortgagee  Corp., 
Chase  Manhattan  Bank  Building,  Bayamdn,  P.R. 

Dear  Mr.  Sirote:  As  advised  to  you  by  Mrs.  Otero  on  the  telephone  last 
week,  we  had  received  a  brief  cable  communication  from  our  Head  Office  that 
your  request  for  an  increase  in  the  warehousing  lines  to  $2,500,000  had  been 
approved  but  that  the  conditions  of  this  approval  would  follow  by  airmail.  We 
have  now  received  the  conditions  upon  which  we  are  willing  tf)  grant  the  increase. 
We  feel  that  for  the  capital  base  of  your  company  ($324,000  as  of  May  31,  1968) 
the  aggregate  of  warehousing  lines  at  3'our  disposal  is  exessive  in  comparison  to 
the  average  U.S.  mortgage  banker.  According  to  the  information  at  our  disposal, 
you  have  a  total  of  $7,000,000  in  warehousing  lines  in  the  U.S.  in  addition  to  the 
present  $2,000,000  approved  with  us.  By  industry  standards,  this  is  far  above  a 
normal  ratio  of  lines  vs.  net  worth.  Therefore,  before  approving  the  increase,  we 
ask  that  you  provide  evidence  to  us  that  you  have  reduced  your  U.S.  warehousing 
lines  by  at  least  an  equivalent  amount.  According  to  our  analysis  of  line  utilization 
as  of  statement  date,  it  is  our  impression  that  this  should  not  be  burdensome  to 
you. 

Additionally,  we  feel  that  in  order  to  justify  this  increase  of  your  lines,  that 
average  balances  with  our  Bank  should  be  higher  than  what  you  have  been  carry- 
ing. As  a  rule  of  thumb,  we  require  approximately  15%  of  available  lines  to  be 
carried  in  the  form  of  balances  with  us. 

If  any  of  the  above  is  not  clear,  please  telephone  me  at  the  Bank.  You  un- 
doubtedly will  be  in  contact  with  Stanley  on  this  matter,  and  if  he  would  like  to 
call  direct,  my  private  line  number  is  765-5715.  I  would  like  to  add  at  this  time 
that  we  have  been  very  pleased  with  the  manner  in  which  your  facilities  with  us 
have  been  handled,  and  we  look  forward  to  doing  even  a  larger  volume  of  business 
with  you  under  your  increased  line.  I  trust  that  you  appreciate  the  basis  of  our 
reasoning  in  the  foregoing  requests  and  look  forward  to  hearing  from  you  that 
you  are  in  a  position  to  work  with  us  on  this  basis. 
With  best  personal  regards. 
Very  truly  yours, 

Donald  de  Socarras,  Manager. 

P.S. — Regardng  our  proposal  to  switch  to  a  collateralized  line  basis  (rather 
that  our  present  purchase-repurchase  agreement),  we  can  discuss  that  after  you 
have  regularized  the  above  request.  Our  other  mortgage  banker  friends  have 
uniformly  been  jjleased,  even  enthusiastic,  about  the  cf>llateral  line  system,  as  it 
makes  the  paperwork  less  and  also  give  them  the  advantage  of  tax-free  income 
while  the  mortgages  are  in  warehouse. 


Feder.\tion  Bank  and  Trust  Co., 

Jamaica,  N.Y.,  April  21,  1964. 
Mr.  Stanley  Sirote, 
President,  Inter-Island  Mortgage  Corp., 
Jamaica,  N.Y. 

Dear  Mr.  Sirote:  We  have  outstanding  with  you  an  agreement  under 
which  we  warehouse  mortgages  for  you  on  one  or  two  family  houses  situated  in 
the  State  of  New  York.  Our  commitment  under  this  agreement  is  up  to  the 
sum  of  $1,000,000.  You  have  requested  us  to  extend  you  a  revolving  credit 
agreement  to  the  extent  of  $300,000  for  warehousing  mortgage  loans  on  one  or 
two  family  houses  located  in  Puerto  Rico. 

It  is  agreeable  to  us  to  extend  an  additional  $300,000  line  of  credit  to  you 
for  the  purpose;  of  financing  mortgage  loans  on  one  or  two  family  liouses  in 
Puerto  Rico,  under  exactly  the  same  terms  and  conditions  as  is  now  provided  in 
our  outstanding  agreement  of  October  26,  1962  with   reference    to  mortgages  on 


363 

properties  in  the  State  of  New  York,  except  that  the  current  commitment  to 
purchase  such  mortgages  shall  be  made  by  a  New  York  bank  or  a  Savings  and 
Loan  Association  whose  principal  office  is  in  New  York. 

It  is  also  understood  that  if  our  counsel  advises  us  that  we  are  required  at 
any  time  to  qualify  as  a  foreign  corporation  doing  business  in  Puerto  Rico,  you  will 
bear  the  expense  thereof  as  well  as  the  annual  taxes  which  we  may  have  to  pay 
to  Puerto  Rico. 

Very  truly  yours, 

Federation  Bank  &  Trust  Co., 
By  Charles  A.  McMahon, 
Assistant  Treasurer. 
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EXHIBIT  4 


Registration  Statement  Under  the  Securities  Act— Preliminary  Prospectus 
Dated  October  13,  1971,  for  Inter-Island  Mortgagee  Corporation 


Registration  No.  2 


.ti)  'i3 


SECURITIES  AND  EXCHANGE  COMMISSION 
Washington,  D.C.  20549 


FORM  S-1 

REGISTRATION  STATEMENT 

Under 

THE  SECURITIES  ACT  OF   1933 


Inter-Island  Mortgagee  Corp. 

{  E.Mict  name  of  Registrant  as  specified  in  charter) 

176-60  Union  Turnpike 
Flushing,  New  York  1 1366 

(  Address  of  principal  executive  offices) 


Stanley  Sirote,  President 

Inter-Island  Mortgagee  Corp. 

176-60  Union  Turnpike 

Flushing,  New  York  11366 

I  Name  and  address  of  agent  for  service) 


Copies  to: 

Richard  L.  Braunstein,  Esq.  Robert  Roscnman,  Esq. 

Dow,  Lohnes  &  Albertson  Cravath,  Swaine  &  Moore 

1225  Connecticut  Avenue,  N.W.  1  Chase  Manhattan  Plaza 

Washington,  D.C.  20036  New  York,  New  York  10005 


Approximate  Date  of  Commencement  of  Proposed  Sale  to  the  PubUc:  As  soon  as  practicable  after  this 
Registration  Statement  becomes  effective. 


CALCULATION 

OF 

REGISTRATION 

FEE 

Title  of 
Each  Class                                             Amount 
of  Securities                                             Being 
Being  Registered                                     Registered 

Proposed 

Maximum 

Ollerlng  Price 

Per  Unit* 

Proposed 

Mavinuini 

Aggregate 

Offering  Price* 

Amount  of 

Registration 

Fee 

Common  Stock,  par  value  $.10 

per  share                                              ?0(),0()() 

$12 

$3,600,000 

$720 

•Estimated  solely  for  the  purpose  of  calculating  the  amount  of  the  registration  fee. 

The  Registrant  hereby  amends  this  Registration  Statcniont  on  such  date  or  dates  as  may  be  necessary 
to  delay  its  effective  dare  until  the  Registrant  shall  file  a  further  amendment  which  specifically  states 
that  this  Registration  Statement  shall  thereafter  become  effective  in  accordance  with  Section  8(a) 
of  the  Securities  Act  of  1933  or  until  the  Registration  Statement  shall  become  effective  on  such  date 
as  the  Commission,  acting  pursuant  to  said  Section  8(a),  may  determine. 
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Inter-Island  Mortgagee  Corp. 

CROSS  REFERENCE  SHEET 

Showing  Location  in  Prospectus  of  Information 

Required  by  Items  of  Form  S-1 

Registration  Statement 

Item  and  Heading  Location  In  Prospectus 

1.  Distribution  Spread  Cover  Page 

2.  Plan  of  Distribution Cover  Page,  Underwriting 

3.  Use  of  Proceeds  to  Registrant Use  of  Proceeds 

4.  Sales  Otherwise  than  for  Cash  * 

5.  Capital  Structure  Capitalization 

6.  Summary  of  Earnings  Consolidated  Statement  of  Operations 

7.  Organization  of  Registrant  The  Company 

8.  Parents  of  Registrant  Principal  Shareholders 

9.  Description  of  Business The  Company,  Business 

10.  Description  of  Property  Business 

11.  Organization  Within  Five  Years  * 

12.  Pending  Legal  Proceedings  * 

13.  Capital  Stock  Being  Registered  Description  of  Common  Stock 

14.  Long-Term  Debt  Being  Registered  * 

15.  Otlier  Securities  Being  Registered  * 

16.  Directors  and  Executive  Officers  Management 

17.  Remuneration  of  Directors  and  Officers  Management 

18.  Options  to  Purchase  Securities  Management 

19.  Principal  Holders  of  Securities  Principal  Shareholders 

20.  Interest  of  Management  and  Others  in  Certain  Transactions.. ..Certain  Transactions 

21.  Financial  Statements  Financial  Statements 

•Omitted  because  the  answer  is  negative  or  the  item  is  not  applicable. 
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PRELIMINARY  PROSPECTUS  DATED  OCTOBER  13,  1971 


aCs 


PROSPECTUS 

300.000  Sliare. 

INTER-ISLAND  MORTGAGEE  CORP. 

COMMON  STOCK 

(,$   .10  Pa  I-  Value) 

The  Common  Stock  is  traded  in  the  over-the-counter  market.  On  October  12,   1971,  the  reported 
closing  high  bid  and  low  asked  prices  were  $18.00  and  $18.2.t,  respectively.  See  "Price  Range  of  Com- 


i°|°  THESE    SECURITIES    HAVE    NOT    BEEN    APPROVED    OR    DISAPPROVED    BY    THE 

'e||  securities     AND     EXCHANGE     COMMISSION     NOR     HAS     THE     COMMISSION 

i|s|  PASSED    UPON    THE    ACCURACY    OR    ADEQUACY    OF    THIS    PROSPECTUS. 

list  \NY  REPRESENTATION  TO  THE  CONTR.ARY  IS  A  CRIMINAL  OFFENSE. 


Price  to 
Public 

Underwriting 
Discounts,  Expenses 
and  Commissions  (I) 

Proceeds  to 
Company  (2) 

Per  Share           

Total                                                                  .       .  . 

••.£  =  je  (I)   The  Company  has  agreed  to  indemnify  the  several  Underwriters  against  certain  civil  liabilities,  including  liabilities 

•='"""  under  the  Securities  Act  of  1953  (see  "Underwriting"). 

re  =  o  o  (2)   Before  detlucting  expenses  payable  by  the  Company  estimated  at  $ 

afll  NEITHER   THE   ATTORNEY   GENERAL   OF   THE    STATE   OF   NEW    YORK    NOR   THE 
fi'^l         ATTORNEY    GENERAL    OF    THE    STATE    OF    NEW    JERSEY    NOR    THE    BUREAU 
S5|s  OF    SECURITIES    OF    THE    STATE    OF    NEW    JERSEY    HAS    PASSED    ON   OR 

S.ii-|"  ENDORSED   THE  MERITS  OF  THIS  OFFERING.   ANY  REPRESENTATION 

-|.i-°  TO  THE  CONTRARY  IS  UNLAWFUL. 

°i.!2S 
ISO  o^  '^ 

=  S    -il  The  shares  of  Common  Stock  are  offered  b_v  the  Underwriters  subject  to  receipt  and  acceptance 

"uo*  "'  such  shares  bv  them.  The  Underwriters  reserve  the  right  to  reject  any  order  in  whole  or  in  part. 

£=c'~  It  is  e.xpected  that  delivery  of  certificates   for  the  shares  will   be  made  against  payment   therefor  on 

l.^gS  or  about  ,  1971. 

•2  c  E  >, 

I;l5  C.  E.  UNTERBERG,  TOWBIN  CO. 

«  SS  "  The  date  of  this  Prospectus  is  ,  1971. 
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No  dealer,  salesman  or  any  other  person  has  been  authorized  by  the  Company  or  the 
Underwriters  to  give  any  information  or  to  make  any  representations  other  than  as  contained 
in  this  Prospectus  in  connection  with  the  offering  described  herein,  and,  if  given  or  made, 
such  information  or  representations  must  not  be  relied  upon.  This  Prospectus  does  not  con- 
stitute an  offer  or  a  solicitation  by  the  Company  or  any  Underwriter  or  dealer  within  any 
state  to  any  person  to  whom  it  is  unlawful  to  make  such  offer  or  solicitation.  The  delivery  of 
this  Prospectus  shall  not  under  any  circumstances  create  any  implication  that  there  has 
been  no  change  in  the  affairs  of  the  Company  since  the  date  hereof.  However,  if  any  mate- 
rial change  in  the  Company's  affairs  occurs  at  any  time  when  a  prospectus  is  required  to  be 
delivered,  this  Prospectus  will  be  amended  or  supplemented  appropriately. 
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IN  CONNECTION  WITH  THIS  OFFERING,  THE  UNDERWRITERS  MAY  OVER- 
ALLOT  OR  EFFECT  TRANSACTIONS  WHICH  STABILIZE  OR  MAINTAIN  THE  MARKET 
PRICE  OF  THE  COMMON  STOCK  AT  A  LEVEL  ABOVE  THAT  WHICH  MIGHT  OTHER- 
WISE PREVAIL  IN  THE  OPEN  MARKET.  SUCH  STABILIZING,  IF  COMMENCED,  MAY 
BE  DISCONTINUED  AT  ANY  TIME. 
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THE  COMPANY 

Inter-Island  Mortgagee  Corp.  is  engaged  in  the  mortgage  banking  business,  which  primarily 
involves  the  origination,  sale  and  servicing  of  first  mortgage  loans,  substantially  all  of  which  are 
insured  by  the  Federal  Housing  Administration  ("FHA")  or  guaranteed  by  the  Veterans  Administra- 
tion ("VA").  In  addition  to  these  activities,  the  Company  has  recently  begun  to  originate  conventional 
first  mortgage  loans  and  real  estate  construction  and  development  loans.  During  the  fiscal  year  ended 
May  31,  1971,  interest  on  mortgage  loans  originated  by  the  Company  and  revenues  from  the  sale 
of  such  loans  accounted  for  78%,  and  mortgage  loan  servicing  accounted  for  21%,  of  the  Company's 
revenues.  The  Company,  which  was  incorporated  in  New  York  on  June  7,  1961,  maintains  its  principal 
offices  at  176-60  Union  Turnpike,  Flushing,  New  York,  11366,  telephone  212/291-1000. 

On  completion  of  this  offering,  Stanley  Sirote,  Chairman  of  the  Board  of  Directors  and  President 
of  the  Company,  and  Michael  Sirote,  E.xecutive  Vice  President  of  the  Company  and  father  of  Stanley 
Sirote,  will  own  45%  of  the  Common  Stock  and  wiU  be  in  a  position  to  control  the  policies  of  the 
Company  (see  "Principal  Shareholders"). 

Unless  the  context  otherwise  requires,  the  term  "Company"  means  Inter-Island  Mortgagee  Corp. 
and  its  subsidiaries. 

USE  OF  PROCEEDS 

The  net  proceeds  from  the  sale  of  the  300,000  shares  of  Common  Stock  offered  hereby  will  be 
approximately  $  and  will  be  used  for  the  following  purposes: 

(1)  11,300,000  will  be  transferred  to  the  capital  of  a  wholly-owned  subsidiary  which  will 
use  the  funds  to  pay  $170,275  of  the  subsidiary's  indebtedness  (see  "Capitalization")  and  to 
originate  second  mortgage  loans  in  Puerto  Rico  (see  "Business— Puerto  Rican  Operations"); 

(2)  $200,000  will  be  utilized  by  the  Company  in  the  origination  of  construction  and  develop- 
ment loans  (see  "Business— Mortgage  Originations  and  Sales"  and  "Certain  Transactions"); 

(3)  $1,000,000  will  be  utilized  by  the  Company  in  the  origination  of  interim  first  mortgage 
loans  (see  "Business— Short-Term  Real  Estate  Lending");  and 

(4)  The  remainder  of  the  proceeds,  estimated  at  $  ,  will  be  added  to  the  Company's 
general  funds  and  will  he  used  primarily  for  the  origination  of  FHA  insured  or  VA  guaranteed 
mortgage  loans  (see  "Business— Mortgage  Originations  and  Sales"). 

The  net  proceeds  of  this  offering  will  be  received  in  trust  in  a  special  account  but  may  immediately 
or  from  time  to  time  thereafter  be  transferred  to  the  general  funds  of  the  Company  to  be  used  for  the 
purposes  set  forth  above. 
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CAPITALIZATION 

The  following  table  sets  forth  the  capitalization  of  the  Company  as  of  August  31,  1971,  and  as 
adjusted  to  give  effect  to  the  sale  of  the  Common  Stock  offered  hereby  and  the  issuance  of  19,500 
shares  to  the  principal  shareholders  on  conversion  of  debt  held  by  them. 

As 
Class  Authorized  Outstanding  Adjusted 

Notes  payable— Banks: 

6'/4°/o-6/2%  Secured  notes  (1)  {22,500,000                 $11,986,410  $11,986,410 

6%%  Secured  note  (2)  1,000,000  849,933  1,000,000 

8%  Unsecured  note  250,000  200,000  200,000 

7%  Convertible  note  (3)  97,500  97,500  - 

7%-12%  Miscellaneous  unsecured  debt  (4)  ..  195,275  195,275  25,000 

Common  Stock,  $.10  par  value  1.000,000  shs.  (5)  563,220shs.  882,720shs. 

(1)  Collateralized  by  mortgages  securing  loans  for  which  the  Company  has  purchase  commitments 
from  permanent  investors;  interest  rates  vary  from  '4  to  Vi  of  1%  above  the  prime  interest  rate. 

(2)  Collateralized  by  Federal  National  Mortgage  Association  Common  Stock;  interest  rate  is  K  of  1% 
above  the  prime  interest  rate. 

(3)  Payable  to  Stanley  and  Michael  Sirote,  who  have  agreed  that  they  will  convert  the  debt  to 
Common  Stock  prior  to  the  completion  (jf  the  offering  made  by  this  Prospectus  (see  "Certain 
Transactions"). 

(4)  Debts  owed  to  a  bank  and  individuals,  including  an  officer  of  the  Company,  and  New  York 
Puerto  Rico  Co.,  Inc.,  an  affiliate  of  the  Company,  by  the  Company's  wholly-owned  subsidiary— 
Stale-Side  Investment  Corporation. 

(5)  Includes  17,200  shares  reserved  for  issuance  upon  the  exercise  of  warrants  and  15,000  shares  re- 
served for  issuance  upon  the  exercise  of  options  (see  "Management— Stock  Option  Plan"). 

(6)  For  information  concerning  the  Company's  leasehold  obligations,  see  "Business— Property"  and 
Note  H  to  Financial  Statements. 

There  are  outstanding  $26,000,000  in  mortgage-backed  certificates  of  the  Company  which  are 
guaranteed  as  to  principal  and  interest  by  the  Government  National  Mortgage  Association  ("GNMA"). 
These  certificates  are  not  included  in  the  foregoing  table  since  the  sales  of  the  certificates  are  treated 
as  sales  of  mortgages  and  the  mortgages  are  not  shown  as  assets  in  the  Financial  Statements  (see 
"Business— Mortgage  Originations  and  Sales"). 
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DIVIDENDS 

The  Company  has  never  paid  a  dividend  on  its  Common  Stock  and  does  not  intend  to  pay  cash 
dividends  in  the  foreseeable  future,  but  intends  to  retain  earnings  from  operations  for  the  development 
of  its  business.  Future  dividend  policy  will  be  based  upon  available  earnings,  the  financial  condition 
of  the  Company  and  other  factors  deemed  by  the  Board  of  Directors  to  be  relevant. 

PRICE  RANGE  OF  COMMON  STOCK 

The  following  table  gives  the  high  bid  and  low  asked  prices  of  the  Common  Stock  in  the  over-the- 
counter  market  for  the  period  March  11,  1969,  through  October  8,  1971,  as  reported  by  the  National 
Quotation  Bureau,  Incorporated.  These  quotations  represent  prices  between  dealers  and  do  not  in- 
clude retail  mark-up,  mark-down  or  commission  and  do  not  necessarily  represent  actual  transactions. 
Since  September  16,  1971,  the  Common  Stock  has  been  included  in  the  National  Association  of 
Securities  Dealers  Automated  Quotations  (NASDAQ)  system. 


March  1 1  to  March  3 1 

6'/2 

5'/4 

2nd  Quarter 

14'/2 

IVz 

3rd  Quarter 

9 

I'A 

4th  Quarter 

9!/4 

5/2 

1970 

1st    Quarter 

6 

VA 

2nd  Quarter 

3% 

2'/4 

3rd  Quarter 

3 

2 

4th  Quarter 

4% 

2'/2 

1971 

1st    Quarter 

IVi 

4 

2nd  Quarter 

8'/8 

6 

3rd  Quarter 

12'/2 

6/4 

4th  Quarter 

(through  October  8) 

15 

12"/4 

A  recent  price  of  the  Common  Stock  is  stated  on  the  Cover  Page. 
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CONSOLIDATED  STATEMENT  OF  OPERATIONS 

The  following  consolidated  statement  of  operations  of  the  Company  for  the  five  years  ended 
May  31,  1971,  has  been  examined  by  Richard  A.  Eisner  &  Company,  independent  certified  public 
accountants,  whose  report  thereon  appears  elsewhere  in  this  Prospectus.  This  statement  should  be  read 
in  conjunction  with  the  financial  statements  and  the  notes  thereto  (including  those  referenced  by 
letters  below)  included  elsewhere  in  this  Prospectus. 

Year  Ended  May  31, 


1967 

Revenues: 

Mortgage  origination  (Note  1)  $261,035 

Interest  (Note  C)  178,646 

Mortgage  servicing 59,728 

Other    7,606 

Total  revenues  507,015 

Operating  expenses: 

Selling,  general  and  administrative  261,453 

Interest  costs  (substantially  mortgage 

warehousing)   (Note  C)  199,271 

Total  expenses 460,724 

Operating  income 46,291 

Profit  (loss)  on  sale  of  investments 

Other  income  4,500 


$415,285 

f  556,795 

$1,034,169 

$1,015,341 

308,197 

640,358 

824,683 

1,136,486 

108,109 

248,862 

377,375 

584,632 

8,577 

19,187 

9,319 

28,934 

840,168 

1,465,202 

2,245,546 

2,765,393 

409,157 

578,599 

929,644 

1,003,286 

340,577 

707,537 

973,932 

991,847 

749,734 

1,286,136 

1,903,576 

1,995.133 

90,434 

179,066 

341,970 

770,260 

(9,667) 

7,916 

43,345 

2,796 

10,662 

21,678 

30,401 

50,791         93,230  180,061  371,564  844,006 


Taxes  on  income  (including  pro-forma 
taxes  on  income)  (Note  2): 

Federal  (Note  G)  6,521         20,450  67,000  164,500  330,000 

State  and  local  13,057         20,641  29,600  31,500  96,900 

19,578         41,091  96,600  196,000  426,900 


Earnings  before  extraordinary  items 31,213         52,139  83,461  175,564         417,106 

Extraordinary  items  (Note  3)  11,102     (28,000)  

Net  Earnings  $  42,315     $  52,139     $      83,461     $    147,564     $    417,106 

Earnings  per  share: 

Before  e.xtraordinary  items 

Extraordinary  items  

Net  earnings 


$.09 

$.14 

$.21 

$  .32 

$.76 

.03 

(.05) 

$.12 

$.14 

$.21 

$  .27 

$.76 

Average  number  of  shares  outstanding 

(Note  4)  364,000       364.000  403.887  551,000  550,223 

Notes: 

(I)  The  Company  derives  income  from  the  origination  fees  and  any  gain  arising  from  the  sale  of 

mortgage  loans;  such  income  is  recognized  upon  receipt  of  proceeds  of  each  mortgage.  Mortgages 
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are  sold  at  such  times  as  management  deems  advisable.  On  June  1,  1971,  the  Company  sold  approxi- 
mately one-half  of  its  permanent  mortgage  loan  portfolio  ($11,000,000  face  value)  to  an  investor 
institution.  Upon  receipt  of  the  funds  therefrom  the  Company  recorded  mortgage  origination  revenue 
of  $790,000  in  the  first  quarter  of  its  fiscal  year  ending  May  31,  1972. 

(2)  The  operations  of  a  subsidiary,  Stanley  Mortgagee  Corp.,  which  maintained  its  accounts  on  the 
basis  of  a  fiscal  year  ending  August  31  (through  August  31,  1968)  have  been  recast  to  a  fiscal  year 
ending  May  31  and  have  been  included  on  that  basis  (Note  A).  Federal  income  ta.xes  on  the  earnings 
of  this  subsidiary,  which  was  a  Subchapter  "S"  Corporation  through  August  31,  1968,  are  included 
through  that  date  on  a  pro-forma  basis. 

(3)  The  extraordinary  gain  of  $11,102  in  the  fiscal  year  ended  May  31,  1967,  represents  the  tax  benefit 
of  a  prior  year's  loss  carryforward.  The  extraordinary  charge  of  $28,000  in  the  fiscal  year  ended  May 
31,  1970  (explained  in  Note  M)  is  net  of  $37,000  of  tax  benefit. 

(4)  The  average  number  of  shares  outstanding  was  increased,  where  applicable,  by  the  number  of 
shares  issuable  on  exercise  of  warrants  and  options  when  the  market  price  exceeds  the  exercise  price 
thereof.  This  increase  in  number  of  shares  was  reduced  by  the  number  of  shares  which  are  assumed  to 
have  been  purchased  with  the  proceeds  from  the  exercise  of  the  warrants  and  options. 


The  following  table  sets  forth  unaudited  consolidated  revenues  and  net  earnings  for  the  three 
months  ended  August  31,  1970  and  1971.  The  Company  believes  that  the  information  set  forth  in  the 
table  includes  aU  adjustments  (which  consist  only  of  normal  accruals)  necessary  for  a  fair  presentation 
of  the  results  of  operations  for  such  periods: 

Three  Months  Ended 

August  31,  1970  August  31,  1971 

(Unaudited)  (Unaudited) 

Revenues: 

Mortgage  origination  

Interest    

Mortgage  servicing  

Other  

Total   

Net  earnings  

Earnings  per  share  

Average  number  of  shares  outstanding  

The  results  of  operations  for  the  three  months  ended  August  31,  1971,  are  not  necessarily  indicative 
of  the  results  for  the  full  year.  See  Note  1  to  Consolidated  Statement  of  Operations  with  respect  to  the 
timing  of  recognition  of  income  from  origination  and  subsequent  sale  of  mortgage  loans. 
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BUSINESS 

General 

The  Company  is  a  mortgage  banker  and  derives  its  principal  sources  of  income  from  mortgage 

loan  origination  (origination  fees  and  gains  and  losses  from  the  sale  of  mortgage  loans),  interest  income 
(interest  earned  on  mortgage  loans  while  held  hv  the  Company  for  sale,  net  of  interest  paid  to  banks) 
and  mortgage  servicing  (fees  paid  b\-  permanent  investors  for  services  performed  by  the  Company  in 
connection  with  administration  of  mortgage  loans).  The  table  below  sets  forth  the  relative  gross  con- 
tribution of  each  of  these  sources  of  income  to  the  Company's  revenues  for  each  of  its  last  five  fiscal 
years. 

Fiscal  Year  Ended  May  31, 
Service  1967  1961  1969  1970  1971 

Mortgage  Origination 

Fees  and  Sales $261,0.^5       5415,285       $556,795       11,034,169       $1,015,341 

Interest    178,646         308,197         640,358  824,683         1,136,486 

Mortgage  Servicing  59,728         108,109         248,862  377.375  584,632 

The  decrease  in  revenues  from  mortgage  origination  fees  and  sales  and  the  increase  in  revenues 
from  interest  in  the  fiscal  year  ended  May  31,  1971,  was  attributable  primarily  to  the  accumulation  of 
mortgage  loans  for  use  in  the  GNMA  insured  certificate  program,  described  below. 

Mortgage  Originations  and  Sales 

FHA  and  VA  Mortgai^e  Loans.  The  Company  makes  loans  secured  by  first  mortgages  on  resi- 
dential properties,  most  of  which  are  insured  by  the  FHA  or  guaranteed  by  the  VA  and  sells  the 
loans  to  institutional  investors  such  as  savings  banks,  savings  and  loan  associations,  insurance  companies 
and  the  Federal  National  Mortgage  Association  ("FNMA").  The  Company  receives  and  processes  loan 
applications  from  prospective  home  purchasers  and,  if  an  application  is  approved  for  insurance  or 
guaranty,  makes  the  loan  for  any  portion  or  all  of  the  purchase  price  of  the  residence.  Upon  origina- 
tion of  an  FHA  or  a  VA  loan,  the  Company  charges  a  fee  to  the  home  purchaser  of  1%  of  the  prin- 
cipal amount  of  the  loan  and  a  fee  to  the  seller  which  varies  depending  upon  the  market  conditions 
at  the  time  the  loan  is  made.  The  Company  generally  obtains  loan  applications  through  the  introduc- 
tion of  a  mortgage  applicant  to  the  Company  by  a  real  estate  broker  or  the  applicant's  attorney. 

The  following  table  shows  the  number  and  dollar  amount  of  mortgage  loans  made  by  the 
Company  during  each  of  its  last  five  fiscal  years: 


Year  Ending  May  31 

No.  of  Mortgage  Loans 

Principal  Amount  of  Loans 

1967 

758 

$12,550,040 

1968 

1,419 

24,555,962 

1969 

1,770 

33,731,600 

1970 

1.854 

36,739,980 

1971 

1,885 

41,643,958 

The  Company  generally  originates  mortgage  loans  only  after  it  has  obtained  the  commitment 
of  institutional  investors,  including  FNMA,  to  purchase  a  specified  amount  of  mortgages  at  a  fixed 
discount  from  the  face  amount  of  the  loan.  The  Company  pays  fees  for  these  commitments  ranging 
from  '/i  of  1%  to  1%  of  the  principal  amount  of  the  commitment.  Such  commitments  protect  the 
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Company  from  a  decline  in  the  market  for  its  mortgage  loans  through  an  increase  in  mortgage  interest 
rates.  The  Company  also  sells  mortgage  loans  to  financial  institutions  with  which  it  does  not  have 
commitments  if  better  prices  can  be  obtained.  As  of  October  8,  1971,  the  Company  had  commitments 
with  five  financial  institutions  for  the  sale  of  mortgage  loans  in  the  total  principal  amount  of  $16,000,000. 

Mortgage  loans  are  customarily  sold  to  investors  without  recourse  but  with  limited  warranties, 
standard  in  the  industry,  with  respect  to  the  validity  of  the  instrument  and  the  status  of  the  loan. 
Losses  under  such  warranties  have  been  negligible. 

The  Company  recognizes  income  from  interest  on  an  accrual  basis  and  income  from  mortgage 
origination  fees  and  the  sale  of  mortgage  loans  upon  receipt  of  the  sale  proceeds.  Accordingly,  by 
retaining  or  selling  mortgage  loans,  the  Company  has  the  opportunity  to  elect  the  fiscal  period  in  which 
income  is  to  be  recognized. 

During  the  fiscal  year  ended  May  31,  1971,  the  Company  sold  approximately  1,135  mortgage 
loans  in  the  approximate  amount  of  $22,500,000  to  si.x  financial  institutions  from  which  it  had  commit- 
ments and  approximately  225  mortgage  loans  in  the  approximate  amount  of  $4,500,000  to  four  other 
financial  institutions.  Of  the  foregoing  institutions,  the  following  accounted  for  5%  or  more  of  the 
Company's  sales  of  mortgage  loans:  FNMA,  52%;  Anchor  Savings  Bank,  22%;  and  East  River  Savings 
Bank,  13'%- 

The  FNMA,  a  private  corporation,  the  purpose  of  which  is  to  moderate  the  supply  and  demand 
factors  in  the  P"HA  and  VA  mortgage  market,  is  a  substantial  purchaser  of  mortgages  at  all  times, 
and  the  prices  established  in  its  bi-weekly  auctions  are  the  generally  accepted  market  prices  for  FHA 
and  VA  mortgage  loans.  In  periods  of  tight  money,  FNMA  increases  its  purchases  of  FHA  and  VA 
mortgage  loans.  Through  these  purchases  FNMA  provides  a  market  for  government  insured  mortgages 
and  tends  to  counteract  tight  money  conditions. 

In  March  1971,  the  Company  began  selling  mortgage-backed  certificates  of  the  Company  to 
institutional  investors  under  a  program  sponsored  by  GNMA,  an  agency  of  the  Federal  Government. 
These  certificates  are  guaranteed  by  GNMA  and  are  secured  by  FHA  and  VA  mortgages  originated 
by  the  Company  and  deposited  by  it  with  a  commercial  bank  which  acts  as  custodian.  During  the 
period  March  1— August  1,  1971,  approximately  $26,000,000  in  certificates  backed  by  mortgages  in 
the  same  amount  were  delivered  by  the  Company  pursuant  to  the  GNMA  program,  of  which  certifi- 
cates backed  by  pools  of  $24,000,000  in  mortgages  were  sold  to  a  single  institution.  These  transactions 
are  treated  in  the  Financial  Statements  as  sales  of  mortgages. 

In  the  interval  between  origination  and  sale,  the  Company  pledges  its  mortgage  loans  to  banks 
under  "warehouse"  loan  agreements,  the  proceeds  of  which  are  used  by  the  Company  as  working 
capital.  In  most  cases,  the  amount  of  the  warehouse  loan  is  equal  to  the  amount  of  the  purchase  commit- 
ment for  the  mortgage  loan.  On  October  8,  1971,  the  Company  had  warehousing  agreements  with  six 
banks  totaling  an  aggregate  of  $24,000,000,  at  interest  rates  varying  from  %  to  Yi  of  1%  above  the 
prime  interest  rate  charged  by  the  lending  bank,  of  which  approximately  $12,205,000  had  been 
borrowed.  For  the  first  time  in  recent  years,  interest  income  during  the  fiscal  year  ended  May  31,  1971, 
exceeded  interest  cost.  The  warehousing  of  loans  prior  to  their  sale  is  an  important  method  of  obtaining 
working  capital,  and  the  cancellation  of  one  or  more  of  the  Company's  warehousing  agreements,  with- 
out replacement  by  other  agreements,  would  have  a  material  adverse  effect  on  the  Company's  business. 
There  can  be  no  assurance  that  the  warehousing  agreements  will  be  renewed.  The  availability  of  ware- 
housing agreements  is  subject  to  various  economic  conditions  beyond  the  control  of  the  Company. 

Covventional  Mortgage  Loans.  In  the  past,  most  of  the  permanent  first  mortgage  loans  made  by  the 
Company  were  insured  by  the  FHA  or  guaranteed  by  the  VA.  In  1971,  however,  the  Company  began 
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originating  first  mortgage  loans  on  residential  properties  in  New  York  and  Puerto  Rico  which  were 
not  insured  or  guaranteed  by  the  FHA  or  the  VA.  To  date,  the  Company  has  originated  59  conventional 
loans  in  the  total  principal  amount  of  approximately  $1,500,000.  Conventional  mortgage  loans  are 
usually  made  in  amounts  which  do  not  exceed  75%  of  the  purchase  price  and  at  interest  rates  which 
are  from  '/S  to  1%  higher  than  the  interest  rates  on  FHA  and  VA  mortgage  loans.  The  Company 
warehouses  and  sells  conventional  loans  in  the  same  general  manner  as  FHA  apd  VA  loans.  The  Com- 
pany has  been  approved  in  Puerto  Rico  and  Florida  by  the  Mortgage  Guaranty  Insurance  Corporation 
("MGIC"),  a  private  company  which  insures  against  losses  of  up  to  the  first  20%  of  conventional 
loans  up  to  a  maximum  limit  of  90%  of  the  appraised  value  of  the  residence,  thus  increasing  the  amount 
of  the  mortgage  loan  which  a  lender  will  make.  Issuance  of  insurance  by  \4GIC  is  contingent  upon 
approval  of  the  individual  loan,  the  borrower  and  the  property  and  origination  of  the  loan  by  an 
approved  lender.  MGIC  insurance  is  not  presently  available  in  New  York,  but  the  Company  is  in  the 
process  of  preparing  applications  for  approval  by  MGIC  in  California,  Kentucky,  New  Jersey  and 
Ohio. 

Mortgage  Servicing 

Mortgage  servicing  includes  the  collection  of  mortgage  payments,  payment  of  real  estate  and 
related  taxes,  maintenance  of  insurance  on  the  premises  secured  by  the  mortgage,  settlement  of  insur- 
ance claims  pertaining  to  the  mortgaged  premises,  maintenance  of  all  books  and  records  pertaining  to 
the  mortgage  loan,  supervision  of  foreclosure  proceedings  in  the  event  of  default  and  performance  of 
certain  other  related  acts  on  behalf  of  the  institutional  owner  of  the  mortgage.  The  Company  generally 
enters  into  a  ser\'icing  agreement  with  an  institutional  investor  simultaneously  with  the  sale  of  a 
mortgage  loan  to  such  investor.  The  Company  began  servicing  in  1964,  and  since  1967  has  entered  into 
servicing  agreements  for  substantially  all  the  mortgage  loans  which  it  has  sold.  The  following  table  sets 
forth  the  number  and  principal  amount  of  mortgage  loans  serviced  by  the  Company  for  institutional 
investors  during  each  of  the  last  five  fiscal  years: 


Principal  Amount 

Year  Ended  May  31 

No.  of  Mortea^e  Loans 

al  Year  End 

1967 

1,095 

$   16,506,897 

1968 

2,181 

34,443,668 

1969 

3,906 

65,794,273 

1970 

6,309 

111,647,155 

1971 

7,500 

136,350,000 

As  of  September  }0,  1971,  the  Company  was  servicing  8,306  mortgage  loans  in  the  principal  amount  of 
$154,694,094. 

The  Company  presently  has  servicing  agreements  with  29  financial  institutions  of  which  the 
following  accounted  for  more  than  5%  of  the  principal  amount  of  mortgages  serviced  by  the  Company 
during  the  past  fiscal  year:  FNMA,  56%;  New  York  and  Suburban  Federal  Savings  and  Loan  Asso- 
ciation, 10%;  and  Dime  Savings  Bank  of  Williamsburgh,  6%.  The  Company  also  services  the  loans 
held  in  the  pools  which  back  its  GNMA  insured  certificates  and  retains  a  portion  of  the  interest 
collected  as  compensation  for  its  services. 

The  servicing  agreements  generally  provide  for  a  servicing  fee  of  '4  to  Yi  of  1%  per  annum  on 
the  unpaid  principal  amount  of  mortgage  loans  which  the  Company  services.  The  servicing  agreements 
generally  run  the  life  of  the  mortgages  covered  by  the  agreement,  the  majority  of  which  are  for  a 
30-year  term.  As  the  unexpired  term  of  each  mortgage  decreases,  the  principal  amount  of  the  mortgage 
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is  reduced  by  payments  of  amortization  and,  therefore,  the  amount  of  the  servicing  fee  decreases. 
I'he  servicing  agreements  provide  for  termination  by  tlie  institutional  investor,  but  in  the  event  of 
termination  without  cause,  substantially  all  the  agreements  provide  for  a  penalty  of  from  i/2%  to  1% 
of  the  unpaid  principal  balance  ot  the  mortgage  loans  held  under  the  servicmg  agreement. 

Short-Term  Real  Estate  Lending 

Interhn  Mortgage  Loans,  i  he  Company  originates  interim  first  mortgage  loans  which  fiave  a  term 
of  approximately  six  months  and  which  are  secured  by  existmg  one-  to  four-family  homes.  These  loans 
are  made  to  real  estate  investors  as  a  means  ot  tinancmg  between  the  time  the  mvestor  purchases  a  home 
and  the  time  it  is  resold  to  an  owner-cjccupant.  Mortgage  loans  ot  this  nature  are  not  insured  by  tlie 
FHA  or  guaranteed  by  the  VA  and,  thus,  are  less  secure  than  FHA  or  V  A  mortgages  and  bear  a 
substantially  higher  interest  rate. 

In  the  fiscal  year  ended  May  31,  1971,  the  Company  made  102  interim  mortgage  loans  in  die  total 
principal  amount  of  $1,396,850,  at  interest  rates  substantially  in  excess  of  the  prevailmg  long-term 
mortgage  rate.  Ihe  Company  makes  interim  mortgage  loans  primarily  to  e.visting  customers  of  the 
Company  and  relies  principally  on  the  value  of  the  home  for  the  security  of  its  loan.  Interim  loans  are 
made  only  on  properties  which  the  Company  beheves  will  be  eligible  for  FHA  insured  or  VA  guar- 
anteed permanent  loans;  in  most  cases,  the  property  has  been  appraised  by  the  FHA  or  the  VA  prior 
to  the  issuance  ot  tlie  interim  mortgage  loan  by  the  Company.  In  the  experience  of  the  Company, 
appraisal  by  the  FHA  or  the  VA  usually  assures  approval  of  the  premises  for  insurance  or  guarantee 
upon  the  sale  of  the  premises  to  a  qualified  purchaser.  In  addition  to  the  high  interest  rate  on  the 
interim  loan,  the  Company  obtains  the  added  benefit  of  having  an  increased  opportunity  to  make  the 
permanent  first  mortgage  loan  and  in  its  last  fiscal  year  made  the  permanent  loan  on  each  property 
on  which  it  made  an  interim  loan.  On  October  1,  1971,  interim  mortgage  loans  in  the  appro.ximate 
amount  of  $188,000  were  past  due.  The  Company  believes  that  it  will  sustain  no  loss  on  these  loans, 
even  if  not  paid,  because  the  value  of  the  security  underlying  such  loans  exceeds  the  amount  of  the 
loans  and  customary  foreclosure  costs.  1  he  Company  intends  to  expand  its  interim  mortgage  lending 
to  Florida,  New  Jersey,  Ohio  and  California  (see  "Use  of  Proceeds"). 

Construction  Loans.  In  the  Fall  of  1971  it  is  contemplated  that  the  Company  will  begin  making 
loans  to  finance  the  construction  of  one-  and  two-family  homes  in  Florida  and  Puerto  Rico.  Construc- 
tion loans  are  not  eligible  for  FHA  insurance  or  VA  guarantees;  however,  they  will  be  made  by  the 
Company  only  after  the  Company  has  received  a  commitment  from  the  FHA  or  VA  stating  the 
amount  of  the  permanent  mortgage  loan  which  it  will  insure  or  guarantee  upon  completion  of  the 
home  and  its  sale  to  a  qualified  purchaser.  Construction  loans  will  be  made  in  fixed  amounts  with  pay- 
ments under  the  loan  made  at  various  stages  of  construction.  The  Company's  policy  will  be  to  make 
stage  payments  to  the  builder  only  after  the  FHA  or  VA  has  certified  that  the  stage  called  for  in  the 
construction  loan  agreement  has  been  reached.  To  provide  additional  financing  for  the  origination  of 
construction  loans,  the  Company  has  obtained  a  line  of  credit  from  a  Florida  bank,  in  the  amount 
of  $1,000,000  and  bearing  an  interest  rate  of  ^  of  1%  above  the  prime  interest  rate  in  effect  at  the 
lending  bank.  Construction  loans  have  a  higher  degree  of  risk  than  do  insured  or  guaranteed  loans, 
but  the  Company  believes  that  it  will  benefit  from  the  origination  of  such  loans  because  of  their 
substantially  higher  interest  rate  and  the  increased  opportunity  of  originating  the  permanent  first 
mortgage  loans. 

Branch  OfRces 

Although  the  activities  of  the  Company  have  been  heretofore  conducted  primarily  in  New  York 
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and  Puerto  Rico,  the  Company  has  recently  opened  branch  offices  in  New  Jersey,  Florida  and  Cali- 
fornia and  a  branch  office  in  Ohio  wliich  also  serves  Kentucky.  In  addition,  the  Company  is  presently 
in  the  process  of  opening  two  additional  branch  offices  in  California  and  two  additional  offices  in 
Florida.  Except  for  the  New  Jersey  and  one  Florida  office,  the  branch  offices  arc  operated  by  branch 
managers  under  employment  contracts  pursuant  to  which  the  managers  are  compensated  by  salary 
and  profit  sharing  arrangements.  In  some  cases,  a  significant  percentage  of  the  profits  from  a  branch 
operation  may  be  earned  by  the  manager.  The  persons  employed  by  the  Company  as  branch  managers 
under  these  arrangements  ha\e  experience  in  mortgage  banking  in  the  locality  in  which  they  are 
employed.  The  Company  believes  that  the  branch  offices  will  enable  the  Company  to  expand  both  its 
origination  and  servicing  of  mortgage  loans. 

Puerto  Rican  Operations 

The  Company  has  been  operating  as  an  FHA  and  VA  lender  in  Puerto  Rico  since  April  1964. 
Since  November  1970,  these  operations  have  been  carried  on  by  Inter-Island  Mortgagee  Corp.  of 
Puerto  Rico,  a  wholly-owned  subsidiary. 

On  June  1,  1971,  the  Company  acquired  the  stock  of  State-Side  Investment  Corporation,  which 
originates  second  mortgage  loans  on  residential  properties  in  Puerto  Rico.  A  second  mortgage  is  a 
mortgage  on  property  which  is  subject  to  a  first  mortgage  and  other  liens.  Under  Puerto  Rican  law, 
second  mortgage  loans  may  be  made  for  a  term  of  from  two  to  three  years  at  an  interest  rate  of  9% 
if  the  amount  of  the  loan  does  not  exceed  f  3,000,  or  8%  if  the  loan  is  in  excess  of  |3,000.  Such  loans 
may  be  discounted  in  advance,  which  increases  the  effective  interest  rate  to  the  lender.  During  the  fiscal 
year  ended  May  31,  1971,  State-Side  Investment  Corporation  made  168  second  mortgage  loans  in  the 
total  amount  of  $460,768.  Since  second  mortgage  loans  are  not  insured  or  guaranteed  by  any  govern- 
ment agency  and  the  property  securing  the  second  mortgage  loan  is  subject  to  a  prior  lien,  such  loans 
are  subject  to  substantially  greater  risks  than  first  mortgage  loans  because  the  security  may  be  dissipated 
in  satisfaction  of  the  prior  lien.  During  the  fiscal  year  ended  May  31,  1971,  there  were  no  defaults  on 
second  mortgage  loans  made  by  State-Side  Investment  Corporation.  The  Company  acquired  State-Side 
from  Stanley  and  Michael  Sirote,  President  and  Executive  Vice  President  of  the  Company,  respectively 
(see  "Certain  Transactions"). 

The  income  of  the  Company's  two  subsidiaries  which  operate  in  Puerto  Rico  is  not  subject  to 
United  States  income  ta.\  so  long  as  it  is  not  returned  to  the  United  States  through  dividends  to  the 
Company.  It  is  the  present  intention  of  the  Company  to  retain  such  income  in  P*uerto  Rico  for  the 
development  of  the  business  of  its  subsidiaries. 

Other  Activities 

Florida  Joint  Venture.  In  November  1969,  the  Company  entered  into  a  joint  venture  agreement 
with  a  construction  company  for  the  construction  of  two  condominium  apartment  buildings,  con- 
taining a  total  of  124  apartment  units,  in  Sarasota,  Florida.  Under  the  terms  of  the  joint  venture  agree- 
ment, the  Company  shares  equally  in  the  profits  or  losses  of  the  joint  venture  and  has  agreed  to 
indemnify  the  other  joint  venturer  for  one-half  of  any  damages  suffered  by  the  joint  venturer  due  to 
its  assumption  of  a  mortgage  in  connection  with  the  purchase  of  real  estate  on  behalf  of  the  joint 
venture  (see  Note  F-2  to  Financial  Statements).  Construction  financing  for  the  first  of  these  build- 
ings, containing  61  units,  has  been  obtained  in  the  amount  of  $2,725,000  due  August  1973  and  bearing 
an  interest  rate  of  10°o-  Construction  of  the  first  apartment  building  began  in  August  1971,  and  it  is 
estimated  that  construction  of  this  building  will  be  completed  in  August  1972.  At  September  20,  1971, 
10  apartment  units  had  been  sold. 
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Title  Insurajice  Agency.  In  connection  with  its  Florida  operations,  the  Company  acts  as  agent 
for  a  title  insurance  company.  The  Company  processes  applications  for  title  insurance,  examines 
abstracts  of  tide  and  issues  title  insurance  binders  and  policies,  which  insure  real  estate  owners  and 
mortgagees  against  loss  by  reason  of  defective  titles,  liens  and  encumbrances. 

Brokerage.  The  Company  also  acts  as  a  mortgage  broker  for  other  mortgage  bankers  by  arranging 
for  commitments  from  institutional  investors  to  purchase  mortgage  loans  and  by  selling  mortgage  loans 
to  permanent  investors.  The  Company  obtains  its  clients  through  advertising  and  solicitation  by  tele- 
phone and  mail.  The  Company  is  compensated  for  its  services  by  a  fee  based  upon  the  principal  amount 
of  the  mortgage  loans  sold  for  the  mortgage  banker.  The  Company's  activities  in  this  field  have  been 
limited. 

The  contribution  of  each  of  these  activities  to  the  Company's  income  has  not  been  material. 

Competition 

All  phases  of  the  Company's  business  are  highly  competitive,  and  many  of  the  Company's  com- 
petitors have  significantly  greater  financial  resources  than  the  Company.  The  Company  cannot  be 
considered  a  significant  factor  in  the  mortgage  banking  industry. 

Regulation 

The  Company  is  subject  to  the  rules  and  regulations  of  the  FHA  and  the  VA  with  respect  to 
the  origination  and  servicing  of  FHA  insured  and  VA  guaranteed  mortgages.  Such  rules  and  regulations, 
among  other  things,  prohibit  discrimination  and  fi.x  maximum  interest  rates  and  origination  fees  which 
may  be  charged  to  mortgagors.  Maximum  interest  rates  on  mortgage  loans,  including  interim  and  con- 
stmction  loans,  are  all  subject  to  the  law  of  the  state  in  which  the  loan  is  made.  Changes  in  the  rules 
and  regulations  of  the  FHA  or  the  VA  or  in  state  laws  could  have  a  material  effect  on  the  Company's 
business. 

Employees 

The  Company  employs  91  full-time  personnel,  of  whom  five  are  executive  officers,  six  are  in 
managerial  capacities,  14  are  salesmen,  seven  are  collection  personnel  and  59  are  administrative  and 
clerical  personnel.  The  Company  is  not  a  party  to  any  collective  bargaining  agreements  and  considers 
its  employee  relations  to  be  satisfactory.  The  Company  maintains  a  blanket  fidelity  bond  in  the  amount 
of  f  700,000,  covering  all  its  employees. 

Property 

The  Company  owns  no  real  estate.  Its  principal  office  at  176-60  Union  Turnpike,  Flushing,  N.Y., 
contains  approximately  15,000  square  feet  of  floor  space  and  is  occupied  under  a  lease  expiring  on 
May  31,  1978,  with  an  annual  rental  of  $81,420.  The  leases  on  its  seven  branch  offices  expire  at  various 
times  from  April  1,  1973,  to  June  30,  1976,  and  have  an  aggregate  annual  rental  of  approximately 
535,000.  The  Company  believes  that  its  present  offices  are  adequate  for  its  business.  The  Company 
is  also  obligated  until  April  30,  1973,  to  pay  an  annual  rental  of  $39,908  for  office  space  which  it  used 
as  its  principal  office  until  September  25,  1971.  The  Company  intends  to  sublease  these  offices,  although 
no  sub-tenant  had  been  found  as  of  the  date  of  this  Prospectus. 
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MANAGEMENT 

Officers  and  Directors 

The  executive  officers  and  directors  of  the  Company  are  as  follows: 

Name  Office 

Stanley  Sirotc  Fresitlent,  Chairman  of  the  Board  and  Director 

Michael  Sirote  Executive  \'ice  President  and  Director 

Katherine  Koury  Senior  Vice  President,  Secretary  and  Director 

Lowell  Winerman  Vice  President 

Carmela  L.  Ciregory  Treasurer 

Each  of  the  officers  and  tiirectors  has  been  employed  by  the  Company  for  more  than  the  past  five 
years,  except  Mr.  Winerman  who,  prior  to  his  employment  by  the  Company  in  June  1971,  had  been 
a  self-employed  mortgage  broker  for  more  than  five  years. 

Remuneration  of  Officers  and  Directors 

The  aggregate  direct  remuneration  paid  by  the  Company  during  the  fiscal  year  ended  May  31, 
1971,  to  each  director  and  officer  whose  aggregate  direct  remuneration  exceeded  $30,000  and  to  aU 
directors  and  officers  as  a  group  is  as  follows: 

Capacity  In  Which  Aggregate 

Name  Remuneration  Received  Remuneration 

Stanley  Sirotc  ZZ President  I  55,000 

Michael  Sirote  Executive  Vice  President  50,000 

All  officers  and  directors  as  a  group  (3  persons)....  127,100 

Carmela  Gregory  and  Lowell  Winerman  were  elected  as  officers  of  the  Company  in  June  1971. 
It  is  estimated  that  during  the  current  fiscal  year  the  aggregate  direct  remuneration  of  all  the  present 
officers  and  directors  of  the  Company  will  be  $188,000. 

Stock  Option  Plan 

On  November  15,  1968,  the  Company  adopted  a  Qualified  Stock  Option  Plan  (the  "Plan")  pur- 
suant to  which  15,000  shares  of  Common  Stock  were  reserved  for  issuance  upon  exercise  of  options 
designated  as  "qualified  stock  options"  under  Section  422  of  the  Internal  Revenue  Code  of  1954. 
The  Plan  provides  for  the  grant  of  options  to  key  employees  of  the  Company,  including  officers  and 
managerial  or  supervisory  personnel.  Employees  who  own  directly  or  indirectly  more  than  5%  of 
the  outstanding  shares  of  Common  Stock  are  not  eligible  to  receive  options  under  the  Plan.  Options 
may  not  be  granted  under  the  Plan  after  November  14,  1978,  and  are  exercisable  over  a  period  of  not 
more  than  five  years  after  the  grant,  in  such  installments  as  may  be  determined  by  the  Board  of  Direc- 
tors. The  exercise  price  may  not  be  less  than  the  fair  market  value  of  the  shares  on  the  date  the  options 
are  granted  and  in  no  case  may  be  less  than  $5  per  share.  If  an  option  granted  under  the  Plan  terminates 
or  expires  without  having  been  exercised  in  full,  the  unpurchased  shares  subject  to  that  option  will 
be  available  for  a  further  grant  of  options  under  the  Plan. 

The  following  table  sets  forth  the  number  of  shares  of  the  Common  Stock  subject  to  outstanding 
options. 

No.  of  Option  Expiration 

Name  Shares  Price  Dale 

Katherine  Koury  7,000        $5.00-$6.50        3/13/74  to 

6/  3/76 
All  directors  and  officers  as  a  group 

(3  persons)   8,300        S5.00-$6.5O        3/13/74  to 

6/  3/76 

All  other  employees  (32  persons)  6,700        S5.00-$6.50        3/13/74  to 

6/  3/76 
A  recent  price  of  the  Common  Stock  is  stated  on  the  Cover  Page. 
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PRINCIPAL  SHAREHOLDERS 


The  following  table  sets  fonh,  as  of  October  1,  1971,  and  after  giving  effect  to  the  sale  of  the 
shares  offered  hereby,  the  record  and  beneficial  ownership  of  the  Common  Stock  by  the  principal 
shareholders  of  the  Company  and  by  its  officers  and  directors  as  a  group. 


Name  and  Address 
of  Shareholders 

Type  Ownership 
of  Conunon  Stock 

Number  of 
Shares 

%  of  Class 
10/1/71 

»o  of  Class  After 
Public  Offering  (1) 

Stanley  Sirote 

610  Longacre  Avenue 

Record  and 

VVoodmere,  New  York 

Beneficial 

285,580 

50.7% 

33.5% 

Michael  Sirote 

2100  Ease  Hallandale  Beach  Boulevard 

Record  and 

Hallandale,  Florida 

Beneficial 

93,340 

16.6% 

11.7% 

All  directors  and  officers  as  a  group 

Record  and 

(5  persons) 

Beneficial 

382,820 

68    % 

45.6% 

(1)  Gives  effect  to  the  issuance  of  19,500  shares  to  Stanley  and  Michael  Sirote  upon  conversion  of 
debt  held  by  them. 

CERTAIN  TRANSACTIONS 

On  June  1,  1971,  the  Company  acquired  State-Side  Investment  Corporation.  Prior  to  the 
acquisition,  50%  of  the  stock  of  State-Side  was  owned  by  Stanley  Sirote,  President  and  Chairman  of 
the  Board  of  Directors  of  the  Company,  and  50%  of  the  stock  was  owned  by  Michael  Sirote,  Executive 
Vice  President  of  the  Company,  who  had  purchased  the  stock  in  February  1970  for  $10,000.  Subse- 
quent to  the  purchase,  the  Messrs.  Sirote  each  loaned  148,750  to  State-Side  and  the  Company  loaned  a 
total  of  $35,000.  In  connection  with  the  acquisition,  the  State-Side  shares  were  converted  into  13,320 
shares  of  Common  Stock,  which  amount  was  equal  to  the  net  worth  of  State-Side  on  June  1,  1971, 
divided  by  $5.00.  On  February  4,  1971,  when  the  terms  of  the  merger  were  decided  upon,  the 
high  and  low  bid  price  of  the  Common  Stock  was  $4.75  and  the  high  and  low  asked  price  was  $5.25. 
Until  May  3 1,  1972,  Stanley  and  Michael  Sirote  must  return  such  number  of  shares  of  the  Common 
Stock  as  shall  equal  the  amount  of  any  undisclosed  liabilities  of  State-Side  divided  by  $5.00.  The  Messrs. 
Sirote  have  the  right,  until  May  31,  1972,  to  convert  the  debts  owed  to  them  by  State-Side  into  Com- 
mon Stock  at  the  rate  of  $5.00  per  share,  and  they  have  agreed  that  they  will  so  convert  the  debts 
prior  to  the  completion  of  this  offering.  In  this  acquisition,  the  Company  acquired  a  debt  of  $53,275 
to  New  York  Puerto  Rico  Co.,  Inc.,  a  corporation  owned  by  Stanley  Sirote,  which  debt  will  be 
paid  out  of  the  proceeds  of  the  offering  made  by  this  Prospectus. 

During  the  Company's  past  two  fiscal  years,  Stanley  Sirote  has  from  time  to  time  taken  advances 
against  his  salary.  The  largest  amount  outstanding  at  any  single  time  was  appro.ximately  $41,000.  These 
advances  were  unsecured  and  did  not  hear  interest.  Mr.  Sirote  repaid  the  advances  at  various  times  over 
the  period  through  deductions  from  his  salary  and  direct  cash  repayments.  At  the  date  of  this  Pro- 
spectus, Mr.  Sirote  was  not  indebted  to  the  Company.  In  the  future,  the  Company  will  not  make  salary 
advances  to  employees  who  are  also  principal  shareholders  of  the  Company. 

Stanley  and  Michael  Sirote  each  owns  25%  of  the  stock  of  a  corporation  which  builds  one-  and 
two-family  homes  in  Florida.  The  other  50%  is  owned  by  an  unrelated  party.  Stanley  and  Michael 
Sirote  have  agreed  to  sell  their  interest  in  this  corporation  to  the  Company  for  such  number  of  shares 
of  Common  Stock   (not  to  excceil  3.000  shares)   as  shall  equal  their  share  of  the  net  worth  of  the 
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corporation  divided  bv  $14  (the  market  price  on  the  date  of  agreement).  It  is  anticipated  that  the 
Company  will  make  construction  loans  to  this  corporation  in  the  future  and  that  FHA  and  VA  mort- 
gage loans  may  be  made  on  homes  constructed  by  this  corporation.  It  is  anticipated  that  appro.\imatcly 
$50,000  of  the  proceeds  of  this  offering  may  be  loaned  to  this  corporation. 

Stanley  Sirote  is  the  sole  owner  of  a  fire  insurance  agency  which  at  times  arranges  for  policies 
on  homes  subject  to  mortgages  originated  by  the  Company.  This  agency  does  not  solicit  business  from 
the  Company's  mortgagors,  but  provides  policies  only  if  the  mortgagor  does  not  provide  a  fire 
insurance  policy  at  the  time  the  loan  is  made  or  if  the  mortgagor  does  not  renew  his  fire  insurance 
policy  upon  expiration. 

DESCRIPTION  OF  COMMON  STOCK 

The  Company  is  authorized  to  issue  1,000,000  shares  of  Common  Stock.  Each  share  of  Common 
Stock  has  one  vote  and  there  are  no  preemptive,  subscription,  redemption  or  conversion  rights 
applicable  thereto.  The  outstanding  shares  of  Common  Stock  are  entitled  to  receive  such  dividends 
as  may  be  available  therefor  and,  upon  liquidation,  to  share  in  any  assets  available  for  distribution  on 
Common  Stock.  The  outstanding  shares  of  Common  Stock  are,  and  the  shares  offered  for  sale  hereby 
will  be,  upon  sale  and  payment  therefor,  fully  paid  and  non-assessable. 

The  transfer  agent  for  the  Common  Stock  is  the  Franklin  National  Bank,  New  York,  New  York 
and  the  Registrar  is  the  National  Bank  of  North  America,  New  York,  New  York. 

The  Company  furnishes  to  shareholders  annual  reports  which  contain  audited  financial  state- 
ments and  intends  to  furnish  quarterly  reports  containing  unaudited  financial  data. 

UNDERWRITING 

In  the  Purchase  Agreement,  the  Underwriters,  represented  by  C.  E.  Unterberg,  Towbin  Co., 
have  agreed  severally,  subject  to  the  terms  and  conditions  therein  set  forth,  to  purchase,  and  the 
Company  has  agreed  to  sell  to  them,  the  respective  number  of  shares  of  Common  Stock  set  forth 
below.  The  Underwriters  are  committed  to  take  and  pay  for  all  such  shares  if  any  are  taken. 

Underwriter  Address  No.  of  Shares 


C.  E.  Unterberg,  Towbin  Co.  61  Broadway 

New  York,  N.Y.  10006 
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No.  of  Shares 


Total  300,000 

The  Underwriters  propose  to  otfer  all  or  part  of  the  shares  directly  to  the  public  at  the  public 
olTering  price  set  forth  on  the  cover  page  of  this  Prospectus.  The  Underwriters  may  allow  a  concession 
to  selected  dealers  who  are  members  of  the  National  Association  of  Securities  Dealers,  Inc.  or  certain 

foreign  dealers  of  not  exceeding  f per  share,  and  the  Underwriters  may  allow  and  such 

dealers  may  reallow  to  members  of  the  National  Association  of  Securities  Dealers,  Inc.  and  to  certain 

foreign  dealers  a  concession  of  not  exceeding  f per  share.  After  the  initial  public  offering, 

the  public  otfering  price  and  such  concessions  may  be  changed. 

The  Company  has  agreed  to  indemnify  the  Underwriters  against  certain  liabilities  that  may  be 
incurred  in  connection  with  this  otfering,  including  certain  liabilities  under  the  Securities  Act  of  1933. 

In  order  to  enter  into  the  Purchase  Agreement  with  the  Underwriters,  the  Company,  on  August 
24,  1971,  agreed  to  pay  to  an  investment  banking  firm  the  sum  of  |20,()00  in  consideration  of  the 
waiver  and  release  of  a  right  of  first  refusal  on  any  public  offering  of  the  Common  Stock.  This  right 
was  acquired  under  the  terms  of  an  underwriting  agreement  executed  by  the  Company  in  connection 
with  a  previous  public  sale  of  its  Common  Stock. 

LEGAL  OPINIONS 

Legal  matters  in  connection  with  the  sale  of  the  shares  of  Common  Stock  offered  hereby  are 
being  passed  upon  for  the  Company  by  Messrs.  Dow,  Lohnes  &  Albertson,  1225  Connecticut  Avenue, 
N.W.,  Washington,  D.C.  20036,  and  for  the  Underwriters  by  Messrs.  Cravath,  Swaine  &  Moore, 
1  Chase  Manhattan  Plaza,  New  York,  New  York  lOOOS.  The  firm  of  Dow,  Lohnes  &  Albertson  owns 
5,000  shares  of  Common  Stock. 

EXPERTS 

The  Financial  Statements  and  related  schedules  included  in  this  Prospectus  and  elsewhere  in 
the  Registration  Statement,  except  as  they  pertain  to  unaudited  periods,  have  been  examined  by 
Richard  A.  Eisner  &  Company,  independent  certified  public  accountants,  whose  opinions  thereon 
appear  elsewhere  in  this  Prospectus  and  in  the  Registration  Statement,  and  have  been  included 
herein  and  therein  in  reliance  upon  such  firm  and  their  authority  as  experts. 
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REGISTRATION  STATEMENT 

The  Company  has  filed  with  the  Securities  and  Exchange  Comijiission,  Washington,  D.C.  a 
Registration  Statement  under  the  Securities  Act  of  1933  with  respect  to  the  Company  and  the  securities 
offered  by  this  Prospectus.  This  Prospectus  contains  a  fair  summary  of  the  material  provisions  of  all 
documents  referred  to  herein,  many  of  which  have  been  filed  with  the  Securities  and  Exchange  Com- 
mission as  exhibits  to  the  Registration  Statement  of  which  this  Prospectus  is  a  part.  This  Prospectus 
does  not  contain  all  the  information  set  forth  in  the  Registration  Statement  and  the  exhibits  thereto. 
For  further  information,  reference  is  made  to  the  Registration  Statement  and  the  exhibits,  financial 
statements  and  schedules  filed  as  a  part  thereof,  which  may  be  examined  without  charge  at  the  office 
of  the  Commission,  and  photocopies  of  which,  or  any  portion  thereof,  may  be  obtained  upon  payment 
of  the  prescribed  fee.  This  Prospectus  does  not  knowingly  omit  any  material  fact  or  contain  any  untrue 
statement  of  a  material  fact. 
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REPORT  OF  INDEPENDENT  CERTIFIED  PUBLIC  ACCOUNTANTS 

Board  of  Directors 
Inter-Island  Mortgagee  Corp. 
Jamaica,  New  York 

We  have  examined  the  consolidated  balance  sheet  of  Inter-Island  Mortgagee  Corp.  and  sub- 
sidiaries as  at  May  31,  1971,  and  the  related  consolidated  statements  of  operations  for  the  five  years 
then  ended  and  of  additional  paid-in  capital  and  retained  earnings  and  of  changes  in  financial  position 
for  the  three  years  then  ended.  Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards,  and  accordingly  included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statements  enumerated  above  present  fairly  the  consolidated  financial 
position  of  Inter-Island  Mortgagee  Corp.  and  subsidiaries  at  May  31,  1971  and  the  consohdated  results 
of  their  operations  and  changes  in  financial  position  for  the  periods  indicated  in  conformity  with 
generally  accepted  accounting  principles  applied  on  a  consistent  basis. 


RICHARD  A.  EISNER  &  COMPANY 
Certified  Public  Accountants 

New  York,  New  York 
August  17,  1971 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 

CONSOLIDATED  BALANCE  SHEET 

AS  AT  MAY  31,  1971 

ASSETS 

Current  assets: 

Cash  in   banks   $  1,099,490 

Permanent  mortgages  (substantially  pledged  as  collateral  for  notes  payable) 

(Notes   B   and   C)    21,671,069 

Interim  mortgages  (partially  pledged  as  collateral  for  notes  payable) 

(Notes   C   and   D)    543,275 

Other  receivables  137,386 

Accrued  interest  receivable  323,446 

Prepaid  expenses  and  other  current  assets  243,369 

Total   currents   assets    24,018,035 

Equipment  and  improvements  (at  cost)  (less  accumulated  depreciation 

of  $48,508)    (Note  E)    85,529 

Investments: 

Federal  National  Mortgage  Association  common  stock  (Note  F-1) 

(pledged  as  collateral  for  notes  payable)   797,852 

Joint  venture    (Note   F-2)    240,000 

Deferred  commitment  fees  , 113,750 

Other  assets  63,748 

$25,318,914 
Escrow,  agency  and  fiduciary  funds  (segregated  and  excluded 

from  corporate  assets)    $  1,891,567 


The  accompanying  notes  to  Financial  Statements  are  an  integral  part  hereof. 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 

CONSOLIDATED  BALANCE  SHEET 

AS  AT  MAY  31,  1971 

LIABILITIES 

Current  liabilities: 

Notes  payable— banks: 
Collateralized  by  mortgages  under  warehousing  agreements 

(Notes  B  and  C)    $21,768,740 

Collateralized  by  Federal  National  Mortgage  Association  common  stock  987,993 

Collateralized  by  equipment,  etc 5,231 

Unsecured     250,000 

Accrued  interest  payable  234,998 

Accounts  payable  and  other  accrued  expenses  56,843 

Taxes  on  income  (Note  G)   324,738 

Total  current   liabilities   23,628,543 

Contingencies  (Notes  F-2,  G  and  H) 

STOCKHOLDERS'  EQUITY 
(Notes  I,  J,  K,  L  and  N) 

Common  Stock— par  value  S.IO  per  share,  authorized  1,000,000  shares; 
issued  551,000  shares 55,100 

Warrants  outstanding  (Note  J)   •  17 

Additional  paid-in  capital   914,075 

Retained    earnings 723,607 

1,692,799. 
Less,  treasury  stock  (1,100  shares,  at  cost)  2,428 

1,690,371 

$25,318,914 
Escrow,  agency  and  fiduciary  funds  held  $   1,891,567 


The  accompanying  notes  to  Financial  Statements  are  an  integral  part  hereof. 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 

CONSOLIDATED  STATEMENTS  OF  ADDITIONAL  PAID-IN  CAPITAL 
AND  RETAINED  EARNINGS 

Year  Ended  May  31, 


1969  1970  1971 

Additional  paid-in  capital: 

Balance-June  1  $     2,145         $914,075         $914,075 

Transfer  from  Common  Stock  in  connection  with 
recapitalization  (Note  I)  217,600 

Capital  stock  of  subsidiary,  donated  to  Company  (Note  A)  ....  3,000 

Excess  ($4.90  per  share)  of  sales  price  over  par  value  ($.10 
per  share)  of  172,000  shares  of  Common  Stock  sold  in  a 
public  offering,  less  $177,720  costs  incurred  in  connection 
therewith   (Note  J)   665,080 

Excess  ($2.10  per  share)  over  par  value  ($.10  per  share)  of 
12,500  shares  of  Common  Stock  given  as  compensation  for 
legal  services  (Note  K)  26,250         

Balance-May  31   $914,075         $914,075         $914,075 


Retained  earnings: 

Balance-June  1  5  73,626         $158,937         $306,501 

Net  earnings   83,461  147,564  417,106 

Taxes  on  income  of  Stanley  Mortgagee  Corp.  charged  to 

pro-forma  earning.s,  but  not  paid  or  payable  by  the 

Company*    1,850 

Balance-May  31  $158,937         $306,501         $723,607 

*See  Note  2  to  Consolidated  Statement  of  Operations. 

The  accompanying  notes  to  Financial  Statements  are  an  integral  part  hereof. 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 
CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

Year  Ended  May  31. 


Source  of  funds: 
Operations: 

Earnings  before  extraordinary  items  $        83,461         $      175,564         $      417,106 

Items  not  requiring  the  use  of  funds: 

Depreciation  and  amortization  9,143  14,364  16,216 

Common  Stock  issued  for  services  rendered 

(Note  K)  12,500 

Pro-forma  taxes  on  income  (Note  2  to 

Consolidated  Statement  of  Operations)  1,850 

Decrease  in  deferred  income  (10,642)       

Funds  provided  from  operations,  exclusive 

of  extraordinary  items  96,312  189,928                433,322 

Extraordinary  items  (Note  M)  (28,000)       

Funds  provided  from  operations  96,312  161,928               433,322 

Proceeds  of  sale  of  Common  Stock  and  warrants,  net 

of  underwriting  costs  and  expenses  (Note  J)  682,547 

Proceeds  of  sale  of  equipment  3,700 

$      778,859  $      161,928         }      437,022 

Application  of  funds: 

Increase  (decrease)  in  investments: 
Federal  National  Mortgage  Association 

Common  Stock  (Note  F-1)  $      207,107         %      440,317         $      150,428 

Other    (16,667)              125,870                114,130 

Purchase  of  equipment  40,219                  30,313                  21,412 

Increase  (decrease)  in  deferred  commitment  fees 136,911                (67,898)                21,197 

Increase  in  other  assets 20,073                  17,389                  17,586 

Acquisition  of  1,100  shares  of  treasury  stock  2,428 

Increase  (decrease)  in  working  capital  391,216              (384,063)              109,841 

$      778.859         $      161,928         %      437,022 

Increase  (decrease)  in  working  capital  consists  of: 

Increase  in  cash  %        98,045  $      177,895  $      590,356 

Increase  (decrease)  in  mortgage  portfolio  4,665,016           (1,200,944)          14,504,351 

Increase  in  other  receivables,  prepaid  expenses  and 

other  current  assets  99,399                164,865                344,681 

(Increase)  decrease  in  notes  payable  (4,315,697)              488,077  (14,993,442) 

(Increase)  in  other  current  liabilities (155,547)              (13,956)            (336,105) 

$      391.216  $    (384.063)  $      109,841 

The  accompanying  notes  to  Financial  Statements  are  an  integral  part  hereof. 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 
NOTES  TO  FINANCIAL  STATEMENTS 

Note  A — Principles  of  Consolidation: 

The  Financial  Statements  include  the  accounts  of  the  Company  and  its  subsidiaries  (all  wholly- 
owned)  enumerated  below; 

Stanley  Mortgagee  Corp. 
Inter-Island  National  Brokerage  Corp. 
Inter-Island  Mortgagee  Corp.  of  Puerto  Rico 

Four  inactive  subsidiaries,  of  which  three  were  dissolved  prior  to  May  31,   1971,  are  not  included 
for  any  period. 

Intercompany  transactions  and  account  balances  have  been  eliminated  in  consolidation. 

The  Company's  equity  in  the  net  assets  of  its  subsidiaries  exceeded  its  investment  therein  by 
$26,471.  Upon  consolidation,  $2,145  of  this  difference  has  been  credited  to  additional  paid-in  capital 
and  $24,326  has  been  credited  to  retained  earnings. 

All  the  outstanding  capital  stock  of  Stanley  Mortgagee  Corp.  was  contributed  to  the  Company 
on  October  16,  1968.  The  transaction  was  accounted  for  as  a  pooling  of  interests  with  additional 
paid-in  capital  being  credited  for  the  stated  value  of  the  subsidiary's  stock  so  contributed.  Accordingly, 
the  operations  of  Stanley  Mortgagee  Corp.  are  included  in  the  Consolidated  Statement  of  Operations 
for  periods  prior  to  its  acquisition. 

During  the  year  ended  May  31,  1970,  the  Company  invested  $8,750  for  stock  in  IIM  Mortgage 
Investment  Corporation  of  the  Caribbean  and  Inter-Island  First  Mortgage  Investments.  These  com- 
panies are  not  included  in  the  Financial  Statements  (see  Note  M-1). 

Note  B — Principles  of  Accounting: 

The  Company  derives  income  from  the  origination  and  subsequent  sale  of  mortgage  loans;  income 
on  sale  is  recognized  upon  receipt  of  proceeds  of  each  mortgage.  Mortgages  are  sold  at  such  times 
as  management  deems  advisable.  (With  respect  to  the  sale  of  mortgage-backed  certificates,  reflected 
as  sales  of  mortgages  in  the  Financial  Statements,  see  "Business— Mortgage  Originations  and  Sales— 
FHA  and  VA  Mortgage  Loans"  elsewhere  in  this  Prospectus.) 

On  June  1,  1971,  the  Company  sold  approximately  one-half  of  its  permanent  mortgage  loan  port- 
folio ($11,000,000  face  value)  to  an  investor  institution.  Upon  receipt  of  the  funds  therefrom  the 
Company  satisfied  the  warehousing  indebtedness  thereon  (see  Note  C)  and  recorded  mortgage  origi- 
nation revenue  of  $790,000  in  the  first  quarter  of  its  fiscal  year  ending  May  31,  1972. 

The  permanent  mortgages  reflected  on  the  balance  sheet  as  at  May  31,  1971,  are  stated  at  cost 
(i.e.  net  of  discounts  and  origination  fee)  which  is  below  market. 

Note  C — Mortgage  Warehousing: 

As  a  means  of  financing  the  closing  of  its  mortgage  loans,  pending  their  ultimate  sale,  the  Company 
has  entered  into  agreements  with  various  banks  under  which  it  "warehouses"  or  pledges  the  mortgages 
as  collateral  for  short-term  borrowing  generally  payable  on  demand.  During  the  "warehouse"  period, 
the  Company  collects  the  interest  on  the  mortgage  for  its  own  account. 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 
NOTES  TO  FINANCIAL  STATEMENTS— (Continued) 

Note  D — Interim  Mortgages: 

The  Company  invests  in  short-term  first  mortgages  on  one  to  four  family  homes,  which  mortgages 
are  not  guaranteed  by  the  Federal  Housing  Administration  or  Veterans'  Administration.  Certain  of 
these  mortgages  are  past-due  at  May  31,  1971;  however  the  Company  believes  it  will  sustain  no  loss 
on  such  investments  because  of  the  value  of  the  underlying  property. 

Note  E — Equipment  and  Improvements: 

Expenditures  for  maintenance  and  repairs  are  charged  to  current  operations;  renewals  and  better- 
ments are  capitalized.  Upon  retirement  or  other  disposition  of  equipment,  the  c(jst  and  accumulated 
depreciation  are  removed  from  the  asset  and  accumulated  depreciation  accounts,  and  the  net  gain  or 
loss  is  reflected  in  operations.  Fully  depreciated  assets  are  written  off  against  accumulated  depreciation. 

Depreciation  is  computed  on  the  straight-line  method  using  the  following  estimated  useful  lives: 

Office  equipment  5-10  years^„ 

Vehicles    3  years 

Leasehold  improvements  are  amortized  on  the  straight-line  method  over  the  term  of  the  lease. 

Note  F — Investments: 

(1)  Under  agreements  with  Federal  National  Mortgage  Association  (FNMA)  providing  for  the 
sale  of  mortgege  loans  to  FNMA  and  the  subsequent  servicing  thereof,  the  Company  has  acquired 
shares  of  FNMA  common  stock  (partially  purchased  upon  FNMA  commitment  and  partially  received 
as  a  portion  of  the  proceeds).  The  Company  records  the  receipt  of  such  shares  at  cost.  Under  rules 
promulgated  by  P'NMA,  companies  servicing  portfolios  for  FNMA  must  continue  t(j  hold  an  amount 
of  shares  determined  by  a  f<jrmula  applied  to  the  serviced  portfoho.  At  May  31,  1971,  the  Company 
held  23,222  shares,  which  was  sufficient  to  satisfy  this  requirement.  The  quoted  market  value  of  FNMA 
stock  at  May  31,  1971,  substantially  exceeded  the  Company's  cost. 

(2)  In  November  1969,  the  Company  entered  into  a  joint-venture  with  another  corporation  to 
acquire  and  improve  land  in  Florida.  On  March  10,  1970,  the  joint-venture  accjuired  land  in  the  name 
of  the  co-venturer,  and  assumed  a  mortgage  of  $468,000.  The  Company  has  agreed  to  indemnify  the 
co-venturer  for  its  pro-rata  share  in  the  event  that  any  loss  is  sustained  in  connection  therewith. 
As  at  May  31,  1971,  the  joint- venture  had  not  begun  construction  on  the  property.  The  joint-venture's 
tax  returns  through  December  31,  1970,  reflect  no  income  or  expense  since  all  expenditures  to  that  date 
had  been  capitalized.  The  Company's  contributed  capital  to  the  joint-venture  totaled  $240,000  at 
May  31,  1971. 

Note  G — Income  Taxes: 

Inter-Island  Mortgagee  Corp.  and  its  subsidiaries  file  separate  income  tax  returns.  The  federal 
income  tax  returns  of  the  companies  have  not  been  examined  in  recent  years;  the  companies  do  not 
anticipate  any  material  assessment  for  unexamined  years. 

During  the  >'ear  ended  May  31,  1971,  the  Company  formed  a  "possessions"  corporation  to  conduct 
business  in  the  Commonwealth  of  Puerto  Rico.  As  such  it  is  not  subject  to  federal  income  tax  under 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 
NOTES  TO  FINANCIAL  STATEMENTS— (Continuert) 

Note  G — Income  Taxes  (continued): 

the  provision  of  Section  93  1  of  the  Internal  Revenue  Code.  Income  so  exempted  from  income  taxes 
aggregated  $21,000  from  its  inception  through  May  31,   1971. 

Note  H — Leases: 

The  Company  occupies  space  under  leases  expiring  at  various  dates  through  May  1978  at  annual 
rentals  aggregating  $157,000. 

Note  I — Recapitalization: 

In  November  1968,  the  authorized  capitalization  of  the  Company  was  changed  from  an  aggregate 
of  1,000  shares  of  Common  Stock,  without  par  value,  to  1,000,000  shares  of  Common  Stock,  par  value 
$.10  per  share,  and  1,H20  shares  of  the  new  stock  were  exchanged  for  each  of  the  200  shares  then  out- 
standing. In  this  connection,  the  Company  transferred  $217,600  from  its  capital  stock  account  to 
ailditional  paid-in  capital. 

Note  J — Prior  Underwriting: 

On  April  2,  1969,  the  Company  sold,  pursuant  to  a  registration  statement  filed  with  the  Securities 
and  Exchange  Commission,  172,000  shares  of  its  Common  Stock  at  $5.00  per  share,  less  an  underwriting 
commis,sion  of  $.50  per  share.  Pursuant  to  the  terms  of  the  underwriting  agreement,  the  underwriter 
paid  $17.20  for  warrants  to  purchase  17,200  shares  of  Common  Stock  exercisable  for  a  period  of  five 
years  at  a  price  of  $5.50  per  share  commencing  March  11,  1970.  At  May  31,  1971,  17,200  shares  of 
Common  Stock  were  reserved  for  issuance  upon  exercise  of  the  warrants.  The  Company  agreed  that, 
upon  request  of  the  holders  of  a  majority  of  the  outstanding  warrants  and/or  shares  of  Common  Stock 
issued  upon  exercise  thereof,  it  will  take  such  steps  as  may  be  necessary  to  permit  such  holders  to 
make  a  public  offering  of  their  warrants  and/or  shares  and  will  bear  the  expenses  thereof  once. 

Note  K — Issuance  of  Common  Stock  for  Services: 

Pursuant  to  an  agreement  entered  into  on  September  17,  1968,  the  Company  issued  7,500  shares  of 
Common  Stock  to  one  of  its  attorneys  as  compensation  for  services  to  be  rendered  over  a  two  year 
period.  Upon  issuance  of  these  shares  it  charged  $15,000  to  prepaid  expense  ($2  per  share)  (which  it 
amortized  to  expense  over  the  two  year  period)  and  credited  its  capital  stock  account  for  $750  (par 
value  of  the  shares)  and  additional  paid-in  capital  for  the  excess  ($14,250). 

Pursuant  to  another  agreement  entered  into  in  March  1969,  the  Company  issued  5,000  shares  of 
Common  Stock  to  one  of  its  attorneys  in  consideration  of  legal  services  to  be  rendered  in  the  amount 
of  $12,500.  Upon  issuance  of  these  shares,  the  Company  charged  prepaid  expense  for  the  aggregate 
amount  (which  it  amortized  to  expense  over  a  twelve  month  period)  and  credited  capital  stock  for 
the  par  value  thereof  ($500)  and  additional  paid-in  capital  for  the  excess  ($12,000). 

Note  L — Employees'  Stock-Option  Plan: 

In  November  1968,  the  Company  adopted  a  qualified  stock-option  plan,  which  authorizes  the 
granting  of  options  to  key  employees  for  the  purchase  of  up  to   15,000  shares  of  Common  Stock. 

26 


392 


INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 


NOTES  TO  FINANCIAL  STATEMENTS— (Continued) 

Note  L — Employees'  Stock  Option  Plan  (continued): 

The  option  price  is  not  less  than  $5  per  share  nor  less  than  100%  of  the  fair  market  value  of  the  stock 
on  the  date  of  grant.  The  plan  terminates  ten  years  from  the  date  of  its  adoption. 

Options  are  outstanding  as  follows: 


Date  of  Grant 


Number  of 

Shares 

Under  Option 


March  13,  1969 

March  13,  1970 

to 
March  13,  1974 

4,000 

$5 

January  12,  1971 

January  12,  1972 

to 
January  12,  1976 

2,500 

$5 

Total 

$20,000 


12,500 


•Fair  market  value  on  date  of  grant. 

As  of  March  13,  1970,  the  options  for  the  purchase  of  4,000  shares  became  exercisable.  At  that 
date,  quoted  market  value  was  $3  per  share. 

When  options  are  exercised,  the  Common  Stock  account  will  be  credited  with  the  par  value  of 
the  shares  issued  and  the  balance  of  the  proceeds  will  be  credited  to  additional  paid-in  capital.  No 
charge  will  be  made  to  operations  in  connection  with  stock  options. 

No  options  had  been  exercised  by  May  31,  1971. 

The  Company  has  reserved  15,000  shares  of  its  Common  Stock  for  issuance  pursuant  to  the  plarL 

Note  M — 1970  Extraordinary  Items: 

(1)  In  June  1970,  two  affiliates  of  the  Company  withdrew  a  Registration  Statement  which 
they  had  filed  under  the  Securities  Act  of  1933  in  connection  with  a  proposed  public  offering 
of  stock.  As  of  May  31,  1970,  the  Company  wrote-off  its  investment  in  these  companies  and  incurred 
additional  expenses  in  connection  with  the  offering.  The  corporate  charters  of  these  companies  expired 
May  31,  1971. 

(2)  During  the  year  ended  May  31,  1970,  the  Company  wrote-off  a  $20,000  investment  made  in 
connection  with  an  option  (which  lapsed)  to  purchase  land  in  Puerto  Rico. 

Note  N — Subsequent  Events: 

(1)  See  Note  B  with  respect  to  sale  of  mortgages  on  June  1,  1971. 

(2)  On  June  1,  1971  the  Company  acquired  State-Side  Investment  Corporation  (SSIC),  which 
was  then  owned  by  officers  and  principal  stockholders  of  the  Company.  SSIC  is  in  the  business  of 
granting  second  mortgage  loans  on  residential  property  in  Puerto  Rico.  Unaudited  financial  statements 
of  SSIC  reflect  stockholders'  equity  of  $66,600  as  at  May  31,  1971,  and  net  earnings  of  $50,000  for 
the  year  then  ended.  SSIC  is  not  subject  to  federal  income  tax  (similarly  to  the  "possessions"  corpora- 
tion described  in  Note  G). 
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INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 
NOTES  TO  FmANCIAL  STATEMENTS— (Continued) 

Note  N — Subsequent  Events  (continued): 

Pursuant  to  the  terms  of  the  merger  agreement  13,320  shares  of  Common  Stock  were  issued 
to  the  former  stockholders  of  SSIC;  such  number  of  shares  being  computed  by  dividing  the  stock- 
holders' equity  of  SSIC  by  an  assigned  value  of  |5  per  share. 

Among  the  liabilities  of  SSIC  is  $97,500  due  to  the  former  stockholders.  Under  the  terms 
of  the  merger  agreement  this  indebtedness  may  he  converted  at  any  time  prior  to  May  31,  1972,  into 
additional  shares  of  Common  Stock  at  $5  per  share  at  the  option  of  the  holders. 

The  Company  intends  to  account  for  this  acquisition  as  a  purchase. 


Note  O — Supplementary  Profit  and  Loss  Information: 


Charged  Directly  to  Profit  and  Loss 
Selling,  General  and  Administrative  Expenses 


May  31,  I9«9  May  31,  1970  May  31,  1971 

Maintenance  and  repairs  $  4,340  $  9,696  $  7,907 

Depreciation  and  amortization  9,143  14,364  16,216 

Taxes,  other  than  income  taxes: 

Payroll  taxes  16,143  27,225  26,809 

Other   1,033  2,025  2,614 

Management  and  service  contract  fees  None  None  None 

Rent  (no  royalties)  34,442  54,660  55,851 
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Part  II 
INFORMATION  NOT  REQUIRED  IN  PROSPECTUS 

ITEM  22.     Marketifig  Arrangements. 

Reference  is  made  to  Paragraphs  3,  4,  8  and  9  of  the  Agreement  Among  Underwriters  and  Para- 
graphs 3,  8  and  9  of  the  Selected  Dealer  Agreement,  filed  as  Exhibits  1(a)  and  1(c)  to  the  Registration 
Statement. 

ITEM  23.     Other  Expenses  of  Issuance  and  Distribution. 

The  following  table  sets  forth  the  various  expenses  in  connection  with  the  sale  and  distribution 
of  the  securities  being  registered,  other  than  underwriting  discounts  and  commissions: 

Amount 

.1    -p  ,-   -J  

Registration  Statement  Filing  Fee  .■..;...;■...'..;. $720 

NASD  Filing  Fee  460 

Fees  and  Expenses  of  Transfer  Agent  and  Registrant*  

Printing  and  Engraving  Expenses*   

Legal  Fees  and   Expenses*    

Accounting  Fees  and  Expenses*   

Blue  Sky  Fees  and  Expenses*  

Miscellaneous*    

Total    

•To  be  added  by  amendment. 

ITEM  24.    Relationship  with  Registrant  of  Experts  Named  in  Registration  Statement. 
None. 

ITEM  25.    Sales  to  Special  Parties. 
Reference  is  made  to  Item  26. 

ITEM  26.    Recent  Sales  of  Unregistered  Securities. 

(a)  On  March  II,  1969,  the  Company  issued  to  Myron  Freidman  10,000  shares  of  Common 
Stock,  7,500  as  compensation  for  legal  services  perf<jrmed  and  to  be  performed  by  him  and  2,500  as 
a  finder's  fee.  No  underwriters  were  involved  in  this  transaction. 

(b)  On  May  29,  1969,  the  Company  issued  5,000  shares  of  Common  Stock  to  the  law  firm  of 
Dow,  Lohnes  &  Albertson  for  legal  services  performed  and  to  be  performed  by  such  firm  at  a  value 
of  f2.50  per  share.  No  underwriters  were  involved  in  this  sale. 

(c)  On  September  30,  1971,  the  Company  issued  13,320  shares  of  Common  Stock  to  Stanley 
and  Michael  Sirote  in  connection  with  the  acquisition  of  State-Side  Investment  Corporation.  Informa- 
tion concerning  this  acquisition  is  given  in  the  Prospectus  under  the  captions  "Business— Puerto  Rican 
Operations"  and  "Certain  Transactions".  No  underwriters  were  involved  in  this  acquisition. 

(d)  From  March  1,  1971  to  August  1,  1971,  the  Company  sold  $26,000,000  in  CJNMA  insured, 
mortgage-backed  certificates  to  various  institutional  investors.  No  underwriters  were  involved  in 
these  sales. 

The  shares  issued  in  transactions  (a),  (b)  and  (c)  were  not  registered  under  the  Securities  Act  of 
1933  since  these  transactions  did  not  involve  public  offerings  and  thus  the  shares  issued  in  each  were 
exempt  from  registration  under  the  Act  by  virtue  of  Section  4(2)  thereof,  and  the  certificates  sold  in 
the  transactions  mentioned  in  item  (d)  were  not  registered  because  of  the  exemption  contained  in 
Section  3(a)(2)  of  the  Act. 

ITEM  27. 

Percentage  of 
Name  of  Corporation  State  of  Organization  Securities  Owned 

Inter-Island  Mortgagee  Corp.  of  Puerto  Rico  (1)  Delaware  100% 

Stanley  Mortgagee  Corp.   (1)  New  York  100% 

Inter-Island  Brokerage  Corporation  (1)  Delaware  100% 

State-Side  Investment  Corporation  (2)  Delaware  100% 

Gulf  Htle  Corporation  (3)  Delaware  100% 

Inter-Island  Mortgagee  Corp.  of  Florida  (3)  Delaware  100% 

Inter-Island  Mortgagee  Corp.  of  California  (3)  Delaware  100% 

(1)  Included  in  Consolidated  Financial  Statements. 

(2)  Not  included  in  Consolidated  Financial  Statements  because  stock  acquired  after  end  of  fiscal  year. 
See  Note  N  to  Consolidated  Financial  Statements. 

(3)  Not  included  in  Consolidated  Financial  Statements  since  organized  after  end  of  fiscal  year. 
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]TE.M  2h.     t'rmchises.  and  Concessions. 

The  Company  is  approved  hy  the  Federal  Housing  Administration  as  a  mortgage  lender,  the 
general  effect  of  which  is  described  in  the  Prospectus  under  the  heading  "Business-Mongage  Origina- 
tions and  Sales." 

ITEM  29.     hhiermiification  of  Directors  and  Officers. 

Article  XI  of  the  Company's  By-Laws  provides  as  follows: 

"The  corporation  shall  indemnify  directors  and  officers  and  their  heirs,  executors  and  administrators 
to  the  full  e.xtent  permitted  by  Sections  722  and  723  of  the  Business  Corporation  Law  of  the  State  of 
New  York.  The  corporation,  by  appropriate  action  of  its  Board  of  Directors,  may  indemnify  directors 
,<nd  officers  and  their  heirs,  executors  and  administrators  to  the  full  extent  permitted  by  subsections 
(b)  and  (c)  of  Section  724  of  the  Business  Corporation  Law." 

Insofar  as  indemnification  by  the  Company  for  liabilities  arising  under  the  Securities  Act  of  1933 
may  be  permitted  to  directors,  officers  and  controlling  persons  of  the  Company  pursuant  to  the  fore- 
going, or  otherwise,  the  Company  has  been  advised  that  in  the  opinion  of  the  Securities  and  Exchange 
Commission  such  indemnification  is  against  public  policy  as  expressed  in  said  Act,  and  is,  therefore, 
unenforceable.  In  the  event  that  a  claim  for  indemnification  ( other  than  the  payment  by  the  Company 
if  expenses  incurred  or  paid  by  the  director,  officer  or  controlling  person  in  the  successful  defense  of 
;inv  action,  suit  or  proceeding)  for  liabilities  arising  under  said  Act  is  asserted  against  the  Company 
hy  a  director,  officer  or  controlling  person  thereof,  in  connection  with  the  securities  being  registered, 
the  Company  will,  unless  in  the  opinion  of  its  counsel  the  matter  has  been  settled  by  controlling 
precedent,  submit  to  a  court  of  appropriate  jurisdiction  the  question  of  whether  or  not  snich  indemnifi- 
cation of  such  director,  officer  or  controlling  person  is  agaiast  policy  as  expressed  in  said  Act  and 
\vi\]  be  governed  by  the  final  adjudication  of  such  issue. 

ITE.M  30.     Treatment  of  Proceeds  from  Stock  Being  Registered. 

Of  the  net  proceeds  to  be  received  by  the  Company  for  the  Common  Stock  being  registered 
hereunder,  an  amount  equal  to  the  par  value  thereof  will  be  credited  to  the  Common  Stock  Account. 
The  remainder  of  sTich  net  proceeds  will  be  credited  to  Additional  Paid-in  Capital. 

ITE.M  31.     Financial  Statements  and  Exhibits. 

(a)  Financial  Statements 

The  following  financial  statements  and  supporting  schedules  are  filed  as  part  of  this 
Registration  Statement: 
Included  in  the  Prospectus: 

Report  of  independent  certified  public  accountants. 

Consolidated  balance  sheet  as  at  May  31,  1971. 

Consolidated  statement  of  operatioas  for  the  five  years  ended  May  31,  1971. 

Coasolidated  statement  of  additional  paid-in  capital  and  retained  earnings  for  the  three 
years  ended  May  31,  1971. 

Consolidated  statement  of  changes  in  financial  position  for  the  three  years  ended  May  31, 
1971. 

Included  in  Part  II: 

Schedule  II— Amounts  due  from  directors,  officers,  and  principal  holders  of  equity  securi- 
ties other  than  affiliates— for  the  three  years  ended  May  31,  1971. 
The  information  required  in  Schedule  X\T  is  presented  in  Note  O  to  the  financial  statements. 
Other  schedules  not  submitted  are  omitted  for  the  reason  that  they  are  not  required  or  are 
not  applicable. 

(b)  Exhibits: 

1(a)  Form  of  Agreement  among  Lfnderwriters. 

(b)  Form  of  Purchase  Agreement. 

(c)  Form  of  Selected  Dealer  Agreement. 

2  Merger  Agreement  dated  March  15,  1971. 

3(a)  Amended  Articles  of  Incorporation  filed  as  Exhibits  (a)-(e)  to  Registration  State- 

ment No.  2-30956  and  incorporated  herein  by  reference, 
(h)  By-Laws  filed  as  Exhibit  3(f)  to  Registration  Statement  No.  2-30956  and  incorpo- 

rated herein  by  reference. 
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4(a  t  Form  of  Common  Stock  certificate  filed  as  Exhibit  4(a)  to  Registration  Statement 

\o.  2-30956  and  incorporated  herein  by  reference. 
(h  •  Form  of  Common  Stock  Purchase  Warrant  filed  as  Exhibit  4(b)  to  Registration 

Statement  No.  2-.30956  and  incorporated  herein  by  reference. 

5(-?.)  Qualified  Stock  Option  Plan  filed  as  Exhibit  5 fa)  to  Registration  Statement  No. 

2-30956  and  incorporated  herein  by  reference, 
(b  ■  Form  of  Qualified  Stock  Option  Contract  filed  as  Exhibit  5(b)  to  Registration 

Statement  No.  2-30956  and  incorporated  herein  by  reference. 

'.>  Opinion  of  Dow,  Lohnes  and  Albert.son  (to  be  filed  by  amendment). 

12  See  answer  to  Item  29. 

J.? (a)  Standard  Form  of  Servicing  Contract. 

l^ib"!  Branch  Office  Agreements: 

J3(bi  'I  Branch  Office  Agreement  between  Company  and  Robert  H.  Jesse,  Jr.,  dated 
September  10,  1971. 

1 3  ( b  I  ■  2  t        Branch  Office  Agreement  between  Company  and  Jane  W.  Cowley  dated  Septem- 

ber 3,  1971. 

13(b  I '  ■  '  Branch  Office  Agreement  between  Company  and  Richard  H.  Hooper  dated  Sep- 
tember 16,  1971. 

13(c)  Joint  Venture  Agreement  between  Company  and  Willow  Industries,  Inc.  dated 

November  12,  1969. 

13(d)  Indemnification  Agreement  between  Company  and  Willow  Industries,  Inc.  dated 

March  ....,  1970. 

I '(e)  Leases: 

)  3  ■  e  "  ]  I  Lease  with  Willow  Industries,  Inc.  with  respect  to  Sarasota  County,  Florida  prop- 
erties. 

I3(eti2  I        Lease  with  F.R.A.C.  Corporation  with  respect  to  Peekskill.  New  York  property. 

J3(e)(3)  Lease  with  1374-76  Clove  Road  Corporation  with  respect  to  Staten  Island,  New 
York  property. 

13(e)(4)       Lease  with  Gables  Offices,  Inc.  with  respect  to  Coral  Gables,  Florida  offices. 

13(e)(5)  Lease  and  rider  with  Bohack  Corporation  with  respect  to  Flushing,  New  York 
offices. 

13(e)(6)  Leases,  as  amended,  with  Boro  Office  Corporation  with  respect  to  Jamaica,  New 
York  offices. 

13(e)(7)        Lease  with  Chase  Manhattan  Bank,  as  amended,  with  respect  to  Puerto  Rico  offices. 

13(e)  (8)        Lease  with  Main  Builders,  Inc.  with  respect  to  East  Orange,  New  Jersey  property. 

13(f)  Purchase  Agreements: 

13(f)(1)  Purchase  Agreements  with  New  York  and  Suburban  Federal  Savings  and  Loan 
Association. 

?  3  (f)(2)  Purchase  Agreement  with  Lawrence  Cednrhurst  Federal  Savings  and  Loan  Asso- 
ciation. 

13(f)  (3  )        Purchase  Agreements  with  Gem  City  Savings  and  Loan  Association. 

13(f)  (4)        Purchase  Agreements  with  Federal  National  Mortgage  Association. 

13(f)(5)        Purchase  Agreement  with  Government  National  .Mortgage  Association. 

13(g)  Warehousing  Agreements: 

13(g)(1)       Warehousing  Agreements  with  the  Franklin  National  Bank. 

13(g)(2)        Warehousing  Agreement  with  the  Bank  of  Commerce. 

13(g)  (3)        Warehousing  Agreement  with  the  Security  National  Bank. 

1 3  (g)  (4)        Warehousing  Agreement  with  the  Pan  American  Bank. 

13(g)  (5)        Warehousing  Agreement,  as  amended,  with  the  National  Bank  of  North  America. 

1 3  (g)  (6)        Warehousing  Agreement  with  the  Chase  Manhattan  Bank. 

13(h)  Agency  Agreement  betv\'een  Commonwealth  Land  Title  Insurance  Company  and 

Gulf  Title  Corporation  dated  August  1 1,  1971. 

13(i)  Form   of   Government   National   Mortgage   Association   insured   certificate   and 

Guaranty  Agreement  with  the  Company. 
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UNDERTAKINGS 


Suh)ect  to  the  terms  aiul  conditions  of  Section  i5(b)  ot  the  Securities  Exchange  Act  ot  1934, 
the  undersigned  registrant  hereby  undertakes  to  file  with  the  Securities  and  Exchange  Commission 
such  supplementary  and  periodic  information,  documents  and  reports  as  may  be  prescnbed  by  any 
rule  or  regulation  of  the  Commission  heretofore  or  hereafter  duly  adopted  pursuant  to  authority 
conferred  in  that  Section. 


II-4 
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SIGNATURES 

Pursuant  to  the  requirements  of  the  Securities  Act  of  1933,  the  registrant  has  duly  caused  this 
Registration  Statement  to  be  signed  on  its  behalf  by  the  undersigned,  thereunto  duly  authorized,  in 
the  City  of  New  York,  State  of  New  York,  on  the  13th  day  of  October,  1971. 

Inter-Island  Mortgagee  Corp. 


by 


STANLEY  SIROTE 


Stanley  Sirote,  President 


Pursuant  to  the  requirements  of  the  Securities  Act  of  1933,  this  Registration  Statement  has  been 
signed  below  by  the  following  persons  in  the  capacities  and  on  the  dates  indicated. 


STANLEY  SIROTE 


Stanley  Sirote 


President  and  Director 

(Principal  Executive,  Financial 

and  Accounting  Officer)  October  13,   1971 


MICHAEL  SIROTE       ' 


Michael  Sirote 


Director 


October  13,  1971 


KATHERINE  KOURY 


Katherine  Koury 


Director 


October  13,  1971 
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CONSENT  OF  INDEPENDENT  CERTIFIED  PUBLIC  ACCOUNTANTS 

We  consent  to  the  inclusion  of  the  following  reports  in  the  Registration  Statement  to  be  used 
in  registering  under  the  Securities  Act  of  1933,  Common  Stock  f.lO  par  value  of  Inter-Island  Mortgage 
Corp.: 

1.  Our  report  dated  August  17,  1971  relating  to  the  financial  statements  appearing  in  the  Pros- 
pectus; and 

2.  Our  report  dated  August  17,  1971  relating  to  the  supporting  schedule  included  in  Part  II  of  the 
Registration  Statement. 

We  also  consent  to  the  references  to  our  firm  under  the  caption  "Consolidated  Statement  of 
Operations"  and  "Experts"  in  the  Prospectus. 


RICHARD  A.  EISNER  &  COMPANY 
Certified  Public  Accountants 

New  York,  New  York 
October  13,  1971 


CONSENT  OF  COUNSEL 

The  consent  of  Messrs.  Dow,  Lohnes  &  Albertson  will  be  contained  in  their  opinion  to  be  filed 
as  Exhibit  6  to  this  Registration  Statement. 
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REPORT  OF  INDEPENDENT  CERTIFIED  PUBLIC  ACCOUNTANTS  AS  TO  SCHEDULE 

Board  of  Directors 
Inter-Island  Mortgagee  Corp. 
Jamaica,  New  York 

The  examination  referred  to  in  our  report  dated  August  17,  1971,  included  the  related  supporting 
Schedule  II  for  the  three  years  ended  May  31,  1971,  which  is  included  in  Pan  II  of  the  Registration 
Statement.  In  our  opinion  such  schedule  presents  fairly  the  information  set  fonh  therein. 


RICHARD  A.  EISNER  &  COMPANY 
Certified  Public  Accountants 

New  York,  New  York 
August  17,  1971 
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SCHEDULE  II 
INTER-ISLAND  MORTGAGEE  CORP.  AND  SUBSIDIARIES 

AMOUNTS  DUE  FROM  DIRECTORS,  OFFICERS,  AND  PRINCIPAL 
HOLDERS  OF  EQUITY  SFCURITIFS  Ol  HER  THAN  AFFILIATES 

Column  A  Column  B  Column  C  Column  D  Column  E 

Balance  Balance 

Receivable  Receivable 

at  at 

Beginning  Deductions  Close  of 

Name  of  Debtor  of  Period  Additions  Collections  Period 

Current 

For  the  year  ended  May  3 1,  1969 
Not  required 

For  the  vear  ended  May  31,  1970 
Stanley  Sirote  None  $38,426  $  4,500  $33,926 

For  the  vear  ended  Mav  31,  1971 
Stanley  Sirote  '. S3>.926  28,574  51,000  11,500 

As  at  May  31,  1971,  the  Company  held  the  following  loans  receivable  from  companies  in  which 
Stanley  Sirote  was  a  principal  stockholder: 

State-Side  Investment  Corporation*  $35,000 

New  York  Puerto  Rico  Co..  Inc 10,000 

*Subsequently  acquired  by  the  Company  (see  Note  N-2  to  Financial  Statements). 

The  accompanying  notes  to  Financial  Statements  are  an  integral  part  hereof. 
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EXHIBIT  5 
Letter  From  Stanley  Sirote  to  Donald  Carroll  Dated  May  8,  1972 

Inter-Island  Mortgage  Corp., 

Flushing,  N.Y.,  May  8,  1972. 
Federal  Housing  Administration, 
Hempstead,  N.Y. 

(Attention:  Donald  C.  Carroll,  Director). 

Dear  Mr.  Carroll:  I  make  reference  to  the  personal  interview  you  afforded  me 
on  Friday,  May  5,  1972  at  which  time  I  personally  submitted  nine  files  to  you  for 
review  following  mv  appearance  before  the  Senate  Anti-Trust  Sub  Committee 
on  May  4,  1972. 

During  the  month  of  February,  1972,  Mr.  Donald  Lyons  and  Mr.  Garry 
Roemer,  Auditors  for  the  General  Accounting  Office  cond\icted  a  study  of  our 
portfolio  whereby  mortgages  originated  by  Inter-Island  and  ])urchased  by  assign- 
ment from  other  lenders  were  later  assigned  to  the  Government  National  Mortgage 
Association  imder  their  mortgage  backed  security  program.  Mossers  Lyons  and 
Roemer  stated  in  their  report  to  the  subcommittee  that  nine  loans  which  we 
originated  and  they  reviewed,  in  their  opinion,  could  constitute  we  were  not 
prudent  and  could  possil)ly  indicate  we  aided  and  abetted  others  involved  in  the 
origination  of  the  loans  l)y  deleting  pertinent  information  necessary  to  oljtain 
Federal  Housing  Administration  approval  by  falsifying  documentation  submitted. 

As  you  know  our  processing  procedures  are  above  reproach  and  you  have  in- 
stituted many  of  our  methods  through-out  our  industry.  In  addition,  I  have  made 
countless  suggestions  as  to  how  lending  institutions  could  and  should  be  policed 
to  avoid  a  repercussion  of  the  present  topic.  To  sul)stantiate  my  statements  I 
am  enclosing  a  listing  of  the  nine  loans  in  question  and  attaching  photo  copies  as 
evidence  with  an  accounting  of  each  loan.  I  believe,  upon  your  review,  you  will 
concur  in  writing  as  you  did  in  person,  our  corporation  should  he  absolved  of  anj^ 
misdoing. 

In  view  of  the  unfavoraljle  publicity  which  we  suffered  by  the  New  York 
Daily  News  article  and  the  Long  Island  Daily  Press  article  l)oth  dated  May  5, 
1972,  copies  enclosed,  coupled  with  our  suspension  of  the  trading  of  our  stock  l^y 
the  Securities  and  Exchange  Commission  on  May  5,  1972,  the  douiit  cast  on 
our  warehousing  banks,  financial  investorf  and  Stockholders  by  the  news  media 
your  letter  is  of  the  utmost  importance.  I  firmly  l)elieve  Senator  Philij)  A.  Hart 
and  Anthony  T.  Accetta,  Assistant  District  Attorney  for  the  Eastern  District 
should  l)e  made  aware  of  these  facts  inmicdiately. 

As  a  former  banker  j'ou  are  cognizant  of  how  an  audit  is  conducted,  that  being 
a  fact  finding  committee  enters  an  estabhshment  and  upon  compl(>tion  of  their 
findings  same  is  discussed  at  length  with  the  personnel  responsible  for  oi)erations. 
I  do  not  intend  in  any  way  to  discredit  the  capabihty  of  Me.s.sers  Lyons  and  Roemer, 
however,  not  being  famihar  with  the  mechanics  of  mortgage  i^anking  and  not  hav- 
ing discussed  their  findings  with  us  I  do  believe  they  drew  erroneous  conclusions 
involving  the  above  mentioned  nine  mortgage  loans.  By  doing  so  we  have  been 
placed  in  a  very  precarious  position. 

I  deeply  appreciate  your  cooperation  in  this  matter  so  that  Inter-Island  can  he 
justly  vindicated  in  the;  eyes  of  the  public. 
Sincerely, 

Stanley  Sirote,  Prrsident. 

Senator  Hart.  When  3^011  negotiated  the  purchase  of  mortgages 
from  United  to  complete  Inter-Ishmd's  GNMA  pool  642,  were  you 
aware  that  United  was  planning  to  sell  yon  below  average  quality 
mortgages? 

Mr.  Sirote.  On  advice  of  counsel,  I  respectfully  decline  to  respond 
to  the  (piestion  on  tlie  grounds  the  tinswer  may  tend  to  incriminate 
me. 

Senator  Hart.  Is  it  3H)nr  intention  today  to  invoke  your  fifth 
amendment  privilege  to  any  and  all  questions  relating  to  conduct  of 
your  mortgage  business? 

Mr.  Sirote.  Yes,  sir. 

Senator  Hart.  Thank  you  very  much. 
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Mr.  Treanor.  Thank  j'-ou,  sir. 

Senator  Hart.  I  would  like  to  offer,  for  the  record,  a  nicniorandum, 
prepared  at  the  request  of  the  committee,  by  tlie  Congressional 
Research  Service  of  the  Library  of  Congress,  entitletl  "Fannie  Mae's 
Secondary  Market  Operations  Through  hHA  Insured  and  VA 
Guaranteed  Home  Loans." 

1  think  it  is  a  useful  summary  of  the  basic  elements  involved. 

Mr.  Blum.  There  are  a  number  of  other  documents  which  I  would 
like  to  offer  for  the  record;  a  prospectus  for  Inter-Island  Mortgage 
Corp.;  materials  received  on  the  subpena  for  Mr.  Edwin  Katz.  That 
is  in  documeiUs  related  to  the  purchase  transactions  between  Inter- 
Island  Mortgagee  and  United  Institutional  Services;  sind  the  records 
of  Inter-Islaiul  Mortgagee  Corp.  with  respect  to  interim  financing. 

Senntor  Hart.  Without  objection,  they  will  be  received. 

(Exhibits  follow.  Testimony  resumes  on  p.  407.) 

EXHIBIT  6 

The  FNMA  Secondary  Market  Operation  for  FHA-Insured  and  VA-Guaranteed 
Home  Loans  by  Dr.  Henry  B.  Schechter,  the  Library  of  Congress,  Congres- 
sional Research  Service,  May  4,  1972 

GENERAL    PURPOSE    OF    FNMA 

The  general  purpose  of  the  Federal  National  Mortgage  Association  is  to  supple- 
ment the  supply  of  funds  for  mortgage  loans  when  and  where  regular  institutional 
lenders,  such  as  savings  and  loan  associations  and  banks,  have  an  inadequate 
supply  of  funds  to  meet  current  mortgage  demands.  The  times  wlien  FNMA  has 
to  support  the  national  mortgage  market  are  the  cyclical  periods  of  tight  credit 
when  less  savings  flow  into  deposit  institutions  and  interest  rates  are  high.  The 
places  which  need  FNMA  mortgage  financing  support,  even  in  easy  financing 
periods,  are  the  rapidly  growing  capital  shortage  areas,  such  as  Florida  and  Texas. 
It  will  sell  such  mortgages  to  investors  when,  and  in  places  where,  capital  funds 
become  plentiful. 

To  accomplish  these  purposes  FNMA  borrows  funds  through  the  issuance  of  its 
securities  in  the  private  securities  market.  It  then  uses  these  funds  to  jjurchase 
mortgages  from  mortgage  loan  originators.  In  the  process,  it  will  purchase  mort- 
gages which  some  mortgage  loan  originators  wish  to  sell  because  there  is  little,  if 
anj-  private  market  for  such  mortgages,  such  as  mortgages  secured  by  properties 
in  older  inner-city  neighborhoods.  FNMA  is  protected  against  loss  on  such 
mortgages  as  long  as  they  are  FHA-insured  or  VA-guaranteed.  Although  FNMA 
was  authorized  in  1970  to  deal  in  conventional  mortgages  and  has  recently  begun 
to  purchase,  conventional  mortgages,  all  but  a  minute  fraction  of  its  holdings  and 
most  of  its  current  purchases  consist  of  FHA-insured  and  VA-guaranteed  mortgage 
loans. 

In  practise,  FNMA  has  been  primarily  a  buyer  of  mortgages.  It  has  been  a 
number  of  years  since  it  had  annual  sales  in  excess  of  purchases.  The  FNMA 
portfolio  prescmtly  consist  of  about  $19  billion  in  loans — about  $18.5  billion  in 
mortgage  loans  and  about  $0.5  billion  in  construction  loans. 

BACKGROUND  AND  PUBLIC  REGULATION 

FNMA  ]iresently  is  a  private  corporation,  converted  from  a  mixed  j^rivate- 
public  corporation  under  Title  VIII  of  the  Housing  and  Urban  Development  Act 
of  1968.  It  enjoys  a  priviledgc,  however,  of  being  authorized  to  borrow  up  to 
$2.25  billion  from  the  Treasury,  if  necessary  to  redeem  some  of  its  securities.  That 
fact,  ])lus  the  fact  that  its  asset  holdings  arc  practically  all  mortgages  that  are 
guaranteed  or  insured  by  Federal  agencies,  enables  FNMA  to  borrow  funds  fairly 
readily  in  the  i)rivate  market  at  interest  rates  prevailing  for  tojj  grade  securities. 

The  19f)8  statute  also  provided  for  certain  regulatory  powers  over  FNMA  by 
the  Secretary  of  HUD.  He  has  general  jiowers  to  issue  rules  and  regulations  to 
carry  out  the  jjurposes  of  the  act.  Specifically,  his  authority  is  required  for  FNMA 
issuances  of  different  types  of  securities,  and  for  indebtedness  of  above  certain 
debt-to-capital  ratios.  The  Secretary  can  also  limit  FNMA  dividends.  A  very 
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practical  power  is  the  Secretary's  right  to  require  FNMA  to  use  a  reasonable 
proportion  of  its  resources  in  mortgage  purchases  related  to  national  housing 
goals  for  low-  and  moderate-income  housing.  About  30  percent  of  FNMA's  current 
jjortfolio  consists  of  FHA-insured  mortgages  on  subsidized  housing,  such  as 
Section  235  home  mortgages,  Section  236  project  mortgages,  and  others. 

MECHANICS  OP  THE  FNMA  SECONDARY  MARKET  OPERATION 

Every  two  weeks  FNMA  holds  an  auction  at  which  it  sells  commitments  to 
purchase  FHA-insured  or  VA-guaranteed  mortgage  loans  that  will  be  delivered 
to  it  within  4  months.  The  mortgage  lenders  who  wish  to  obtain  such  commitments 
bid  by  offering  to  deliver  a  given  amount  of  ehgible  mortgages  (e.g.  $100,000)  at 
a  stipulated  discount  price  (e.g.  $96,000).  When  a  mortgage  is  acquired  at  a  dis- 
count the  yield  is  increased,  e.g.  a  discount  of  4  percentage  points  (price  of  96) 
on  a  7  percent  mortgage,  raises  the  yield  to  the  mortgage  holder  to  about  7J^ 
percent.  The  discount  (e.g.  $4,000)  is  the  price  that  is  offered  by  the  mortgage 
lender  seeking  a  FNMA  commitment.  The  lender  who  obtains  such  a  commitment 
knows  that  he  can  make  a  contemplated  mortgage  loan  and  retrieve  his  capital 
for  new  investment  within  a  matter  of  days  by  delivering  the  mortgage  to  FNMA. 
In  return  for  the  commitment  the  mortgage  lender  pays  FNMA  a  commitment 
fee  of  H  of  1  percent  of  the  amount  of  mortgages  he  wishes  to  sell.  The  lender  is 
not  required  to  deliver  the  mortgages  to  FNMA,  however,  if  the  market  should 
improve  and  he  can  sell  the  mortgages  at  an  advantageous  price  to  a  private 
investor,  such  as  a  life  insurance  company  or  savings  bank.  If  he  does  deliver  the 
mortgages  to  FNMA,  he  must  also  subscribe  to  FNMA  stock  in  amount  equal 
to  A  of  1  percent  of  the  amount  of  mortgages  being  sold.  (The  latter  requirement 
could  be  raised  up  to  a  statutory  ceiling  of  2  percent). 

In  its  biweekly  auctions,  FN  AM  accepts  as  much  of  the  bid  offerings  as  it 
wishes  up  to  a  given  amount.  As  shown  on  the  appended  table,  during  the  April  17, 
1972  auction,  for  example,  it  accepted  only  $176  million  out  of  $347  million  in  • 
offers  received,  and  the  highest  price  (lowest  discount)  accepted  would  produce 
a  yield  of  about  7.6  percent,  which  was  also  about  the  average  yield  for  mortgage 
sale  offers  accepted.  By  drawing  the  line  on  mortgages  accepted  at  each  auction 
at  a  certain  price  and  yield  level  'FNMA  can  maintain  a  fairly  stable  average  yield 
over  many  months  as  shown  in  the  average  gross  yield  column  of  the  appended 
table.  Since  FNMA  is  the  largest  mortgage  buyer  and  its  auction  results  are 
widely  published  in  the  press  its  prices  have  a  significant  price  leadership  effect 
in  the  entire  private  secondary  market  for  mortgages. 

About  85  percent  of  the  loans  sold  to  FNMA  are  sold  by  mortgage  companies. 
These  companies,  which  do  not  have  much  capital,  obtain  most  of  their  income 
from  mortgage  servicing  fees.  On  an  FHA-insured  home  loan,  they  can  charge  the 
homebuyer  a  1  percent  financing  charge,  and  they  will  pass  on  to  the  home  seller 
(builder,  speculator  or  occupanti)  any  discounts  which  might  have  to  be  absorbed 
when  the  mortgage  is  sold  to  FNMA  or  to  another  investor.  On  a  poor  quality 
mortgage,  such  as  one  on  an  inner-city  home  being  sold  by  a  speculator,  the  mort- 
gage originator  might  be  able  to  charge  the  home  seller  with  a  greater  discount 
than  it  has  to  pay  FNMA.  Those  mortgage  companies  that  perform  "servicing" 
(i.e.  collection  of  monthly  payments,  keeping  records,  etc.  for  FNMA)  receive  an 
annual  fee  of  ^  of  1  percent  of  the  outstanding  amount  of  loans  being  serviced. 
FNMA  has  encumbered  a  current  outstanding  debt  of  some  $18  billion  in  order 
to  acquire  the  $19  billion  in  loan  assets  that  it  holds.  FNMA  borrows  through  the 
issuance  short-term  commercial  paper  of  less  than  1  year  maturity,  and  also 
through  the  issuance  of  debentures  ranging  mostly  from  1  year  to  10  years  in 
maturity,  some  longer.  It  has  to  pay  prevailing  interest  rates  when  it  borrows, 
and  presently  has  outstanding  obligations  with  interest  rates  ranging  from  45^  to 
85^  percent,  but  generally  in  a  53^  to  7  percent  range. 

In  order  to  cover  expenses  and  earn  a  profit  FNMA  has  to  have  a  spread  in 
average  yield  from  its  mortgage  portfolio  over  its  average  cost  on  borrowed 
funds.  When  interest  rates  rise  quickly  and  stay  high  for  a  protracted  period, 
while  FNMA  is  stuck  with  a  portfolio  containing  lower-interest  rate  mortgages, 
it  may  find  itself  temporarily  in  a  losing  operating  position.  Under  such  circum- 
stances it  will,  of  course,  tend  to  buy  at  higher  discounts,  refusing  low  discount 
mortgage  offers.  When  interest  rates  fall,  the  FNMA  spread  is  apt  to  increase  and 
it  can  also  sell  off  some  of  its  holdings  at  a  capital  gain. 

As  a  large  borrower  of  several  billion  dollars  a  year  FNMA  can  also  have  a 
significant  impact  on  the  capital  market  structure  of  interest  rates,  not  only  upon 
mortgage  interest  rates.  When  it  steps  up  its  borrowing  volume,  the  effects  of 
increased  demand  are  felt  in  general  upward  pressure  on  interest  rates. 
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We  adjourn,  to  resume  in  this  room  at  10:30  a.m.  tomorrow,  in 
room  2228  of  this  building. 

(Whereupon,  at  1:55  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  10:30  a.m.,  Friday,  May  5,  1972.) 

Material  relating  to  the  testimony  of 
Kiva  Berwald 

Materials  Furnished  by  Kiva  Berwald  in  Response  to  Subcommittee  Subpena 

Dated  March  15,  1972 

HOLLENBERG,   WiDDER,   FiSHMAN,  SCHAUM  &  LeVIN, 

Attorneys  at  Law, 
Mineola,  N.Y.,  March  28,  1972. 
Hon.  Jack  Blum, 

Senate  Subcommittee  on  the  Judiciary, 
Washington,  D.C. 

Dear  Mr.  Blum:  With  reference  to  the  Subpoena  dated  March  15,  1972  served 
upon  Mr.  Kiva  Berwald,  I  am  enclosing  a  schedule  in  conjunction  with  items 
number  2  and  3. 

By  way  of  explanation,  a  legend  appears  above  each  street  address  to  designate 
the  particular  corporation  involved.  The  initial  "A"  stands  for  Argo  Realty  Corp.; 
"T"  stands  for  Terra- Mar  Enterprises,  Ltd.;  "G"  stands  for  Gainmore  Realty 
Corp.;  "R"  stands  for  Ridgewood  Holding  Corp.;  "M"  stands  for  Morval  Realty 
Corp. 

In  the  haste  of  preparation,  it  could  be  that  certain  addresses  listed  with  a  "G" 
also  refer  to  Gainmore  Realty  Roslyn  Corp. 

There  was  very  little  time  to  prepare  this  schedule  and  I  notice  that  the  name  of 
the  vendor  as  requested  in  number  3  and  the  name  of  the  purchaser  have  not  been 
included.  If  you  feel  that  these  are  necessary  we  will  supply  you  with  this  informa- 
tion. In  addition,  there  is  no  notation  of  payment  for  personal  services  as  in  almost 
100%  of  the  cases  purchase  and  sale  were  simultaneous. 

Again,  if  you  wish  these,  you  will  be  supplied.  I  have  taken  to  mean  that  date 
of  acquisition  means  date  on  which  title  passed  and  not  contract  date. 

Mr.  Berwald  will  be  able  to  furnish  to  you  within  seven  to  ten  days  answers  to 
numbers  1,  4,  5,  and  G.  Again,  if  the  enclosed  schedule  is  not  satisfactory,  please 
contact  me  so  that  we  can  correct  it  to  your  satisfaction. 
Very  truly  yours, 

Martin  Schaum. 


HoLLENBERG,    WiDDER,    FiSHMAN,    SCHAUM   &    LeVIN, 

Attorneys  at  Law, 
Mineola,  N.Y.,  April  I4,  1972. 
Hon.  Jack  Blum, 

Senate  Subcommittee  on  the  Judiciary, 
Washington,  D.C. 

Dear  Mr.  Blum:  With  reference  to  the  Subpoena  dated  March  1.5,  1972  served 
upon  Mr.  Kiva  Berwald,  I  am  enclosing  further  schedules  and  records  as  supplied 
to  me  by  Mr.  Berwald.  There  are  still  some,  very  few,  blank  spaces  and  Mr. 
Berwald  will  Cf)ntinue  to  try  to  turn  up  this  information.  I  think  you  will  agree 
that  in  total  the  records  are  quite  complete.  If  you  wish,  he  would  be  more  than 
willing  to  come  to  Washington  to  review  them  with  you  after  you  have  had  an 
opportunity  to  go  over  them,  or,  if  you  wish,  as  you  go  over  them.  If  this  is  de- 
sired, would  you  please  call  me  as  it  is  likely  that  Mr.  Berwald  would  wish  me  to 
be  present. 

Very  truly  yours, 

Martin  Schaum. 
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HOLLENBERG,     WiDDER,     FiSHMAN,     ScHAUM    &    LeVIN, 

Attorneys  at  Law, 
Mineola,  N.Y.,  April  21,  1972. 
Hon.  Jack  Blum, 

Senate  Subcommittee  on  the  Judiciary, 
Washington,  D.C. 

Dear  Mr.  Blum:  I  am  forwarding  herewith  additional  records  prepared  bj' 
Mr.  Berwald  as  mentioned  in  may  last  correspondence. 
Very  truly  yours, 

Martin  Schaum. 

Stock  Ownership — Kiva  Berwald 

Purchased  40  shares  "Capital  Ventures"  stock  on  December  20,  1966  at  a  cost 
of  $4,000.  Purchased  an  additional  25  shares  on  January  15,  1969,  at  a  cost  of 
$10,000  paj'able  in  installments  over  a  five  year  period. 

As  a  result  of  the  sale  of  this  stock,  I  have  received  2149  unregistered  shares  of 
ARCS  Industries  stock  and  the  following  amounts  of  interest  and  principal: 

Date  Principal  Interest 

May  22, 1969... $10,270.78 

January  2, 1970 9,004.69  $463.37 

January  29, 1971 _ 8,148.08  1,030.39 

March  12,1971 27,404.80  3,034.70 

May  10, 1971... 63.58 

The  following  is  a  schedule  of  the  interest  held  by  Kiva  Berwald  in  real  estate 
corporations  during  the  period  January  1,  1967- January  1,  1972: 

Ridgewood  Holding  Corp.,  245  Ridgewood  Ave.,  Brooklvn,  N.  Y.  Aron  Steinberg 
Yz;  Sheldon  Jacowitz  Yz;  Kiva  Berwald  Yz-  In  1970,  Phihp  Berwald  received  20%— 
Balance  Yz  each  of  remainder. 

Gainmore  Realty  Corp.,  39  Carriage  La.,  Roslyn  Heights,  N.Y.,  Kiva  Berwald 
100%. 

Gainmore  Realty  Roslyn  Corp.,  39  Carriage  La.,  Roslyn  Heights,  N.Y.  Kiva 
Berwald  25%;  Sheldon  Jacowitz  25%;  Bernard  Blatt  50%.* 

Morval  Realty  Corp.,  643  Rogers  Ave.,  Brooklyn,  N.Y.  Benjamin  Greenberg 
50%;  Kiva  Berwald  50%. 

Terra  Mar  Enterprises,  Ltd.,  1713  Nostrand  Ave.,  Brooklyn,  N.Y.  Kiva  Ber- 
wald 100%. 

Argo  Realty  Corp.,  1713  Nostrand  Ave.,  Brooklyn,  N.Y.  Sheldon  Jacowitz  50%; 
Kiva  Berwald  25%,;  Phihp  Berwald  25%. 

Ridgewood  Holding  Corp.  has  been  dissolved.  Gainmore  Realty  Corp., 
Gainmore  Realty-Rosyln  Corp.,  and  Morval  Realty  Corp.  have  been  inactive 
for  approximately  one  and  a  half  years. 

The  following  is  a  list  of  the  combined  salary  and  bonus  received  from  my 
employer  United  Institutional  Servicing  Corporation  for  the  period  1967-1971: 

1967 $13,  480,  00 

1968 14,200.  00 

1969 13,  333.  32 

1970 13,999.  92 

1971 15,  300.  00 

No  other  moneys  were  received  except  through  j^rofits  derived  from  the  rea 
estate  corporations  in  which  I  have  stock. 

We  are  preparing  a  schedule  of  jjayments  made  to  employees  of  the  listed 
mortgage  companies.  This  list  will  be  completed  and  mailed  on  April  17,  1972. 

Schedules  of  contracting  expenses:  Terra  Mar  Enterprises,  Ltd.;  Ridgewood 
Holding  Corp.;  Argo  Realty  Corp.;  Gainmore  Realty  Corp.;  Morval  Realty 
Corp.;  Gainmore  Realty  Roslyn  Corp. 

These  schedules  do  not  include  expensas  incurred  by  partners  with  whom  the 
above  corporations  made  joint  purchases. 

*Later  changed  to  25%  and  26%  to  Herbert  KasofT. 
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TERRA  MAR  ENTERPRISES,  LTD.-Continued 


Dale         Address                                                            Contractor  Amount 

1970 

Feb.  25    78  Williams I.  Ehrlick 100  00 

Apr.  10    272  Vermont .A.Rabin 38.16 

14    611  Wilson  Ave.. A.Armstrong. _._ 300.00 

May     5 do do 114.00 

20 do P.Johansson 30.00 

20 do T.  Miszkiewie 255.00 

June    9 do Marcy  Supply 106.53 

17  2621  Avenue  D _ W.Rubin.. 300.00 

23    611  Wilson  Ave A.Rabin 37.10 

July     3 do Marcy  Supply  Co 68.90 

3  2621  Avenue  D... Geo.  Brown 36.04 

9    611  Wilson  Ave T  &  F  Contracting 350.00 

16    193  Palmetto  St do.  150  00 

16    272  Vermont  St... do 680.00 

22  3621  Avenue  D Glazer  Bros 133.56 

22 do Carmine  Pascano 275.00 

22 do I.Grossman .  6.00 

23  193  Palmetto  St. A.Rabin 53.00 

Aug.  13    311A  Quincy St.  Johns  Plumbing 863.90 

13    342East29St Cornell  Utilities 32.83 

18  2621  Avenue  D G.Goldstein 19.08 

20  344  Montauk G.Walker.. 100.00 

21  193  Palmetto  Sf O.Davis 35.00 

21  344Montauk T  &  F  Contracting.... 225.00 

26 do G.Walker 275.00 

28 do M.  McPherson 60.00 

28 do T  &  FContracting.. 200.00 

Sept.   1  do do 650.00 

13    311A  Quincy Marcy  Supply 47.70 

13 do Alex  Rabin 58.30 

3 do St.  Johns  Plumbing 689.00 

4  2621  Avenue  D W.Rubin 120.00 

4    553DeanSt do 40.00 

4    193  Palmetto East  N.Y.  Roofing 75.00 

11    253  Amboy A.Armstrong 800.00 

22  64Teneyck F.  Mineo 575.00 

22 do T.  Miskiewicz 575.00 

22  155East35St Marcy  Supply  Co 62.54 

24  253AmboySt A.Armstrong 400.00 

25  193  Palmetto De  La  Cruz 75.00 

Oct.     2    253AmboySf ..P.Osgood 250.00 

9 do F.  Mineo 245.00 

14 do.. P.Osgood 131.50 

15 do A.Armstrong 520.00 

16    155  East  35th  St B.  Gelfand 11.13 

19  64Teneyck J.Williams 375.00 

26  155  East  35th  St F.  Mineo 125.00 

Nov.    3    1146  Eastl3thSt do 500.00 

6 do Glazer  Bros 80.00 

6 do F.  Alfano 50.00 

10 do W.Rubin 650.00 

11  155  East  35th  St.- B.Gelfand... 6.55 

12  414  Miller.. T  &  F  Contracting 365.00 

12    1146  East  13th  St F.  Mineo 210.00 

17 do G.Walker... 120.00 

23  1072HalseySt A  &  F  Plumbing 125.00 

24 do L.Dugo 260.00 

28    2866  &  68th  Brighton  St G.  Cascio 350.00 

28    1146  East  13th  St A.Rabin 212.00 

28    1146  East  13th  St E.  McCleod... 125.00 

28 do Glazer,  Bros 120.84 

28 do Nostrand  Floor  Covering 50.88 

Dec.     2    155  East  35th  St G.  Cascio.... 20.00 

2    1072  HalseySt... A  &  F  Plumbing... 25.00 

2  392Chauncey East  N.Y.  Roofing 220.00 

5 do T.  Miskiewicz. 300.00 

3  155  East  35th  St J.  Alfano... 60.00 

7 do H.  Antoine 640.00 

7    1072HalseySt Allen  Frazier 25.00 

10    437  Montauk  Ave F.  Mineo 650.00 

10    75A  Mauver.... _ T.  Miskiewicz. 600.00 

18    155  East  35th  St .do 100.00 

18    75  &  77A  MauverSt do 525.00 

18           do do 400.00 

18  ....  do F.  Mineo 400.00 

31    365WarrenSt.. T  &  F  Contracting 1,000.00 


83-703   O  -  73  -  Pt.   2A 
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TERRA  MAR  ENTERPRISES,  LTD.-Continued 


Date         Address  Contractor 


30 do. 


F.  Mineo 


Amount 


1971                                                                            F  Minp.                                            30.00 

Jan.     7  75A  Mauver._ -- '^-     j"    65.00 

7  155  East  35th  St r--fli?,„7 " 25.00 

9  1146  East  13th  St - I  JLkiew'icz" '"" ""'"'::'-:"-  390.00 

9  75AMauver_.. - r   wL^u»r       " 55.00 

15  819  East  48th  St -  9TI'  p[-Vi-V " " 800.00 

20  1072  Halsey  St_ - f'^L^"'"'""^ 35.00 

25  819  East48thSt L.  D"gO---- - - ---;;  500.OO 


1970                                                                                ,    r,„„.  240.00 

Fed.     1     1042  Halsey  St... - Siiin^SiifnYr" "  127.42 

4    155  East  35th  St - - o  Toit^fr             " '""  10-00 

16    819  East  48th  St o^hor   Kli.Vr " "  l'»-33 

22    155  East  35th  St - -  Robert  Kaiser -- j3q  00 

22    155  East  35th  St - F.  Mineo - jqq  00 

Mar.    1    819  East  48th  St.... --^o "■"  55.00 

I  1042  Halsey - --T^h^-c  HoVnini '"" 78.00 

8    155  East  35th  St. --  ifVul?"'"^"- ■"'""  98.72 

8  155  East  35th  St.... - S  Rml " 98-97 

19    75&77Mauver.... --  ^"^'^"0°  "/.r;;- 50.88 

9  ._-.do - -  i°''"^utr      "■"  235.00 

11  155  East  35th  St ,  "n  "  '  " "'"  150.00 

12  819  East  48th  St... ._ - --  \°"l°---- " ' 100.00 

16     1146  East  13th  St r  w.lJor "'""  75.00 

22    155  East  35th  St. --- ----  ^;,'!rF/t;rm[nVtn'rr" ""  21.20 

22.._..do -  S'''l^/^ir           " "'"  1.00000 

24    343  EssexSt r  Sor           50.00 

24    407  Rutland -  ^;  "^"^c     -i"'*^; 62.54 

26     155  East  35th  St ^'^'Vl?"^  ^      l^iOO 

26    407  Rutland  Rd -- S/'  pfhin "  75.00 

26    1146  East  13th  St - rJ'lin "'"" 185.5  0 

26    155  East  35th  St... - c"  M^„i" '"' 130.00 

Apr.     1  do - '^•T„®° 100.00 

1  819  East48thSt ---- --°° - "  55.OO 

lK;ia-si-;;:::::::::::::;:::::::iJj^«i^::::::":::""^  51?? 

8  .._..do - A   R  r  FiPl    "' 100.91 

8  1146  East  13th  St.. —  -  ^-B.  a  Fuel - ^g  gy 

9  75and77Mauver --  ?"?%°  ,°V-.- " 50.88 

9  77Mauver -    ohn  Bauerlein - 5  qq 

II  819  East  48th  St -  W.  Rubin -  ^^q.OO 

2  do                                        L.  lJugo.._ - 100  00 

16  "1146  Eas"t  VsthSt. Job"  A"a"0 75' 00 

22    155  East  35th  St.... - ^Ir  ^  r^l— "■  V^; "" 21  20 

22...._do -  ^"'lE^tT'"^*"^^- — 1,000.00 

24    343  EssexSt --- ^^  ^i  ®    ' 

24    407  Rutland  Rd - -  ?•  Walker..  

26    155  East  35th  St Marcy  Supply.... -- 

26    407  Rutland  Rd Latnam  Lumber - --  ^^- ^^ 

29     1146  East  13th  St ^,?"i""---- " "'  185' 50 

29    155  East  35th  St ^  ..■  '" " 500  00 

1  407  Rutland  Rd «•  K","!?""--- " 85' 00 

16  .....do 5-^?"^^'' 500:00 

16 do F-  ^'"60--- - 670.00 

19    343EssexSt.. 1^  Ili"l  ®  °'' " 60  00 

21    407  Rutland  Rd..._ ?,;o^-^' "'  800  00 

21            do                                                      W.Rubin 9c  nn 

?7 rto " Star  Exterminators --- ,^°-^'i 

29 do :::::::—  Marcy  suppw.. - - ^^^.42 

29    1214  Jefferson --  Circle  Oil  Co... g^o' qq 

May     5    2058  Pacific  St F.  Mineo - 26  50 

7    10  Brighton  10  Terr i.^n"!^""^" " 500.00 

24    662  Osborne  St -  S^-.'^"'''"--.--;-; " 100.00 

24  do                                       Robert  Covington '"^-go 

19  "iO  Brighton  io  Terr - --  M.  McPherson..... 250100 

25  1239  Gates... -  ^  [/."'^^ - 1,000.00 

25 do F-  Nlipeo. - '260.00 

June    1    1214  Jefferson rv     ■ " ' "  195,00 

2  1239  Gates  Ave - p- ,„  n'^^ ' 20.00 

7    1146  East  13th  St - -  G-^^lker..   - ^0.00 

10  10  Brighton  10  Terr --  Johns  Carpet --- ^gO  qo 

15 do L'^'"^°iV;--n " 1,000.00 

15          do                                                      ..  Chas.  Goldstein -  «  nn 

21  :::::d2::::::::::::::::::::::::::: M.McPherson.. 35  °o 

23    1239GatesAve ---  A-ff^zier - - j25.00 

25    662  Osborne S;  ^P^J^Sto" - 35.00 

29    1214  Jefferson W.Rubin 400.00 

29    10  Brighton  10  Terr ;,•  - ^°r  v "     ■  V*".;; 26.75 

29    1239  Gates  Ave Allied  Exterminators —  ^^^^ 

29    1146  East  13th  St Thatforrt  Glass.. - jgO  jq 

29    10  Brighton  10  Terr Eisen  Floor  Covering.     ^g^  OQ 

29    662  Osborne  St Peerless  Waterproofers 


50.00 

62.54 

8.25 
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Address 


Contractor 


Oct. 


Nov. 


1970 

July   12 

22 

Aug.    2 

4 

9 

19 

19 

19 

19 

1971 

19 

24 

Sept.  9 

10 

13 

15 

17 

17 

1 

13 
17 
20 
22 
27 
3 
3 
4 
4 
4 
4 


Dec, 


do . 

do 

274  East  32d  St... 
365  Warren  St... 
2866  Brighton  3- 
10  Brighton  10  Terr. 

2866  Brighton  3 

10  Brighton  10  Terr. 
274  East  32d  St  .     . 


F.  Mineo 

W.Rubin. 

F.  Mineo 

..-.do 

Chas.  Goldstein. 
RHS  Electric... 

do 

F.  Mineo 

A.  Rabin 


274  East  32d  St 

10  Brighton  10  Terr. 

119  Veronica 

819  East  48th  St 

274  East32dSt.. 
10  Brighton  10  Terr. 
1087  Linden  Blvd... 

1273  Jefferson 

343  Essex  St 

274  East  32d  St 

1273  Jefferson 

1239  Gates 

do 

24  Woodbine  St 

10  Brighton  10  Terr. 

do 

101  Stuyvesant  Ave. 

119  Veronica . 

1214  Jefferson 

24  BingSt 

do. 

do 

101  Stuyvesant  Ave. 

1214  Jefferson 

119  Veronica 

101  Stuyvesant  Ave. 

24  Woodbine 

do 

367  Warren  St 

24  Woodbine  St 

do 

101  Stuyvesant  Ave. 

do 

...do.- 

24  Woodbine  St 

274  East  32d  St 

119  Veronica  PI 

101  Stuyvesant  Ave. 

24  Woodbine  St 

101  Stuyvesant  Ave., 

24  Woodbine  St 

....do.__ 

....do 


Maroy  Supply _ 

Winston  Anderson 

F.  Mineo 

W.  Bubin.... 

FIgliolia  Contracting 

RHS  Electric. _ 

F.  Mineo 

do 

do 

W.  Rubin 

F.  Mineo 

Allied  Exterminators 

A.  Frazier 

.  W.Rubin 

C.Goldstein... 

J.  Zinick 

M.  McPherson 

do.. 

F.  Mineo 

RHS  Electric 

Household  Refrigeration. 

M.  McPherson 

Allied  Exterminators.  . 
W.Rubin.. 

do 

do 

M.  McPherson 

T.  Phinn 

Richardson  Electric 

Nostrand  Glass 

M.  McPherson 

Evans  Exterminator 

W.Jung 

P.  Osgood 

F.  Mineo 

Figliolia  Contracting 

Frank  DeSalvo 

M.  McPherson 

W.  Rubin 

M.  McPherson 

F.  Mineo 

M.  McPherson 

RHS  Electric 


1972 

Jan.     7  493  Maple  St. 

25 do. 

Feb.    8  543  Pine  St... 


A&S  Fuel 

Jay  Ess  Plumbing  Supply. 
S.  Williams 


Amount 


404.00 

40.00 

135.00 

630.00 

2,  000. 00 

321. 00 

749. 00 

50.00 

428.00 

167.99 

60.00 
500.00 

70.00 
265. 00 
255.00 

65.00 
205. 00 
250.00 
115.00 
280. 00 

64.20 
775.00 
950.00 
238. 00 

67.00 

90.00 
115.00 
1,260.00 
465. 00 
105. 93 
175.  00 

26.75 
350. 00 
400.00 
700.00 

50.00 
107.00 
200.00 
165.32 
110. 00 

26.50 
150.00 
159. 00 
185.00 
400. 00 

35.00 

60.00 
300.00 
175. 00 

60.00 
190. 00 

15.00 


48.67 

32.11 

225.00 


RIDGEWOOD  HOLDING  CORP. 


Date 


Address 


Contractor 


Amount 


1968 
Dec.  12    310SumpterSt. 

Do....  98  Himrod 

Dec.  19    510  Vermont.... 

do 

do 


Dec.  16 
Jan.  27 
Jan.   28  

Do....  98  Himrod  St... 
Jan.   31    189  Veronica  PI. 

Feb.  24 

Mar.  10    65  Spam  St 

Mar.  14 do- 

Mar.  17 do.... 

Do do 


C.  De  Vita 

R.  Berkenfed 

V.  Hernandez 

A.Ward.... 

V.  Hernandez 

Lehman  Lock  Co. 

A.  Rabin 

J.  &  T.  Painting.. 
Marcy  Supply  Co. 

A.  Armstrong 

do.... 

do 

Ace  Fuel  Co 


$225.00 
80.00 

200.00 
15.00 
90.00 
15.00 
73.50 
45.96 
47.45 
60.00 
75.00 

209.00 
34.71 
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Dale         Address 


Contractor 


19^?,  .„  Richardson  Electric. 


Jan 


do.°.  54Jw^y;:i;;ks{::::::::::::::::::::::::::-  Nostrand  ciass 


Amoun  t 


Z"r  SSS?r::::::;:::::::::;::::::::: rSr ^--■■-;-;::;::::;:;;;i;       || 

Apr.  15    816  Hegeman  Ave .A.Armstrong 250.00 

Do-...  310  Bumpier  St °° -- -":::; 100.00 


Sr:ir564uUood-sc::::::::::::::::::::::::::'v-Moore:::^  g-Z 

Miy-2r-3iosumptersL:::::::::::::::::::::::-:--"A^Ar^^^^^^       - --------;-  g^Ho 

srKr  ;;;:;;;:;;;;;;;;;;;::;;;;=!«&  s 

\Ze  24  -816-Hegeman-Ave::::::::::::::::::::::::::  ^arc^fS^" :::::::::::::  \ih 

June  27    917  Elton  St - A.Armstrong 150  00 

Do.. do r-K°°: :::::: 175.00 

July     7    211  Montauk  Ave t.  uane 

30.00 


.11  ,4n  ..  Kicnaroson  tiBLiiii. 70  nO 

a.  9 -278 A^fofdst:::::::::::::::::::::::: wiarc^uppiy. --------;        J?:?§ 

si  i  iSfEEE-EEEf lip;;;:;;;:;;;::;::;;;;;;;;;  .|i 


280. 00 


Nov.  20    278  no... v..  u^ F  Minpo 

Dec.  16    358Hendrix Jake's  Rubbish  Removal. 

Dec.  ib 00 - 

1970                                                                            c  .«•  ».  1,040.00 

]-  « -8i3-fc7 - :::::::  ^^l^piumbing::::::::::::::::::::::::-  {^H 

:  \)  SKfsL:::::::::::::::::::-- Base^j-^"'^^- ---:::::::::::  :  o 

Feb.  10    358HendrixSl wJhtJr  Rr"^""' 715.00 

Do       2411Albermarle... Wechter  Bros — --  250.00 

Feb.  iV  536  Glenmore  Ave..- - t- Mrnp'o ' :■.■.■..---'--  H-SS 

Feb    18    390LorimerSt "^^     Hn    -  300.00 

Z  i  JJ^ir::;::::::::::::::::::::::::::  S^/^SS^-'-'— :::::  m 

June    1    813Barbey East  N.Y.  Roofmg I45  Oo 

June    2           do - flvi-  »'„ " --'-  375.00 

E  ,5  "iKr;;::-.::::::-.::-.;::::::::::-.:::  S"""'"*'"----"--'---"^  ••~™ 

n."  !1;KI,"';;;:::::::::::::::::::- .;:--  :  £  S:::::-.::::::::::::::::"-- a§§ 

Aug.  26    3098  Fulton  St. \"  H"1°:,;;V, -  28.00 

Sep.  13    555LinwoodSt -—     •  ^'^"i'^^'" " V  ..  104-52 

s|t.8  3098R.itonst "'^S::::^\\:^V-"- ----------------  ^H 

^M^369-fcdsc::::::::::::::::::::::::---Ma^cysu|^^^ -----;  ZM 

Oct.   30    214SummerAve "  li  MA,Xt 125-00 

Nov.  23    3098  Fulton  St - ,"-n^.r„^'" ■ -  -  120-00 

Dec.  21    544WarwickSt ^'     Hn ' 1^°-°° 

R«-  II t -:::-:--:::::::::-G:wfc:::::: 


160. 00 


1971  o  u,..„»c  315.00 


241  schenck  Ave K"  !i^!["S',;f;v; ":::::::::::::        72.61 
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T*      '>* 

^/Sr^ 

^^/^/  ^-aV 

\ik^ 

/^dl^^ss          ^ 

^  ^o.-tj<r^M^ 

^ovi^fj-— 

^/w/-7o 

S'o^e^sS/-   '. 

G  ^/Kc„, 

3yj:^ 

'il>lho 

S9v  ^-/^^/./c^^  • 

^'■'  ^oK,4 

'i«.— 

li-^iht 

3^->w  ^^khr/^c^^. 

C  u'a/k^ 

^bc^h<^ 

^cPi^^S-^, 

C   <^^S'^  /o 

vy^.  — 

1/^h. 

3^v  '^th^i^og^ 

G  V/fA*:*' 

9e.- 

idhj^o 

s^q^^r^..  1 

'  *       «.  > 

'^r  — 

\o  Tohc 

i 

1.                 .  V 

/60.— 

"?^hc 

3p}i,  ^hhhj^cSy 

K    Hi^^c 

y9&<3. — 

J'M-Jc 

-^3^^/^  .  ^ 

^i)/9t^  'r'^^/)<^<fffi 

ybe  - 

'^Ki'/o 

4H    Hj-vei-S  - 

/^J/^Y  >-^'~*Shtrf/^ 

5VVC 

'i^Ho 

L/Sv  cJ^od/k^'Sf- 

L.  1)jCq 

3fl.— 

'^^^^ho 

-3^v  ^^4Mv//c^^ . 

^-    ^/^/e^C^/^/^. 

3o   — 

»^\»Col7c 

c/c^  /-MW-5/-  'V 

L.7).'^« 

/5d  — 

,v/y/-7e 

-3)9^  "^iM^tfc^Sf. 

^/w^  ^ffl^^^-ft>^ 

^/fo 

l-^Y/70 

^-^-mfoi^l 

A/c-/v^^  F^/" 

'^^Yfl 

\4^/-/6 

ii^nJk^^. 

^/2>uSr/fc/()^<??^/rf?<?.     '^ViV 

ivlioho 

•3^  «H-fr^Afcr|S- 

1^'  M.^^e 

^U" 

M.0/-70 

/ .     . 

,    G.  u'/^fcf^^ 

1%.^ 

\^4>^/76 

r 

»^ 

^^^ 

i^zh^ 

'  *■               '  "     ;    ' 

^^^Ml  ^>^ 

^3j^ 

y^^hb 

(<-                  «.         >• 

T^ic  r^DcX^ 

>ic.- 

^rAv^hjo 

1  > 

r 

^0.   — 

\-1w(lc 

_      GuJ^^lciT^ 

/OD.    — 

^M^hc? 

G    ^^Sc,o 

vtr- 

^-1^0 

T^.  /-f.^rc 

25Z5.- 

'lwh\ 

»<.             I  ^                '  - 

^o>cr4o^Q, 

I7t.x^ 

^Kvlii 

^"H^^/VR^c^^- 

"^  M.c./<,rct^,^2 

Z(o.- 

AH"H 

'^'\->^C'fW)4cgy<Sf-  _ 

Q  \vMf^^ 

>^  -- 

-1.^/ 

>L//     Sc/^*^^)^-        - 

_..         1^-  ^V/^/fCS 

ibc.^ 
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^^C„    C'f^/W^/  ^^f^? 


l)A-tl^ 

^V1)])^,^SS> 

Q-vff;!>+<V 

^h^Uij/fr~ 

\^i\i\ 

^9r  \Jfit4^^c.\4f  fh^^ 

<^'  ^/»^  /o 

</<Sc.- 

iK4ii 

X.</l     5^AW^<1 

^-   'hyMiS' 

/^c.  - 

''»/7; 

11             'i 

T^-     /^.r/£c^ 

^^ 

ilrU-ji 

3^1^    c^i4^^^^^'i- 

'■ 

:3o. — 

'l^hi 

i^i  IM^  W .. 

-r^c  c^^i-h^f^-f,^c 

'A/?<5    ^ 

^lujj, 

H                 »r                        •   I 

<^-  i,v/^/i^r^ 

So.— 

'Uh( 

T7^  l/l^^o^Sf 

^icHi^lfvoJc^. 

^./(? 

'Mhi 

'^St    O^^A;4g4§/" 

'- 

/Ci  oS- 

'W^H) 

:i'7v  J^^c^^ 

^r^i^.i-    ^oorf/<2 

^.Jo 

Mv^hi 

l^l^^H^^ 

Sk^i^  <P^ 

7cf:y^ 

't^h) 

':5flw^H^,f<^Sf- 

^K'k.hiti  ^f^iai^bK\ 

11  iS: 

^hi 

^..f  nM^f^. 

^^i^c^'^J^C^Y 

iT^.c^r 

'h/7/ 

^'^V  ^H^r^<:£/v5i^  • 

-     - 

^r/b 

'^hi 

a-?^  Oe^^4i^  ■ 

•v         •• 

^^.70 

^^hi 

^hh^Ul 

^-  ^'/9-/A£^ 

/xo  — 

•U^hi 

X^\S>^y^<^h^. 

1^-   f-bv^r^ 

X^o  -- 

^l>'^hi 

.V'l/M^f-S^' 

fTz-fi/U^tf' 

"UT-  ^ 

-^h 

1  n  o^j^iJl/h^ . 

^tHM^^I  Uc^Q. 

2C.Jo 

%|w/7i 

:!ff^^fhu^^c^S^ 

^ '  <-(fr^l  fi.'cl 

^.^ 

Z\^1> 

l/ovSfR,^^^S/-. 

Q  uU^i£^ 

Lc- 

^hh, 

S'^^uJi^^^i^K 

^.  )\jCo 

s%>.- 

^Uh\ 

^^  H^pkA 

r!  H.A/,f^ 

/it.  — 

sj.ji) 

^^KJft^u^cl 

f:  M.^<ro 

-iT- 

^\v.H) 

^<=l  Mft-?!^^ 

'^     /l.<v/«^C 

.Sfto-  "^ 

-^W2>h\ 

>..     ' ' 

fl4/?cy  9^?/'(  ^^. 

^^•sV 

^)vi>h;i 

-^cj  c  isSt- 

Czz^^k 

1/  ■>-<> 

^Iv'ilH 

1-7  V  J^^,^^. 

^f^U.i.    ^ocf^i,^: 

iL^ 

^kbhi 

^^^  M/ifk^-     . 

S&-0-  "^ 

ilW/ii 

^^'>-  C{4AO^|■c^ 

^i<^i4f^l  ^i.>is>\ 

/i7  Vz, 
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...    - 

A/<'c:;o    &? 

'r^f^y 

\\-\c- 

>}bl)^^s 

(^c^i^fyJvS^ 

^^CK'^J— 

-^lijni 

s^r^^  M/^I^S/-. 

G    c^?c/o 

^Qc.   - 

•^'-/hi 

is.                       >•  t             / 

■  ) 

a    ^c'/^-lkr^ 

/-So.  -- 

"?l3tf/-7, 

+  .    A/z/w'ifo 

2^^^-— 

<Uh 

^^^;?^^1f.j, 

<^  ■   0?St/o 

>k>(?.  - 

5'/-vv/7, 

V^/^^;^/-. 

^'  M.^f^c 

^^.  - 

^/vv/^i 

^y°l  Mfi^k"^  ■ 

i> 

i^- 

<}.<hs 

633  l^^i^i^f  Sf  • 

^//^i:)  E>?r;eA(w^/3 

1 

5'/v.'5Y7, 

^'tv  <^thHA.r44i^  • 

i^i^hmI  f'-'^l 

^^^•4?     1 

^h 

//r'^  ^^^pkSh. 

G    cyjst/o 

] 

^l.h. 



A.  ?/^•^,^/ 

/,$o.  ^        1 

t-fvhv 

"^^  U,V^^y9i^. 

Tr  Mi^^o 

>!i^.-       1 

C'khi 

\t>^ol^lMo4j-A^^^ 

G.  lJ^vUii^^ 

jeO' —   1 

UhI-i, 

^"^  t-'^^^/K 

T=^  Mi^j^c 

^o.-    \ 

<°li^hi 

xsri^'  2^^4'J^ 

C  ^'rf-W 

U- 

H-(hi 

»'      '  » 

1^- 

M.Hhi 

^-L  ivS^. 

r".  ^it4£c 

S&&~  — 

^i.^h), 

*  •               *c 

G.   ^/hSfcvo 

r^r- 

^Uhi 

-^^i^ZeJ^-ip 

A/oS-few:DC7'/^ 

^■.f^ 

Ofv^f-yi 

^    ^^Sffo 

Hl<f^- 

^M))-/l 

in^\-\}^4^^_ 

7^/-f./^^o 

-fnC- 

^hhi 

'^W  ^^^.£o4 

t=^  H<>4^a 

S^i>.  — 

-j|9hi 

;o7c  6^*v|^i 

G-  ^/^/^^ 

^- 

-^I'Hhi 

A.  ?Ag/A/ 

t^.ir 

nli^hl 

3S^7  i-oCAV  \ 

^. /^.*yro 

loc.  - 

-ilvuhi 

•^v  C-  ^oti^^ 

^  ^^hC^ 

/r— 

^I^Ki 

n^n   ^oCak/ 

^.  ^"^6o 

X2C   " 

ij-^h, 

a;o2.  ^•/je<K^ 

1.      '  - 

;Sc).  ^ 

^.hi 

^fe*1     Qo.^d/^ 

^H-Hrh^   ^^^ 

/(^.^ 

•^^^hi 

/h^/.<ii  ^^-i^Mf^C 

'k>.^ 
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^Rco    ^^nfiy  ^of:p 


\~f^ 

a;)d^^^ 

^cMif?^4^,^ 

/}^]oj^'h 

-^h^-JI 

/) .  ^-?w' 

■3C  if 

n.-^h/i 

6^/V:y.    Arl.<.^/^ 

^"f4.3<. 

d^hi 

'Tti^r^^^, 

/-foc-Jg  Afe/^  Pcr^CCf^a^ 

/^r// 

^/>i-hi 

/wt  /^^/cr,M4?<^. 

'^/V/A/^fc. 

Hlf" 

'^Uh 

'<tfr<^^^i 

. 

-iit^.  — 

-^^h 

^^  L,Z£4y 

/^.  >?/t5,y 

XfC.   - 

%hi 

^7^  Cfe^Ho^/h^. 

5^.  ^<<»^ro 

^O^    '— 

"itVi, 

'^           ..     1      ^. 

'^t^'^/H^  ^fi^ 

>S^i^ 

^I'obi 

>8Y  cU^^^A^ 

L-c'  f'uhr/ 

z^- 

ti>Mni 

Hi'fClC4^ofJC  /hf 

r^c^fe^^^/,^ 

Sfej/£> 

'%/-7| 

■^^  IcS-^-i^Sr^. 

F.  hi^^o 

353.- 

lOlvuf^l 

.. 

r.  Hii>4€o 

/c-r  — 

hi>oj-}\ 

"^   ^^?^^. 

.. 

v/r-' 

"Iwhi 

-7^  f^^^,y:ij-. 

- 

/fe. -- 

"^hi 

^^  ^ufhLptfC 

heli^/^'tk'^- 

z^.-- 

'kh^ 

7S'/V^^,)^^- 

/)■  uJMSfoa 

>S2.. — 

'l^li^ 

9^/t.2^^. 

r!  HiK^£o 

^0    — 

•  h  h-^ 

_9GlR.si|jS|:, 

G   C/)5c^o 

?5b.— 

.).^/7i- 

Ij^  fCf^/i /^Lg, 

f^c^cf^Hi  ^/k^.t^f^ 

l/'To 

'  M/7t- 

s^^  >^.^/?i^Ae, 

'f.  H>>4£o 

■y^  " 

Al/?-^ 

t/l/«/  Fuo^^•//?,//  4l^ 

^/«/"/^/.     i^'of^.Jc 

riifi 

'lih^ 

_  T^VL/^^^/U- 

^c&^/h4  (T^I/iS  V////^>cX 

^9<?.4o 

•  hih^ 

76  Sy^.s/|s/. 

G      <^^Kc/o 

5C0  '" 

'Inh^ 

S^tW  (^/^ 

9)'.^-' 

l/^-j^ 

9^^^  i-iZ'f^i  fW^. 

c.?;.,///r 

W^- 

xl.-zh^ 

Zoo   F^P^  /hs^ 

l,?ff<7^ 

/M.  -" 

^).7h^ 

9r^i.,'8^^>H£, 

f  H,i^(€c^ 

/9r-- 

,)-l'''f72- 

^C,  '^jZ.S'A./S-/. 

.. 

/i50,   - — 

T./v.vf7v^ 

'i^^i./3r^A^- 

Vo^/^;\  o*^ 

^"7  9, 
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^Attft4ott 


1 

1 

1 

/f^f^ 

Cl./i1 

y^s  ^s^^- 

^4(mh 

Sh.— 

(JhJn 

•« 

\\ 

?r- 

fM 

^9.07 

-^mi 

J.  C^ik/^i^ 

fa— 

'r^r<^cmduc 

/i^.- 

f^f^  C^^./J^'A' 

y^- 

*iluhi 

Ic^/fh 

fS^A^ 

'^/•v/i? 

/j:<?^^ 

Cff/^/.  /^^o/T/Vc 

avT*.*- 

*ohltn 

lAi^k,^l^So^ 

'•o. 

loUfci 

i^^fi&H^f^Sth 

r-ifC^ffffiAcf^^C 
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Payments  to  employees  of  listed  mortgage  companies.  These  payments  were 
made  to  employees  of  United  Institutional  servicing  Corp.  No  payments  were 
made  to  employees  of  other  listed  mortgage  companies.  Does  not  include  payments 
made  to  closing  attorneys  and  listed  separately. 

Gratuities: 

11-15-67— Edna  Worth,  $20. 

3-1-68— Edna  Worth,  $10. 

For  rent  collections: 

1-7-67 — Irving  Roider,  853  Hopkinson  Ave.,  $5. 

4-10-67 — Irving  Roider,  853  Hopkinson  Ave.,  $5. 

2-27-68— Irving  Roider,  853  Hopkinson  Ave.,  $5. 

10-5-68— Irving  Roider,  50^/^2  Cedar  St.,  $20. 

11-11-68— Irving  Roider,  5O/2  Cedar  St.,  $10. 

Commission:  8-8-68— Irving  Roider,  585  Shepherd  Ave.  (Sale),  $300. 

As  investor  with  Gainmore  Realty  Corp.,  Irving  Roider:  purchase  date,  Sale 
date,  Property,  Address,  Investment,  Profit: 

10-6-67—2-16-68,  233  VanSiclen  Ave.,  $500— $757.  87 

6-21-71— payment  date  12-15-71,  1273  Jefferson  Ave.,  $750— $535.12 

10-3-69 — Irving  Roider,  Commission  (finder),  $150. 
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SCHEDULES  OF  PURCHASE  AND  SALES  OF  REAL  ESTATE 

T — Terra  Mar  Enterprises,  Ltd. 

R — Ridgewood  Holding  Corp. 

A — Argo  Realty  Corp. 

G — Gainmore  Realty  Corp. 

M — Morval  Realty  Corp. 

G — Gainmore  Realty-Roslyn  Corp. 

Every  effort  has  been  made  to  supply  this  information  accurately.  Errors  and 
incomplete  information  have  resulted  due  to  missing  files,  insufficient  time  to 
prepare,  etc. 

The  above  corporations  were  involved  in  "joint  ventures"  with  others.  Many 
of  the  records  are  or  were  in  their  possession. 

We  are  continuing  to  process  these  schedules.  We  will  mail  corrections  and 
other  information  as  obtained. 
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FEDERAL  HOUSING  PROGRAMS 


FRIDAY,   MAY   5,    1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly, 

Committee  on  the  Judiciary, 

Washington,  D.C. 
The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
2228,    New    Senate  Office  Building,   at   10:30   a.m.,    the  Honorable 
Phillip  A.  Hart  (chairman  of  the  subcommittee)  presiding. 
Present:  Senator  Hart. 

Staff  present:  Howard  O'Leary,  chief  counsel;  Jack  Blum,  assistant 
counsel;  and  Peter  M.  Chumbris,  minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order.  I  apologize  for 
being  a  few  minutes  late.  I  was  testifying  in  support  of  an  Interior 
Department  matter  at  another  committee. 

Our  first  witness  this  morning  is  Mr.  John  Morales.  Mr.  Morales? 
(Whereupon,  Mr.  John  Morales  was  sworn  by  the  chairman.) 

STATEMENT  OF  JOHN  MORALES,  EL  SOL  REALTY  CO. 

Senator  Hart.  The  record  should  reflect  that  Mr.  Morales  appears 
this  morning  pursuant  to  a  subpena.  Since  you  are  appearing  here 
without  an  attorney,  I  want  to  assure  you  that  you  are  advised  of  your 
rights. 

You  have  the  right  to  remain  silent.  Anything  you  say  can  be  used 
against  you  in  other  proceedings.  You  have  the  right  to  talk  to  a 
lawyer  for  advice  before  we  ask  you  any  questions,  and  you  may  have  a 
lawyer  with  you  during  the  questioning. 

If  you  desire  to  answer  the  questions  now  without  a  lawyer  present, 
you  would  still  have  the  right  to  stop  answering  at  any  time.  You 
also  have  the  right  to  stop  answering  at  any  time  until  you  talk  to  one. 

I  think  the  record  should  reflect  also  that  should  you  desire  to  re- 
main silent  or  assert  your  rights,  you  are  assured  that  this  subcom- 
mittee will  draw  no  adverse  inference  from  that  conduct,  nor  should 
anyone  else. 

Mr.  Morales,  do  you  understand  your  rights? 

Mr.  Morales.   Yes,  I  do. 

Senator  Hart.  Are  you  willing  to  waive  your  rights  and  to  answer 
questions  at  this  time? 

Mr.  Morales.   Yes,    I   will. 

Senator  Hart.  Thank  you  very  much.  I  will  ask  that  Mr.  O'Leary 
develop  for  our  record  these  questions. 

Mr.  O'Leary.  Mr.  Morales,  it  is  my  understanding  that  in  con- 
junction with  your  mother,  Celia  Carrero,  and  your  brother,  you  were 
active  in  the  real  estate  business  in  the  New  York  area.  Is  that 
correct? 

Mr.  Morales.  Yes. 
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Mr.  O'Leary.  Give  us  the  approximate  dates  of  when  you  were  in 
the  business. 

Mr.  Morales.  From  1965  until  about  1970. 

Mr.  O'Leary.  As  I  understand  it,  your  dealings  were  mainly  in 
the  Puerto  Rican  community? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  Could  you  tell  us  geographically  in  what  areas  of 
New  York  you  did  business? 

Mr.  Morales.  Brownsville  and  East  New  York,  areas  of  Brooklyn. 

Mr.  O'Leary.  I  assume  that  all  buyers  with  whom  you  were  in- 
volved had  to  get  FHA-insured  mortgages,  is  that  correct? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  I  take  it  that  one  simply  could  not  get  a  conven- 
tional mortgage? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Am  I  also  correct  in  that  in  order  to  get  a  mortgage, 
practically  speaking,  you  had  to  go  to  a  mortgage  company?  You 
could  not  go  to  a  commercial  bank  or  a  savings  bank,  or  savings  and 
loan? 

Mr.  Morales.  Well,  there  was  only  one  savings  and  loan  bank. 
That  was  Greenj^oint  Savings  &  Loan.  That  is  the  only  one  that 
I  know  of.  There  could  have  been  others. 

Mr.   O'Leary.   That  is   the   only  one   that  you   were   aware   of? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  As  I  understand  it,  they  have  pretty  high  standards 
with  respect  to  the  loans  that  they  would  make? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  Well,  were  they  more  stringent  than  the  mortgage 
companies? 

Mr.  Morales.  Well,  actually  they  were  slower. 

Mr.  O'Leary.  The  deals  would  not  go  through  the  FHA  as  fast 
for  Green  Point? 

Mr.  Morales.  I  never  dealt  with  Greenpoint,  but  that  is  what  I 
was  led  to  believe. 

Mr.  O'Leary.  All  right.  Is  it  your  testimony  that  there  were  little, 
if  any,  mortgages  from  VA;  VA-guaranteed  mortgages? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  During  the  time  that  you  were  in  the  business,  did 
you  deal  mostly  with  FHA  and  not  VA? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Would  you  tell  us  why  you  did  not  deal  with  the  VA? 

Mr.  Morales.  Well,  there  again,  they  were  a  lot  slower  when 
they  were  processing,  the  mortgage  i)rocessing. 

Mr.  O'Leary.  Is  it  my  understanding  that  generally  speaking  in 
this  area  VA  appraisals  came  in  a  good  deal  lower  than  FHA 
appraisals? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Would  you  tell  us  a  little  bit  about  what  you  did 
in  the  real  estate  business  as  opposed  to  what  your  mother  did,  and 
your  brother,  David? 

Mr.  Morales.  Well,  I  usually  attended  the  contracts  and  the 
closings.  My  brother  would  attend  to  aj)praisals  and  taking  out  clients. 
My  mother  would  work  in  the  office  with  the  secretary  or  salesman. 
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Mr.  O'Leary.  As  I  understand  it,  you  bought  and  sold  houses  in 
East  New  York  and  Brownsville,  those  areas,  through  the  medium 
of  three  corporations.  Is  that  correct? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  These  were  the  Hema  Corp.,  that's  H-e-m-a;  Celar 
Corp.,  that's  C-e-1-a-r;  and  Balin,  B-a-1-i-n?  Is  that  correct? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  I  take  it  that  you  would  negotiate  prices  for  which 
one  of  these  three  corporations  would  purchase  a  house? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  During  the  5  years  that  you  were  in  the  business, 
approximately  how  many  houses  did  these  three  corporations  buy 
and  sell? 

Mr.  Morales.  I  couldn't  tell  you  exactly,  but  it  was  over  a 
hundred. 

Mr.  O'Leary.  Well  over  a  hundred? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  How  is  it  that  sellers  would  come  to  you? 

Mr.  Morales.  By  soliciting,  sending  out  cards  or  canvassing  door 
to  door,  or  recommendations. 

Mr.  O'Leary.  And  typically  what  would  these  cards  that  you  would 
send  out  say? 

Mr.  Morales.  "Houses  Bought — All  Cash — in  24  Hours." 

Mr.  O'Leary.  How  would  you  decide  where  to  send  these  post- 
cards? 

Mr.  Morales.  Well,  we  kept  a  real  estate  register.  I  guess  you  are 
familiar  with  it.  It  is  a  big  book  that  lists  all  the  homeowners  in 
Brooklyn.  We  kept  the  dates  on  the  pages  where  we  sent,  let's  say 
October.  We  put  down  October,  and  we  will  continue  down  the  streets, 
and  then  we  would  continue  again.  It  was  like  a  cycle. 

Mr.  O'Leary.  I  assume  that  people  in  the  business  would  be 
current  with  respect  to  which  neighborhoods  were  changing  racially? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  In  this  business,  I  assume  that  you  were  in  contact 
with  other  real  estate  people  and  mortgage  company  people  every 
day? 

Mr.  Morales.   Yes. 

Mr.  O'Leary.  Sellers  start  to  run  from  a  certain  neighborhood, 
and  the  words  spreads  pretty  fast? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  I  assume  also  that  these  things  would  be  discussed 
at  dinners  and  other  events  sponsored  by  local  realty  boards? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Tell  us  how  this  would  go.  Typically,  what  would 
the  conversations  be  like? 

Mr.  Morales.  Well,  we  would  just  gather  at  these  social  affairs 
and  we  would  get  to  talking.  You  know,  this  neighborhood  is  good,  or 
this  is  no  good,  or  what  have  you. 

Mr.  O'Leary.  Well,  Mr.  Morales,  we  have  heard  a  lot  about  block- 
busting.  Did  block-busting  go  on? 

Mr.  Morales.  Well,  sir,  there  is  no  such  thing  as  block-busting 
because  you  cannot  refuse  to  sell  to  a  minority;  so  how  can  I  explain 
block-busting  when  you  can't?  I  am  saying  that  you  cannot  refuse  to 
sell  to  a  minority. 
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If  a  colored  or  a  Puerto  Rican  comes  in,  same  as  a  Jew,  you  can't 
say,  "Well,  I  can't  sell  to  you  because  I  would  be  block-busting." 
Then  you  are  breaking  the  law. 

Mr.  O'Leary.  Is  it  fair  to  say  there  was  panic  in  some  of  these 
neighborhoods? 

Mr.  Morales.  Oh,  definitely. 

Mr.  O'Leary,  Did  the  real  estate  people  and  the  mortgage  company 
people  encourage  this  kind  of  panic? 

Mr.  Morales.  Well,  they  would  not  encourage  it  out  loud,  but  I 
imagine  that  they  would.  It  meant  more  business  for  them. 

Mr.  O'Leary.  What  do  you  consider  block-busting  to  be,  Mr. 
Morales? 

Mr.  Morales.  Block-busting  would  be  to  put  a  Negro — in  the 
case  of  New  York  City  or  Brooklyn,  I  am  talking  about — would  be  to 
put  a  Negro  or  a  Puerto  Rican  in  a  completely  white  neighborhood, 
or  what  was  considered  a  white  neighborhood. 

Mr.  O'Leary.  In  any  event,  it  is  to  the  interest  of  both  the  real 
estate  people  and  the  mortgage  company  people  to  have  the  neighbor- 
hoods turn  over  fast? 

Mr.  Morales.  I  would  say  so,  yes. 

Mr.  O'Leary.  I  assume  that  the  mortgage  company  people  would 
keep  you  advised  as  to  what  houses  in  which  neighborhoods  would 
meet  all  the  FHA  requirements. 

Mr.  Morales.  Well,  it  would  be  mainly  at  affairs,  not  really  sending 
out  a  letter  or  on  a  continuous  basis.  They  would  also  always  let  out 
a  hint.  It's  worth  while  in  this  neighborhood,  or  that  neighborhood. 
The  same  thing  as  brokers  would. 

Mr.  O'Leary.  Is  that  how  the  conversations  would  go?  Can  you 
expand  on  that  a  little  bit? 

Mr.  Morales.  Well,  they  would  be  at  affairs.  You  would  be  table- 
hopping,  and  all  we  could  talk  about  would  be  real  estate  business 
because  we  all  had  the  same  interests.  Sometimes  somebody  will  tell 
you:  "This  neighborhood  is  good.  It's  changing.  Go  in  there";  or 
something  like  that. 

Mr.  O'Leary.  All  right.  Now  let  us  assume  that  you  find  a  seller 
in  Brownsville  or  East  New  York  that  looks  like  a  pretty  good  house, 
a  house  that  you  think  you  ought  to  be  able  to  sell,  or  resell,  for  let's 
say  $20,000.  Let  us  assume  that  I  am  the  seller  and  I  want  $13,000. 
WTiat  is  the  first  thing  that  you  do? 

Mr.  Morales.  Well,  the  first  thing,  I  try  to  cut  down  on  the  price, 
your  price.  If  I  would  get  it  at  what  I  would  consider  a  reasonable 
price,  I  would  enter  into  a  contract. 

Mr.  O'Leary.  In  that  situation,  what  would  you  consider  a 
reasonable  price? 

Mr.  Morales.  Well,  the  cheapest  I  can  get  it,  sir. 

Mr.  O'Leary.  Ten  thousand  dollars  or  less? 

Mr.  Morales.  Ten,  less,  or— well,  if  I  could  get  a  $20,000  mortgage, 
I  could  even  pay  the  $13,000,  but  definitely  I  would  try  to  get  it  for 
less. 

Mr.  O'Leary.  What  would  you  tell  people  in  order  to  get  the  price 
down? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  What  would  you  tell  people? 

Mr.  Morales.  Well,  it  is  what  we  call  haggling. 
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Mr.  O'Leary.  Typically,  how  would  it  go?  What  would  you  say? 

Mr.  Morales.  Well,  I  would  use,  let's  say,  Mr.  Jones  sold  next 
door  for  only  ten,  or  something  like  that.  Or  I  would  say  that  I  could 
only  obtain  a  certain  amount  or  mortgage. 

Mr.  O'Leary.  The  Brooklyn  Real  Estate  Register  that  you  mentioned 
earlier,  that  comes  out  how  often? 

Mr.  Morales.  The  book  is  changed  once  a  year,  but  you  get  supple- 
mentary sheets  once  a  month. 

Mr.  O'Leary.  OK.  These  supplementary  sheets,  they  tell  you 
what? 

Mr.  Morales.  What  houses  were  sold  and  what  mortgages,  what 
the  mortgages  are. 

Mr.  O'Leary.  All  right. 

Mr.  Morales.  The  name  of  the  owner  also. 

Mr.  O'Leary.  I  assume  that  either  you  or  your  mother  subscribed 
to  this  Real  Estate  Register? 

Mr.  Morales.  Yes;  we  did. 

Mr.  O'Leary.  So  before  you  come  out  to  haggle  with  me,  you  know 
what  houses  in  the  same  neighborhood  have  recently  turned  over? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Now  let  us  say  that  we  finally  agree  on  a  sale  price 
of  $10,000.  What  kind  of  a  contract  would  you  shoot  for  then? 

Mr.  Morales.  I  would  usually  take  what  we  call  a  conditional 
contract  for  the  longest  period  of  time,  3  months  or  6  months;  and, 
if  we  enter  into  contract,  then  I  would  submit  it  for  a  mortgage. 

Mr.  O'Leary.  As  I  understand  it,  you  usually  shot  for  a  6-month 
contract.  Is  that  right? 

Mr.  Morales.  If  I  could,  the  people,  if  they  go  along  with  it. 

Mr.  O'Leary.  This  contract  would  be  subject  to  FHA  conditional 
commitment? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  You  would  tell  the  seller  that  this  would  be  subject 
to  an  FHA  conditional  commitment  for  what? 

Mr.  Morales.  Well,  if  I  am  buying,  I  would  sell  for  nine. 

Mr.  O'Leary.  As  I  understand  it,  you  also  can  get  a  minimum 
downpayment. 

Mr.  Morales.  Yes,  usually  around  $500. 

Mr.  O'Leary.  Will  you  tell  us  why  you  want  to  put  down  as  little 
as  possible? 

Mr.  Morales.  So  I  can  buy  more  houses.  We  try  to  tie  up  as 
little  as  possible  in  a  house. 

Mr.  O'Leary.  After  we  enter  into  a  sales  contract  for  $10,000, 
what  is  the  next  thing  that  you  do? 

Mr.  Morales.  I  would  submit  it  for  an  FHA  appraisal. 

Mr.  O'Leary.  When  you  submit  it  for  an  FHA  appraisal,  assuming 
that  you  hope  to  sell  it  for  20,  how  much  do  you  put  it  down  for? 

Mr.  Morales.  Well,  I  would  ask  for  a  ridiculous  amount,  $25,000, 
or  something  like  that. 

Mr.  O'Leary.  Expecting  to  get  knocked  down  a  little? 

Mr.  Morales.  To  20. 

Mr.  O'Leary.  In  order  to  get  this  conditional  commitment  from 
FHA,  you  would  go  to  a  mortgage  company? 

Mr.  Morales.  That  is  correct. 
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Mr.  O'Leary.  As  I  understand  it,  FHA  in  Brownsville  and  East 
New  York  uses  fee  appraisers. 

Mr.  Morales.  That  is  correct  also.  But  they  also  use  FHA 
appraisers.  They  use  both. 

Mr.    O'Leary.    FHA   appraisers   are   on   salary  from   the   FHA? 

Mr.  Morales.  I  dpn't  know  how  that  worked.  I  know  the  fee 
appraisers  were  only  per  house.  They  would  get  paid  per  each  house 
that  they  appraised. 

Mr.  O'Leary.  Do  you  recall  how  much  the  fee  appraiser  would 
get  for  each  house? 

Mr.  Morales.  I  think  that  they  would  get  the  full  amount,  but 
I  am  not  quite  sure — $35. 

Mr.  O'Leary.  Originally  $35,  and  later 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  The  fee  appraiser  would  get  $35,  did  you  say? 

Mr.  Morales.  I  believe  so.  I  am  not  sure. 

Mr.  O'Leary.  All  right.  Now,  in  effect  this  fee  appraiser  was  another 
real  estate  dealer  or  broker? 

Mr.  Morales.  The  fee  appraisers?  Yes,  sir. 

Mr.  O'Leary.  So  this  is  one  of  your  competitors  coming  around  to 
appraise  your  house.  Is  that  correct? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Wouldn't  he  be  tempted  to  ask  your  seller  how  much 
he  is  getting  from  you? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  The  fee  appraiser  who  was  also  in  the  real  estate 
business  himself,  wouldn't  he  be  tempted  to  ask  the  seller  how  much 
he  is  paying? 

Mr.  Morales.  That  is  correct.  Yes,  sir. 

Mr.  O'Leary.  If  the  spread  looks  good,  wouldn't  he  go  back  to  his 
office  and  send  someone  else  with  a  higher  offer? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Do  you  know  of  instances  where  this  has  happened? 

Mr.  Morales.  I  don't  know  of  any,  but  I  have  heard. 

Mr.  O'Leary.  Well,  you  know  of  cases  where  fee  appraisers  would 
ask  the  seller  what  the  sale  price  was? 

Mr.  Morales.  I  do. 

Mr.  O'Leary.  That  is  not  uncommon? 

Mr.  Morales.  No;  it  is  not  uncommon. 

Mr.  O'Leary.  During  the  5  years  in  the  business,  you  have  lost 
deals,  haven't  you? 

Mr.  Morales.  Yes,  I  have. 

Mr.  O'Leary.  Is  it  not  fair  to  say  that  you  suspected  that  that  is 
what  happened? 

Mr.  Morales.  Well,  no.  I  have  lost  them  in  other  ways,  through 
attorneys. 

Mr.  O'Leary.  Tell  us  how  you  lose  a  deal  through  an  attorne3^ 

Mr.  Morales.  When  the  seller  would  go  in  to  tell  his  attorney  that 
they  were  selling,  the  attorney  would  turn  around  and  sa}^,  "Hold  on,  I 
have  another  broker  who  will  pay  you  a  little  more,  or  they  will  do 
just  the  same  for  you,  but  I  know  him  and  he  will  give  you  a  quicker 
deal,"  or  something. 

Mr.  O'Leary.  Typically,  what  would  the  attorney  get  out  of  it? 

Mr.  Morales.  A  finder's  fee. 


455 

Mr.  O'Leary.  Approximately  what  would  that  finder's  fee  be? 

Mr.  Morales.  About  $500. 

Mr.  O'Leary.  To  actually  lose  a  deal  to  the  seller's  attorney  this 
way  was  not  uncommon? 

Mr.  Morales.  No,  it  was  not. 

Mr.  O'Leary.  It  happened  all  the  time? 

Mr.  Morales.  Not  all  the  time,  but  it  happened. 

Mr.  O'Leary.  Mr.  Morales,  let  us  go  back  to  the  fee  appraiser. 
Since  he  is  in  the  business,  he  buys  and  sells  in  the  same  general 
neighborhood  himself,  doesn't  he? 

Mr.  Morales.  Usually. 

Mr.  O'Leary.  You  have  testified  that,  if  you  wanted  $20,000  for 
the  house,  you  would  put  in  for  $25,000;  is  that  correct? 

Mr.  Morales.  Yes;  it  is  common  practice. 

Mr.  O'Leary.  OK.  Tomorrow  he  may  want  $20,000  on  the  house 
next  door,  right? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  Isn't  it  likely  that  all  these  appraisals  are  going  to 
come  in  as  high  as  possible  without  looking  suspicious? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  I  mean  it  is  in  everybody's  interest.  Your  interest, 
the  fee  appraisers'  interest,  the  mortgage  companies'  interest  to  have 
these  appraisals  coming  in  high. 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Let  us  assume  that  this  FHA  conditional  commit- 
ment comes  back  in  at  $20,000.  Would  that  be  an  uncommon  spread, 
$10,000? 

Mr.  Morales.  Uncommon  spread?  No,  sir;  it  wouldn't  be. 

Mr.  O'Leary.  What  is  the  largest  spread  that  you  ever  had  in 
your  5  years  of  business? 

Mr.  Morales.  $12,000  to  $14,000. 

Mr.  O'Leary.  I  take  it  that  it  was  not  uncommon  to  get  that 
spread  periodically? 

Mr.  Morales.  No. 

Mr.  O'Leary.  Now,  the  FHA  conditional  commitment  is  subject  to 
some  repairs  being  done  ordinarily.  Is  that  correct? 

Mr.  Morales.  On  some  homes,  yes. 

Mr.  O'Leary.  Now,  isn't  it  fair  to  say  that  the  real  estate  dealer  is 
going  to  spend  the  absolute  minimum  to  repair  the  house  and  still 
get  the  house  passed  for  FHA  inspection? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  He  is  not  going  to  do  anything  to  cut  into  that 
spread  unless  he  has  to? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Isn't  it  also  true  that  ordinarily  the  guy  who  does 
the  inspections  is  not  from  FHA,  but  from  the  same  mortgage  com- 
pany that  you  are  running  the  deal  for? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Specifically,  if  you  are  running  a  deal  through 
United,  wasn't  it  ordinarily  Mr.  Roider,  of  United,  who  made  the 
inspections? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  After  he  inspects  the  house,  he  goes  back  and  signs  a 
form  indicating  to  the  FHA  that  the  needed  repairs  have  been  done,  is 
that  correct? 
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Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Now,  wasn't  it  customary  in  the  trade  to  tip  the 
individual  who  made  the  inspections  $25  for  each  inspection? 

Mr.  Morales.  Well,  it  depended.  Not  usually  $25.  It  could  be  $10, 
$5,  $25." 

Mr.  O'Leary.  Why  would  the  amount  vary? 

Mr.  Morales.  There  was  no  particular  reason  that  I  can  think  of. 

Mr.  O'Leary.  Well,  would  it  depend  upon  how  much  you  appre- 
ciated the  inspector's  work  with  respect  to  the  repairs  on  the  parti- 
cular house? 

Mr.  Morales.  Well,  I  guess  you  could  say  that. 

Mr.  O'Leary.  In  other  words,  if  the  repairs  called  for  had  not  been 
done  very  well,  and  the  inspector  approved  the  repairs,  the  dealer 
appreciated  it? 

Mr.  Morales.  Well,  the  broker  was  the  one  who  appreciated  it 
more. 

Mr.  O'Leary.  The  broker  appreciated  it? 

Mr.  Morales.  Of  course. 

Mr.  O'Leary.  He  would  tip? 

Mr.  Morales.  He  would  tip,  yes. 

Mr.  O'Leary.  Now,  after  the  repairs  are  done,  if  you  have  got  a 
buyer,  you  will  enter  closing,  right? 

Mr.  Morales.  Well,  no.  Sometimes  you  could  close  before  the 
repairs  were  done  because  they  would  hold  moneys  in  escrow,  and 
later  on,  when  you  comply,  they  would  release  your  moneys. 

Mr.  O'Leary.  OK.  My  question  is  where  did  you  ordinarily  get 
your  buyers? 

Mr.  Morales.  My  buyers? 

Mr.  O'Leary.  Right. 

Mr.  Morales.  Recommendations. 

Mr.  O'Leary.  From  people  in  the  community? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  Other  people  to  whom  you  sold  homes? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  Now,  in  order  for  the  buyer  to  get  past  the  FHA,  he 
has  got  to  fill  out  a  credit  application. 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  The  real  estate  broker,  or  would  the  mortgage 
company  soliciting  fill  out  that  form? 

Mr.  Morales.  Well,  when  we  first  started  business,  the  solicitor 
for  the  mortgage  compan}^  But,  later  on  they  taught  us,  and  we 
would  fill  out  our  own  forms  and  send  them  in,  or  bring  them  in  to 
the  mortgage  company. 

Mr.  O'Leary.  All  right.  You  say  when  you  started  out,  I  assume 
it  was  the  solicitor  or  the  salesman  from  the  mortgage  company  that 
filled  them  out.  What  mortgage  company  did  you  first  do  business 
with? 

Mr.  Morales.  United. 

Mr.  O'Leary.  Who  was  it  that  taught  you  how  to  fill  out  the  forms. 

Mr.  Morales.  Well,  m}^  mother  taught  me.  [Laughter.] 

Mr.  O'Leary.  Who  taught  her,  if  you  know? 

Mr.  Morales.  Mr.  Kiva  Berwald  or  Ira  Hellman. 

Mr.  O'Leary.  Or  Ira  Hellman? 

Mr.  Morales.  Yes. 
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Mr.  O'Leary.  Now,  after  the  buyer  fills  out  his  application,  there 
are  forms  sent  out  to  verify  his  employment  and  the  amount  of  money 
that  is  in  the  bank.  Who  sends  those  out? 

Mr.  Morales.  The  mortgage  company. 

Mr.  O'Leary.  And  if  you  were  dealing  with  United,  someone  in 
United  would  fill  out  these  forms  and  send  them  in? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Now,  you  also  had  to  get  a  check  on  the  buyer  from 
a  retail  credit  bureau. 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Can  you  tell  us  how  that  worked? 

Mr.  Morales.  Well,  United  would  send  the  application  to  Roy 
Clark,  one  of  the  outfits  there,  and  Roy  Clark  would  in  return  send  a 
form  to  the  buyer's  home,  either  to  call  or  to  fill  out  the  form  and  send 
it  back  in. 

Mr.  O'Leary.  Now,  how  much  were  these  worth,  Mr.  Morales? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  What  were  these  retail  credit  bureau  checks  worth? 

Mr.  Morales.  In  my  opinion,  nothing. 

Mr.  O'Leary.  Can  you  tell  us  why? 

Mr.  Morales.  Because  they  did  not  have  any  personal  check  on 
the  people.  Only  what  the  people  would  tell  me  that  we  would  put  on 
the  form  went  to  the  bank.  The  bank  would  send  it  and  return  it  to 
Roy  Clark,  and  these  people  were  told  by  Roy  Clark  to  call  him  or  to 
send  this  application.  All  they  had  to  do  was  just  what  they  said  in  the 
first  place,  to  fill  out  the  form,  or  call  the  man  and  tell  him  the  same 
thing. 

Mr.  O'Leary.  When  you  say  "bank,"  in  the  language  of  the  street 
that  means  mortgage  company? 

Mr.  Morales.  Yes,  sir.  I  mean  the  mortgage  company. 

Mr.  O'Leary.  Did  you  ever  make  this  check  \vith  the  retail  credit 
bureau,  or  was  it  always  the  mortgage  company? 

Mr.  Morales.  The  mortgage  company. 

Mr.  O'Leary.  What  you  are  telling  us  is  that  if  the  buyer  said  that 
he  worked  for  Yellow  Taxi  Cab,  and  he  made  x  number  of  dollars,  the 
mortgage  company  would  feed  that  information  to  the  retail  credit 
bureau  and  they  would  feed  it  right  back? 

Mr.  Morales.  Right.  They  would  feed  it  right  back.  They  would 
not  call  the  Yellow  Taxi  Cab  Co.,  or  anybody.  They  would  say  that 
he  works  there  as  far  as  they  know,  because  the  buyer  told  them  so. 

Mr.  O'Leary.  They  would  type  that  up  on  a  form? 

Mr.  Morales.  On  a  form.  That  is  correct. 

Mr.  O'Leary.  With  the  name  of  the  credit  company,  and  send  it 
back? 

Mr.  Morales.  Right. 

Mr.  O'Leary.  And  that  would  go  then  to  the  FHA? 

Mr.  Morales.  Right. 

Mr.  O'Leary.  Now  what  happens  if  the  mortgage  company  calls 
you  and  tells  you  to  check  with  the  bank,  and  your  buyer  does  not 
have  $500  in  tliere  like  he  is  supposed  to?  Let  us  say  that  he  has  only 
got  a  hundred  dollars  in  the  bank.  What  do  you  do  then? 

Mr.  Morales.  I  would  advise  my  client  to  go  and  borrow  money 
and  place  it  in  the  bank. 
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Mr.  O'Leary.  I  take  it  that  in  the  trade  that  was  not  uncommon, 
right?  If  for  some  reason  it  looked  like  the  deal  was  going  to  fall 
through,  the  mortgage  company  would  call  you,  and  you  would  tell 
your  buyer  what  had  to  be  done? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  If  you  did  not  have  a  buyer  on  hand,  you  might 
have  to  go  to  what  is  called  short  money,  right? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Will  you  tell  us  what  short  money  is? 

Mr.  Morales.  It  is  money  that  you  borrow  temporarily  until  you 
close  a  deal. 

Mr.  O'Leary.  In  other  words,  you  borrow  short  money  in  order  to 
buy  a  house  where  the  possible  spread  looked  pretty  good? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Now,  the  big  mortgage  companies  that  dealt  in 
Brownsville  and  East  New  York — Eastern,  tlnited,  Inter-Island, 
Springfield,   Dale — they  all   dealt  in  short  money,   is  that  right? 

Mr.  Morales.  Not  all.  Dale,  I  believe,  did  not  have  any  short 
money,  and  Springfield,  it  was  kind  of  hard  to  get  it  from  them  also. 
Once  in  a  while  they  did,  but  it  was  hard.  They  did  not  have  the  access 
to  the  money  as  the  larger  companies  did. 

Mr.  O'Leary.  The  three  big  ones — Eastern,  United,  and  Inter- 
Island — all  dealt  in  short  money? 

Mr.  Morales.  Yes,  they  did. 

Mr.  O'Leary.  As  I  understood  it,  you  never  dealt  with  Eastern, 
but  you  did  deal  with  both  United  and  Inter-Island? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  What  was  the  average  amount  of  short-money  loan 
that  you  took  out  from  the  mortgage  company? 

Mr.  Morales.  The  average  amount  would  have  been  around 
$10,000. 

Mr.  O'Leary.  What  were  the  terms  on  a  short-money  loan? 

Mr.  Morales.  You  mean  the  interest? 

Mr.  O'Leary.  Right. 

Mr.  Morales.  Well,  it  started  at  1  percent  and  went  up  to  1}A 
to  2  percent  a  month. 

Mr.  O'Leary.  So  during  the  latter  part  of  time  that  you  were  in 
business,  it  was  2  percent  a  month? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  If  you  needed  short  money,  how  quickly  could  you 
get  it  from  the  mortgage  company? 

Mr.  Morales.  Within  a  few  days. 

Mr.  O'Leary.  What  is  the  largest  amount  of  short  money  that  you 
ever  had  outstanding? 

Mr.  Morales.  At  one  time? 

Mr.  O'Leary.  Yes,  sir. 

Mr.  Morales.  Maybe  $100,000. 

Mr.  O'Leary.  Would  you  buy  a  house  with  all  short  money,  or 
were  the  terms  such  that  you  were  supposed  to 

Mr.  Morales.  No;  you  would  leave  your  downpayment  in  there, 
and  sometimes  it  was  necessary  for  you  to  add  an  additional  amount. 

Mr.  O'Leary.  Going  back  to  our  example  of  the  house  that  you 
bought  for  $10,000  and  you  put  $500  down,  some  mortgage  companies 
would  want  you  to  put  more  money  on  the  deal,  would  they  not? 
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Mr.  Morales.  Yes;  and  others,  it  depended  on  the  deal  and  the 
spread. 

Mr.  O'Leary.  Were  there  any  guidehnes  there? 

Mr.  Morales.  No.  It  was  an  average.  They  would  give  you  any- 
where from  two-thirds  to  90  percent  of  your  temporary  financing. 

Mr.  O'Leary.  So  they  might  want  you  to  have  another  $2,500  in 
the  deal,  enabling  you  to  sell  it,  or  something  like  that? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  Mr.  Morales,  are  you  familiar  with  the  expression, 
to  jet  a  deal?  Jet  warehouse? 

Mr.  Morales.  Excuse  me? 

Mr.  O'Leary.  Jet  warehouse? 

Mr.  Morales.  Not  with  that  expression.  I  know  what  jet  ware- 
house was. 

Mr.  O'Leary.  All  right.  Jet  warehouse  was  Eastern  Short  Money 
Co.,  was  it  not? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  When  you  borrowed  short  money,  you  would  go 
through  a  real  estate  closing,  and  the  seller  in  our  example  would  be 
paid  his  $10,000? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  And  take  a  balance? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  At  this  closing  you  would  have  to  purchase  title 
insurance   and   fire  insurance,   and   everything  else? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  When  you  found  a  buyer  and  you  had  a  short 
money  loan  outstanding,  you  were  expected  to  run  that  deal  back 
through  the  same  mortgage  company,  were  you  not? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Did  you  ever  have  a  situation  where  you  borrowed 
short  money  from  one  company,  and  ran  the  deal  through  another 
mortgage  company? 

Mr.  Morales.  Yes,  indeed. 

Mr.  O'Leary.  How   many  of  those  did  you  have? 

Mr.  Morales.  Very  few. 

Mr.  O'Leary.  Is  it  fair  to  say  that  99  percent  of  the  time 

Mr.  Morales.  I  would  close  with  the  same  people  that  I  borrowed 
the  money  from. 

Mr.  O'Leary.  That  is  why  they  lent  you  the  short  money,  isn't 
that  correct? 

Mr.  Morales.  Well,  I  imagine  that  they  expected  you  to  close 
with  them,  yes,  sir. 

Mr.  O'Leary.  After  you  had  gotten  the  buyer  in  the  situation 
with  a  short-money  loan  outstanding,  and  you  go  to  closing,  say,  in  a 
deal  with  United,  tell  us  who  would  be  present  at  the  closing,  in 
addition  to  yourself  and  the  buyer? 

Mr.  Morales.  The  title  closer  for  the  lender,  the  title  men,  another 
attorney  and  my  attorney,  plus  the  buyer's  attorney. 

Mr.  O'Leary.  All  right.  Let  me  see  if  I  have  got  this  straight. 
It  would  be — let  us  assume  that  you  are  dealing  with  United.  There 
would  be  an  attorney  for  United  present? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  That  ordinarily  would  be  Mr.    Gerald   Canavan? 
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Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  There  would  be  an  attorney  for  the  title  company? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  And  generally  when  you  dealt  with  United,  you 
dealt  with  the  same  title  company? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Who  would  be  the  attorney  for  the  title  company? 

Mr.  Morales.  Mr.  Feder. 

Mr.  O'Leary.  Feder? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  And  you  would  also  have  your  own  lawyer,   Mr. 
Hellman,  present? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  There  would  be  an  attorney  for  the  buyer? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  How  would  the  buyer  get  his  attorney? 

Mr.  Morales.  I  usually  would  recommend  an  attorney. 

Mr.  O'Leary.  You  would  have  a  buyer;  he  would  not  have  an 
attorney,  and  you  would  recommend  some  attorney  to  him? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  It  was  customary  in  the  trade,  was  it  not,  for  you  to 
tip  some  of  these  people  at  the  closing? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  Let  us  start  with  Mr.  Canavan,  the  attorney  for 
United.  Was  it  customary  for  you  to  tip  him? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  How  much? 

Mr.  Morales.  $20. 

Mr.  O'Leary.  And  Mr.  Feder,  the  attorney  for  the  title  company. 
Was  it  customary  for  you  to  tip  him? 

Mr.  Morales.  Yes,  $15. 

Mr.  O'Leary.  I  assume  that  your  own  lawyer  charged  you  a  fee? 

Mr.  Morales.  Yes. 

Mr.  O'Leary.  What  wovdd  that  have  been? 

Mr.  Morales.  $200. 

Mr.  O'Leary.  The  attorney  for  the  buyer,  who  paid  him? 

Mr.  Morales.  The  buyer. 

Mr.  O'Leary.  Well,  in  return  for 

Mr.  Morales.  Sometimes  we  would  pay  him  also,  because  on  the 
new  program  we  paid  part  of  the  closing  costs.  That  could  be  part  of 
the  closing  costs. 

Mr.  O'Leary.  Who  decided  what  title  insurance  comi)any  would  be 
dealt  with? 

Mr.  Morales.  Usually  the  broker. 

Mr.  O'Leary.  Wlien  3'^ou  dealt  with  United,  didn't  you  always  deal 
with  the  same  title  insurance  comjiany? 

Mr.  Morales.  Not  always,  but  usually. 

Mr.  O'Leary.  Ninety  percent  of  the  time? 

Mr.  Morales.  Yes,  sir. 

Mr.  O'Leary.  Which  title  company  was  that? 

Mr.  Morales.  The  Commonwealth  Land  &  Title  Insurance  Co. 

Mr.  O'Leary.  Mr.  Morales,  nfter  the  closing  would  you  ordinarily 
collect  the  mortgage  payments? 

Mr.  Morales.  After  the  closing? 
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Mr.  O'Leary.  Yes. 

Mr.  Morales.  Not  ordinarily,  but  sometimes. 

Mr.  O'Leary.  Would  you  tell  us  a  little  bit  about  this,  and  why 
you  did  this? 

Mr.  Morales.  Well,  we  dealt  mainly  with  Puerto  Ricans.  They 
would  come  to  our  office  and  they  would  either  give  us  the  cash  and 
we  would  make  out  a  check  and  mail  it  in  for  them,  or  they  would 
just  bring  in  their  payments  to  us,  and  we — it  was  like  a  service.  We 
would  mail  it  in  to  the  mortgage  company. 

Mr.  O'Leary.  The  mortgage  company,  would  they  pay  you  any- 
thing for  this  service? 
Mr.  Morales.  No,  sir. 

Mr.  O'Leary.  You  told  us  that  you  dealt  with  United  and  Inter- 
Island.  Did  they  expect  you  to  perform  this  service? 

Mr.  Morales.  Well,  not  United.  Inter-Island,  when  I  was  dealing 
with  them,  they  expected  it. 

Mr.  O'Leary.  Who  did  you  deal  with  at  Inter-Island?  Mr.  Sirote? 
Mr.  Morales.  Mr.  Sirote.  That  is  correct. 
Mr.  O'Leary.  Did  you  deal  with  him  personally? 
Mr.  Morales.  Well,  it  would  depend  on  what  the  situation  was, 
because  he  had  his  title  closer,  his  attorney,  and  when  it  came  to  the 
mortgage  processing,  he  had  his  girls.  So  it  was  different  people  they 
would  deal  with. 

Mr.  O'Leary.  But  on  the  big  stuff  you  dealt  with  him? 
Mr.  Morales.  That  is  right.  Points,  discount,  if  I  didn't  like  what 
they  were  charging  me,  I  would  have  to — his  attorney  would  send 
me  up  to  his  office,  and  I  would  try  to  lower  the  discount  on  the 
mortgage. 

Mr.  O'Leary.  Mr.  Morales,  when  you  dealt  with  Mr.  Sirote  of 
Inter-Island,   some  of  your  mortgages  were   delinquent.   Would  he 
extract  payments  from  you  at  the  closings  of  other  deals? 
Mr.    Morales.   Yes,    he   would. 
Mr.  O'Leary.  Would  you  tell  us  how  that  worked? 
Mr.  Morales.  Well,  when  they  were  delinquent,  I  would  pay  the 
money  to  him,  and  then  I  would  go  out  and  collect  the  mortgage 
myself. 

Mr.  O'Leary.  All  right.  You  have  closed  a  number  of  deals  with 
Mr.  Sirote  of  Inter-Island,  and  some  of  these  deals  start  to  become 
delinquent.  You  have  got  another  deal  that  you  are  closing  today. 
You  go  to  close  that  deal,  and  what  happens? 

Mr.  Morales.  He  would  take  out  the  delinquent  payments,  and 
I  would  go  out  and  collect  them  from  my  closer. 

Mr.  O'Leary.  In  other  words,  the  money  that  you  would  receive, 

otherwise  receive  at  your  closing,  was  reduced  by 

Mr.  Morales.  The  payments  that  I  made.  That  is  correct. 
Mr.  O'Leary.  Whatever  was  delinquent? 
Mr.   Morales.  That  is  correct. 

Mr.  O'Leary.  Mr.  Morales,  going  back  to  the  closing,  ordinarily 
did  the  buyer  pay  the  fee  to  the  attorney  that  you  recommended? 
Mr.  Morales.  Yes. 
Mr.  O'Leary.  What  would  that  fee  be? 
Mr.  Morales.  It  varied  from  a  hundred  dollars  on  up. 
Mr.  O'Leary.  Depending  on  how  much  money  the  buyer  had? 
Mr.  Morales.  That  is  correct. 
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Mr.  O'Leary.  In  return  for  recommending  the  attorney  to  one  of 
the  buyers,  what  would  you  get  from  him? 

Mr.  Morales.  The  attorney? 

Mr.  O'Leary.  Yes. 

Mr.  Morales.  I  wouldn't  get  anything. 

Mr.  O'Leary.  Mr.  Morales,  do  you  have  a  license  to  sell  real 
estate  in  New  York? 

Mr.  Morales.  No,  I  do  not. 

Mr.  O'Leary.  All  right. 

Mr.  Blum.  Are  you  familiar  with  the  welfare  department's  pro- 
grams for  relocation,  and  the  programs  designed  to  help  welfare 
people  to  find  a  place  to  live,  where  they  pay  the  broker  monthly 
commissions? 

Mr.  Morales.  Yes. 

Mr.  Blum.  Do  you  think  that  the  payment  of  those  commissions 
and  the  relocation  fees  in  effect  helped  the  panic,  when  panic  would 
start  in  a  neighborhood,  where  a  dealer,  for  example,  finds  some 
welfare  tenants  and  moves  them  in,  and  sort  of  get  things  rolling? 

Mr.  Morales.  Excuse  me.  Could  you  rephrase  that? 

Mr.  Blum.  Was  it  a  common  practice  in  the  real  estate  industry 
to  find  a  house  and  get  a  couple  of  tenants  for  that  house  from  the 
welfare  department  to  rent  it,  and  then  perhaps  watch  the  rest  of  the 
neighbors  leave,  making  houses  available  to  buy? 

Mr.  Morales.  No;  I  would  not  say  that  was  a  common  practice. 

Mr.  Chumbris.  Mr.  Morales,  would  you  speak  closer  to  the 
microphone,  please? 

Mr.  Blum.  Did  that  happen? 

Mr.  Morales.  Not  with  welfare.  I  don't  think  so;  because,  back 
when  I  was  in  business,  the  welfare  department  did  not  pay  com- 
missions. 

Mr.  Blum.  You  left  the  busiaess  before  the  welfare  department 
started 

Mr.  Morales.  No.  They  were  paying  at  that  time,  but  I  am  saying 
that  at  the  earlier  part  when  I  was  in  business — later  on,  when  I  left 
the  business,  the  whole  neighborhood  was  integrated  already  so  it 
did  not  matter. 

Mr.  Blum.  Did  you  fuid  tenants  for  the  houses  you  purchased 
through  the  welfare  department? 

Mr.  Morales.  That  is  correct. 

Mr.  Blum.  Did  you  or  your  mother  act  as  agents  in  getting  those 
tenants  and  collecting  commissions? 

Mr.  Morales.  My  mother  would. 

Mr.  Blum.  And  finder's  fees  as  well? 

Mr.  Morales.  Sometimes.  Later  on,  when  my  mother — my  mother 
is  a  broker — she  would  get  fees  for  renting  apartments  from  the  welfare 
department. 

Mr.  Blum.  I  would  like  to  go  back  to  the  question  of  negotiations 
for  points.  You  said  that,  if  you  had  a  disagreement  over  points  at 
Inter-Island,  you  would  go  in  and  talk  to  Mr.  Sirote.  Now,  how  did 
that  work?  Didn't  you  know  how  many  points  you  were  paying  at 
the  time  of  the  deal  closing? 

Mr.  Morales.  No;  because  that  would  vary.  The  points  varied 
from  day  to  day.  Well,  not  from  day  to  day,  but  they  did  vary. 
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Mr.  Blum.  And  T  take  it  that  the  mortgage  company  would  always 
try  to  extract  a  few  extra  pomts  out  of  you  at  the  closing? 

Mr.  Morales.  No.  They  had  a  pretty  standard  amount.  The 
amount  was  pretty  standard. 

Mr.  Blum.  Well,  if  it  was  pretty  standard,  why  was  there  a  dis- 
agreement over  it? 

Mr.  Morales.  They  would  raise  it.  I  was  told  that  they  went  by 
Fannie  Mae.  Whatever  Fannie  Mae  was  buying  at,  it  would  go  up. 

Mr.  Blum.  It  would  be  a  little  more  than  Fannie   Mae  was? 

Mr.  Morales.  Down  or  up,  depending  on  how  much  money  was  in 
the  market. 

Mr.  Blum.  You  would  not  know  that  until  the  day  that  you 
actually  closed? 

Mr.  Morales.  No.  We  were  advised  how  Fannie  Mae  was  going, 
down  or  up,  but  sometimes  you  were  just  caught  by  surprise. 

Mr.  Blum.  I  guess  when  you  were  at  the  closing,  and  you  were 
told  that  it  would  be  eight  points  instead  of  six,  you  couldn't  exactly 
take  the  deal  somewhere  else  because  you  are  all  caught  up  in  closing 
on   that  day  because   of   the   contract. 

Mr.  Morales.  I  have  my  buyer,  my  seller,  the  attorneys,  every- 
body   there. 

Mr.  Blum.  So  it  becomes  pretty  difficult  for  you  to  negotiate,  or 
for  you  to  leave  the  situation.  You  pretty  well  have  to  close?  He's 
got  you,  hasn't  he? 

Mr.  Morales.  Well,  3'OU   can  say  that.    Yes. 

Mr.  Blum.  Did  the  same  negotiating  process  go  on  at  United? 

Mr.  Morales.  Not  so  much  so.  United  was  pretty  well  standard. 

Mr.  Blum.  You  did  not  have  as  much  of  an  argument  over  how 
many  points  to  pay?  How  much  would  you  be  paying  in  points?  How 
many  points  were  involved? 

Mr.  Morales.  That  varied. 

Mr.  Blum.  What  was  the  most  that  you  ever  paid  in  points? 

Mr.  Morales.  Twelve  points. 

Mr.  Blum.  Wliat  was  the  least  that  you  ever  paid  in  points? 

Mr.  Morales.  I   believe    around   four. 

Mr.  Blum.  It  was  never  less  than  four  points? 

Mr.  Morales.  Not  to  my  knowledge.  I  don't  remember. 

Mr.  Blum.  Did  you  have  to  pay  any  other  people  at  the  mortgage 
company?  For  example,  did  you  have  to  give  gratuities  to  people  in 
the  processing  departments  or  elsewhere  to  speed  things  up? 

Mr.  Morales.   Yes.  I  didn't  have  to,  but  I  would. 

Mr.  Blum.  Did  you  find  that  that  helped  get  things  moving  through 
the  company  pretty  well  that  way? 

Mr.  Morales.  Of  course.  Yes,  sir. 

Mr.  Blum.  When  you  visited  the  mortgage  companies,  would 
you  have  been  able  to  pick  up  copies  of  blank  FHA  forms,  such  as 
verifications  for  deposit  and  verifications  of  employment? 

Mr.  Morales.  I  had  access  to  them,  yes. 

Mr.  Blum.  You  had? 

Mr.  Morales.  I  had  access.  They  were  out  in  the  open  where 
you  could  just  pick  them  up  and  walk  out  with  them. 

Mr.  Blum.  Mr.  Morales,  did  you  ever  pay  points,  to  any  officials  of  any 
of  the  mortgage  companies  that  you  did  business  with,  under  the  table? 
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Mr.  Morales.  Never  under  the  table,  no. 

Mr.  Blum.   You  never  paid  them  points,  under  the  table? 

Mr.  Morales.  No. 

Mr.  Blum.   You  would 

Mr.  Morales.  They  would  just  hand  me  checks  and  sign. 

Mr.  Blum.  You  would  sign?  Did  you  ever  give  a  check  that  you 
signed  as  a  receipt  to  you,  proceeds  of  the  closing,  and  then  give  that 
check  which  you  had  endorsed  to  an  official  of  United? 

Mr.  Morales.  The  checks  were — you  had  a  pile  of  checks.  Some- 
times I  would  have  to  sign;  sometimes  only  the  buyer  because  things 
changed.  I  don't  know  exactly  how  that  worked.  My  only  interest  was 
to  get  my  check. 

Mr.  Blum.  Let  me  try  that  again.  We  are  at  a  closing,  and  you 
are  getting  a  number  of  checks  there  which  represent  the  money  you 
have  made  on  the  deal.  Right? 

Mr.  Morales.  Right. 

Mr.  Blum.  Those  checks,  some  of  them  are  made  payable  to  John 
Morales,  right? 

Mr.  Morales.  That  is  correct. 

Mr.  Blum.  Now,  did  you  endorse 

Mr.  Morales.  Sometimes  checks  would  be  made  payable  to  me, 
and  sometimes  they  were  made  payable  to  the  buyer,  which  they 
had  to  endorse.  Sometimes  the  buyer  and  myself  had  to  endorse 
the  check. 

Mr.  Blum.  Okay,  but  I  am  asking  this.  At  the  closing,  after  you 
endorsed  the  checks,  did  you  ever  deliver  checks  that  you  had  en- 
dorsed to  an  official  of  the  mortgage  company? 

Mr.  Morales.  No.  The  closer  would  keep  all  the  checks  there, 
whatever  was  due  them. 

Mr.  Blum.  Did  you  ever  get  less  than  you  were  supposed  to  out 
of  a  deal? 

Mr.  Morales.  I  couldn't  answer  you  on  that. 

Mr.  Blum.  Didn't  you  watch  that  pretty  carefully? 

Mr.  Morales.  Well,  I  had  my  attorney  there.  That  is  why  I  didn't 
check  anything.  Whatever  he  gave  to  me  as  a  check,  that  is  what  I 
accepted.  I  had  faith  in  him. 

Mr.  Blum.  Let  me  go  back  to  the  welfare  department  operating  in 
East  New  York.  What  do  you  think  of  the  way  they  administered 
commission  and  relocation  subsidy  programs? 

Mr.  Morales.  I  think  it  is  very  bad. 

Mr.  Blum.  Very  bad?  Why  do  you  say  that? 

Mr.  Morales.  Because  a  tenant  could  be  living  in  an  apartment 
for  6  months  without  paying  rent,  and  the  welfare  department  would 
just  turn  around  and  move  them  out  to  another  apartment,  leaving 
the  homeowner  stuck. 

Mr.  Blum.  Do  you  think  that  that  meant  that  a  lot  of  the  people 

Mr.  Morales.  They  couldn't  keep  up  their  homes  because  here 
they  were  counting — the  FHA  takes  it  as  part  of  the  income.  When 
you  submit  to  the  FHA  for  a  firm  commitment,  they  accept  the  rent 
as  part  of  your  income,  what  the  rental  would  be. 

Mr.  Blum.  So  collecting  the  rent  from  the  people  who  lived  in  those 
houses  was  very  critical  to  whether  or  not  the  houses  were  candidates 
for  foreclosure? 
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Mr.  Morales.  Yes,  some  of  the  homes. 

Mr.  Blum.  Mr.  Morales,  is  it  not  a  fact  that,  in  a  large  number  of 
cases  in  Brooklyn,  these  FHA  programs  were  simply  a  way  of  a  man 
becoming  a  landlord ;  that  what  you  would  do  is  get  an  FHA  mortgage 
on  a  house,  and  then  collect  rent  and  make  the  payments? 

Mr.  Morales.  No. 

Mr.  Blum.  You  did  not  know  of  any  of  that  happening? 

Mr.  Morales.  No. 

Mr.  Blum.  Why  did  you  leave  the  business  in  New  York? 

Mr.  Morales.  Because  of  the  investigation  and  all  of  this.  I  moved 
away. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  Chumbris.  I  have  no  questions. 

Senator  Hart.  Mr.  Morales,  first  you  said  that  almost  all  of  the 
time 

Mr.  Morales.  Excuse  me? 

Senator  Hart.  You  said  that  almost  all  of  the  time  you  closed  deals 
with  the  mortgate  company  that  had  given  you  the  short-money  loan. 
Ninety-nine  percent  of  the  time. 

Mr.  Morales.  That  is  correct. 

Senator  Hart.  Was  there  any  particular  reason  for  the  1  percent 
where  you  did  not? 

Mr.  Morales.  Well,  if  you  didn't  like  what  discount  they  were 
charging  you;  if  you  felt  that  they  were  charging  you  too  much,  you 
had  your  right,  they  did  not  hold  the  files  on  you  because  by  law, 
again,  they  would  have  to  release  them.  So  they  would  release  them. 
But  if  they  were  charging  you  12,  and  another  company  would  charge 
you  4,  you  would  take  it  out. 

I  am  saying  that  usually  the  points  did  not  vary  that  much  because 
if  they  were  charging  you,  let's  say  8,  and  you  could  take  it  elsewhere 
for  7,  it  did  not  pay  because  you  would  have  to  pay  1  point,  or  1 
percent  discount,  for  their  servicing,  which  they  already  had  done. 

Senator  H^rt.  The  description  that  you  give  of  your  experience 
would  suggest  that  if  the  people  at  the  mortgage  company  do  not  send 
out  for  verification,  the  employment  form,  and  do  not  verify  the  bank 
deposit  form,  as  a  matter  of  practical  fact,  who  Ls  going  to  know  that? 
Certainly  nobody  at  the  FHA,  are  they? 

Mr.  Morales.  No. 

Senator  Hart.  Were  there  phony  employment  forms  in  use  in  the 
Brownsville  section  during  the  period  that  you  were  in  this  business? 

Mr.  Morales.  I  would  imagine  so. 

Senator  Hart.  You  would  imagine  it  because  of  what? 

Mr.  Morales.  I  have  read — from  reading  the  papers. 

Senator  Hart.  You  yourself  have  no  personal  knowledge? 

Mr.  Morales.  No. 

Senator  Hart.  After  5  years  of  this,  is  it  fair  to  say  that  the  system 
seems  to  be  shot  through  with  fraud  from  top  to  bottom? 

Mr.  Morales.  Excuse  me,  would  you — - — 

Senator  Hart.  It  does  seem? 

Mr.  Morales.  No,  no.  I  didn't  get  the  whole  question. 

Senator  Hart.  You  have  described  your  experience,  and  you  lived 
through  it  for  5  years.  Isn't  there  fraud  in  almost  every  aspect  of  the 
operation? 
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Mr.  Morales.  I  feel  that  the  biggest  one  would  be  the  credit  re- 
ports, because  they  were  not  doing  what  job  was  required. 

Senator  Hart.  I  am  advised  that  there  is  a  vote,  but  I  think  that 
Mr.  Blum  has  several  more  questions,  or  Mr.  Chumbris  has. 

Mr.  Chumbris.  Mr.  Morales,  when  did  you  terminate  your  work 
as  a  real  estate  broker?  How  long  ago? 

Mr.  Morales.  A  year  and  a  half  or  2  years  ago. 

Mr.  Chumbris.  You  were  in  it  since  1965? 

Mr.  Morales.  Around  there.  I  could  not  tell  you  exactly. 

Mr.  Chumbris.  How  lucrative  a  business  was  it  for  you  personally? 

Mr.  Morales.  Very  good. 

Mr.  Chumbris.  What  are  you  doing  now? 

Mr.  Morales.  I  am  living  in — well,  someplace — and  I  am  buying 
land.  I  rent  heavy  equipment,  machinery,  bulldozers  and  loaders, 
diflForent  kinds,  and  diggers.  But  I  am  not  in  the  real  estate  business 
in  New  York. 

Mr.  Chumbris.  Did  you  personally  do  any  appraisal  of  your  own 
for  others? 

Mr.  Morales.  I  am  not  a  broker  or  an  appraiser. 

Mr.  Chumbris.  You  are  neither  a  broker  nor  an  appraiser? 

Mr.  Morales.  No,  sir. 

Mr.  Blum.  Mr.  Morales,  which  other  mortgage  companies  beside 
United  and  Inter-Island  did  you  do  business  with? 

Mr.  Morales.  I  did  business  with  Springfield,  Inter-Island,  Hogar. 

Mr.  Blum.  Did  you  ever  do  business  with  Dale? 

Mr.  Morales.  No,  not  that  I  remember. 

Mr.  Blum.  How  about  Spartacus? 

Mr.  Morales.  No. 

Mr.  Blum.  Why  did  you  move  from  one  to  another? 

Mr.  Morales.  Well,  they  had  solicitors  coming  around  to  solicit 
business  from  the  brokers.  We  started  giving  them  one  deal,  and  before 
you  know  it,  you  gave  them  all  your  business. 

Mr.  Blum.  Was  there  ever  a  specific  event,  for  example,  a  quarrel 
with  one  or  the  other  of  the 

Mr.  Morales.  I   had   one  with   Inter-Island. 

Mr.  Blum.  Was  that  the  quarrel  that  you  alluded  to  before  over 
collecting  the  payment  on  the  mortgages  on  the  houses  that  you  had 
sold? 

Mr.  Morales.  Yes,   that  is  correct. 

Mr.  Blum.  Did  you  have  any  kind  of  quarrel  before  you  left 
United? 

Mr.  Morales.  Not  really,  because  I  still  speak  to  them.  1  am 
friendly  with  them. 

Mr.  Blum.  Did  you  have  any  conversations  with  any  officials  of 
United  about  your  testimony  here  this  morning? 

Mr.  Morales.  No,  I  did  not. 

Mr.  Blum.  Have  you  talked  to  Mr.  Bernard  Roth  about  your 
testimony  here  this  morning? 

Mr.  Morales.  No,  I  have  not. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  O'Leary.  Mr.  Morales,  isn't  it  fair  to  say  that,  if  a  mortgage 
company  did  not  make  short  money  available,  that  you  would  not 
do  business? 
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Mr.  Morales.  Yes. 

Mr.  O'Leary.  There  were  other  mortgage  companies  that  came 
around  and  tried  to  solicit  that  did  not  lend  short  money? 

Mr.  Morales.  That  is  correct. 

Mr.  O'Leary.  So  you  went  where  the  short  money  was? 

Mr.  Morales.  That  is  right. 

Mr.  O'Leary.  Thank  you. 

Senator  Hart.  If  there  are  no  further  questions,  Mr.  Morales, 
thank  you  very  much.  Your  testimony  is  forthright,  and  we  appreciate 
it. 

There  is  a  vote,  a  roll  call  occurring  on  the  Senate  floor.  We  will 
take  a  brief  recess.  Normally  it  involves  only  about  10  minutes. 

(A  short  recess  was  taken.) 
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STATEMENT  OF  GERARD  CANAVAN,  ATTORNEY 

Senator  Hart.  The  committee  will  be  in  order.  Our  next  witness 
is  Mr.  Gerard  Canavan,  and  the  record  should  reflect  that  Mr.  Cana- 
van  does  appear  pursuant  to  a  subpena. 

Mr.  Canavan? 

(Mr.  Gerard  Canavan  was  sworn  in  by  the  chairman.) 

Senator  Hart.  Mr.  Canavan,  I  understand  that  you  are  represented 
by  counsel,  and  that  he  accompanies  you  here  today.  Would  you 
kindly  state  for  the  record  his  name? 

Mr.  Canavan.  Mr.  Martin  Schaum. 

Senator   Hart.    Mr.   Schaum,    do   you   represent   Mr.    Canavan? 

Mr.  Schaum.  Yes,  I  do. 

Senator  Hart.  I  am  sure  that  you  have  explained  to  Mr.  Canavan 
his  rights.  For  the  record,  since  you  are  here  under  subpena,  let 
the  committee  indicate  also  our  understanding  of  your  rights. 

You  have  the  right  to  remain  silent,  and  anything  that  you  say 
may  be  used  against  you  in  any  other  proceedings.  You  have,  of 
course,  the  right  to  consult  your  counsel  at  any  time  before  answering 
any  questions.  If  you  decide  to  answer  questions  now,  the  right 
remains  for  you  to  stop  answering  at  any  time. 

If  now  or  later  you  elect  to  remain  silent,  no  adverse  inference  will 
be  drawn  from  that  course  of  conduct  by  this  subcommittee,  nor 
should  anyone  else  derive  such  an  inference. 

Now,  do  you  understand  these  rights? 

Mr.  Canavan.  Yes,  sir. 

Senator  Hart.  Are  you  willing  to  waive  them  and  answer  questions 
today? 

Mr.  Canavan.  Yes,  sir. 

Mr.  Chumbris.  Mr.  Chairman,  may  we  ask  that  Mr.  Canavan 
spell  his  counsel's  name? 

Mr.  Canavan.  S-c-h-a-u-m. 

Mr.  Blum.  Mr.  Canavan,  are  you  an  attorney? 

Mr.  Canavan.  Yes,  I  am. 

Mr.  Blum.  Who  is  your  employer? 

Mr.  Canavan.  The  firm  of  Katz,  Wittenberg,  Levine  &  Silverman. 

Mr.  Blum.  That  firm  represents  United  and  related  companies? 

Mr.  Canavan.  That  is  correct. 

Mr.  Blum.  You  have  been  directed  by  officials  of  United  to  cooper- 
ate fully  with  this  committee,  is  that  correct? 

Mr.  Canavan.  Yes,  I  have. 

Mr.  Blum.  So  that  in  that  respect  you  are  appearing  here  with 
their  consent? 

Mr.  Canavan.  Yes,  I  am. 

Mr.  Blum.  How  long  have  you  worked  in  the  capacity — in  that 
capacity,  with  the  law  firm  of  United? 

Mr.  Canavan.  In  June,  it  will  be  13  years. 

Mr.  Blum.  What  were  your  duties? 

Mr.  Canavan.  Primarily  closing  attorney. 

Mr.  Blum.  Can  you  tell  us  who  is  present  at  a  typical  United 
closing?  What  does  it  look  like  around  that  closing  table? 

Mr.  Canavan.  Well,  you  have  a  title  man,  and  you  have  a  buyer 
and  a  seller,  usually  two  people  on  each  side.  Usually  you  have  an 
attorney  for  each,  and  myself. 
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Mr.  Blum.  Are  most  of  the  purchasers'  attorneys  selected  for  them 
by  the  broker-speculator? 

Mr.  Canavan.  No,  I  wouldn't  say  most  of  them.  Some  of  them  are, 
but  I  would  not  say  most  of  them. 

Mr.  Blum.  Did  you  ever  refuse  to  close  a  deal  as  a  representative 
of  United  because  you  had  reason  to  believe  that  the  deal  was  fraudu- 
lent? 

Mr.  Canavan.  Well,  there  have  been  a  few  cases  where  I  discussed 
with  Mr.  Roth  the  quality  of  the  ca^e,  and  we  decided  not  to  close  it. 
There  have  been  a  few . 

There  were  also  a  few  that  fortunately  we  had  inspected  the  prop- 
erty shortly  before  the  closing  and  found  the  houses  vandalized,  so 
we  did  not  close  them. 

Mr.  Blum.  You  refused  to  close  on  those? 

Mr.  Canavan.  Yes,  we  refused. 

Mr.  Blum.  Would  you  say  that  that  was  a  rare  situation? 

Mr.  Canavan.  A  rare  situation,  yes. 

Mr.  Blum.  Were  any  steps  taken  at  the  closing  to  determine 
whether  the  guy  who  turned  up  as  the  buyer  really  was  the  person 
who  he  was  representing  to  be  as  he  signed  his  name?  Any  sort  of  a 
precaution? 

Mr.  Canavan.  We  usually  left  this  up  to  the  notary.  It  was  his 
function  to  determine  whether  or  not  they  were  the  proper  parties. 
This  was  normally  done  by  introduction,  and  then,  on  our  mortgage 
form,  we  would  ask  the  attorney  to  witness  the  signature. 

Mr.  Blum.  Let  us  go  through  the  situation.  If  the  broker  is  the 
one  who  introduces  the  buyer  to  his  attorney,  and  then  the  indi- 
vidual, the  attorney  introduces  the  guy  to  the  notary,  there  is  really 
no  independent  verification  of  who  that  guy  is  beyond  the  broker's 
having  said,  "This  is  Joe  Blow  who  is  buying  the  house"? 

Mr.  Canavan.  Well,  there  have  been  instances  where  we  have 
questioned  them,  asked  to  see  a  driver's  license,  and  there  would  be 
instances  where  a  minor  might  be  present,  and  we  would  not  be  per- 
mitted to  close  with  a  minor  as  the  mortgage  buyer. 

Mr.  Blum.  Would  you  routine]}^  ask  for  some  identification,  such 
as  a  driver's  license? 

Mr.  Canavan.  Not  routinely,  no.  That  was  the  exception  to  the 
rule. 

Mr.  Blum.  Were  closings  at  United  ever  delayed  because  of  differ- 
ences; because  the  broker-dealer  and  Mr  Roth  disagreed  on  the 
number  of  points  to  be  collected? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  Was  that  a  frequent  occurrence? 

Mr.  Canavan.  Quite  frequent. 

Mr.  Blum.  How  would  the  situation  of  differences  between  them 
arise?  Would  it  be  that  he  wanted  more  points  than  the  broker 
thought  he  should  get? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  That  was  never  a  settled  matter  when  you  went  into 
the  closing? 

Mr.  Canavan.  I  would  say  about  50  percent  of  the  time  our 
solicitors  would  give  point  quotes  which  we  stick  to  completely.  But 
we  would  close  at  market,  which  we  do  with  most  of  our  customers;  we 
would  close  at  market. 
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Mr.  Blum.  At  market?  That  would  be  decided  on  the  day  the  people 
walked  in  to  make  the  deal? 

Mr.  Canavan.  Right. 

Mr.  Blum.  What  would  happen?  Would  they  leave  the  closing 
room,  the  broker  and  Mr.  Roth,  and  go  into  his  office  and  discuss 
it? 

Mr.  Canavan.  They  would  go  into  Mr.  Roth's  office  and  have  a 
rip-roaring  battle. 

Mr.  Blum.  Over  how  many  points  they  would  be  required  to  pay 
to  close  the  deal? 

Mr.  Canavan.  Right. 

Mr.  Blum.  In  that  situation,  they  would  then  come  back  and  the 
checks  would  be  drawn  once  the  agreement  was  reached  with  the 
appropriate  number  of  points  coming  out  of  the  proceeds? 

Mr.  Canavan.  Whatever  the  agreement  was  between  Mr.  Roth  and 
the  broker. 

Mr.  Blum.  In  a  closing,  did  you  ever  witness  a  situation  in  which 
the  broker  received  a  check,  endorsed  that  check,  and  then  delivered 
the  check  to  Mr.  Roth? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  What  was  that  payment  for? 

Mr.  Canavan.  I  don't  know. 

Mr.  Blum.  But  that  happened? 

Mr.  Canavan.  Yes,  it  happened. 

Mr.  Blum.  It  happened  more  than  once? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  Would  you  describe  it  as  being  relatively  routine? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  Was  there  any  explanation  offered  to  you  as  to  why  it 
happened? 

Mr.  Canavan.  No. 

Mr.  Blum.  Mr.  Roth  was  president  of  the  company,  was  he  not? 

Mr.  Canavan.  Yes,  he  was. 

Mr.  Blum.  And  he  was  the  guy  who  decided  the  number  of  points 
to  be  collected,  is  that  correct? 

Mr.  Canavan.  Yes,  he  did.  I  had  a  certain  amount  of  discretion, 
let's  put  it  that  way — maybe  a  half-a-point  discretion  in  the  case. 

Mr.  Blum.  Were  there  particular  brokers  who  this  occurred  with 
more  frequently  than  others — large  operators,  perhaps,  rather  than  the 
small  ones? 

Mr.  Canavan.  No.  I  would  say  that  we  would  have  more  trouble 
with  the  smaller  ones.  He  would  not  be  as  familiar  with  the  market. 
He  would  come  in  and  not  know  what  Fannie  Mae's  price  was. 

Mr.  Blum.  Well,  I  am  not  talking  about  the  negotiations.  I  am 
talking  about  the  check  that  would  be  endorsed  and  then  go  back  to 
Mr.  Roth. 

Mr.  Canavan.  Well,  that  could  happen  on  any  closing. 

Mr.  Blum.  That  could  happen  on  any  closing? 

Mr.  Canavan.  Right. 

Mr.  Blum.  Would  that  have  also  included  closings  that  would  be 
done  by  R.  &  W.  Associates? 

Mr.  Canavan.  No. 

Mr.  Blum.  No? 

Mr.  Canavan.  No. 
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Mr.  Blum.  There  were  no  payments  of  that  kind  in  those  closings? 
Mr.  Canavan.  No. 

Mr.  Blum.  Do  you  recall  any  of  the  names  of  the  ones  that  did  pay 
those  checks  back? 

Mr.  Canavan.  You  mean  brokers? 
Mr.  Blum.  Brokers,  yes. 

Mr.  Canavan.  It  is  kind  of  difficult  to  remember  anybody  in 
particular. 

Mr.  Blum.  Rather  than  pursue  that  further,  I  am  sure  it  will  not 
help  us  particularly  to  know,  or  to  press  your  memory  on  this  at  this 
point,  but  I  just  wondered  if  it  ever  crossed  your  mind  that  this 
might  be  some  sort  of  kickback  or  payoff  to  Mr.  Roth  that  you  knew 
nothing  about?  You  simply  did  not  know  anything  about  this? 
Mr.  Canavan.  Possibly  for  services  rendered. 
Mr.  Blum.  You  wouldn't  know  what  those  services  were? 
Mr.  Canavan.  No.  He  would  work  hard  on  a  case,  or  something  like 
this. 

Mr.  Blum.  This  is  just  not  accounted  for  in  the  books  and  records  of 
United? 
Mr.  Canavan.  No. 

Mr.  Blum.  This  was  Mr.  Roth's  side  transaction? 
Mr.  Canavan.  Yes. 

Mr.  Blum.  According  to  records  that  you  have  submitted  to  the 
subcommittee,  you  received  gratuities  at  a  closing  from  the  broker- 
dealer  as  a  matter  of  routine.  Is  that  correct? 

Mr.  Canavan.  In  less  than  50  percent  of  the  cases,  yes.  I  stated 
that  in  my  statement. 

Mr.  Blum.  We  were  informed  by  one  of  the  earlier  witnesses  that 

some  brokers  did  a  large  volume  of  business  with  the  company  in  the 

course  of  a  year.  Would  that  have  meant  that  a  particular  broker 

would  have  paid  you  quite  a  bit  of  money  over  the  course  of  a  year? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  Did  the  payment  of  gratuities  ever  induce  you  to  over- 
look a  flaw  in  the  closing  statement? 

Mr.  Canavan.  To  my  knowledge,  I  have  never  closed  a  bad  loan  in 
my  life.  I  certainly  would  not  be  induced  by  a  tip. 

Mr.  Blum.  It  is  your  understanding  that  the  payment  of  gratuities 
is  customary  where  there  is  a  closing  at  a  mortgage  company? 
Mr.  Canavan.  Yes,  very  common. 

Mr.  Blum.  Who  is  responsible 

Mr.  ScHAUM.  Excuse  me,  Mr.  Blum,  for  further  elaboration  on  the 
last  question. 

Mr.  Blum.  Of  course. 

Mr  Canavan.  This  has  been  a  longtime  tradition.  It  goes  back 
before  m}^  time  even,  where  gratuities  were  given  out  to  closing 
attorneys. 

Mr.  Blum.  What  is  the  usual  pattern  of  gratuity?  The  home  buyer 
pays  it,  or  who  pays  it? 

Mr.  Canavan.  No.  Usually  the  real  estate  operator  pays  it. 

Mr.  Blum.  What  does  that  run  on  the  average? 

Mr.  Canavan.  It  is  hard  to  say.  They  run  anywhere  from  $5  to  $25. 

Mr.  Blum.  Depending  on  who  the  guy  was,  and  how  generous? 

Mr.  Canavan.  How  generous  he  was. 
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Mr.  Blum.  How  good  the  deal  was,  or  how  much  work  was  involved 
in  closing? 

Mr.  Canavan.  Well,  once  in  a  while  there  would  be  a  more  difficult 
closing,  and  the}-  would  give  me  a  little  extra  money. 

Mr.  Blum.  Who  bears  the  responsibility,  and  I  don't  recall  if  I  asked 
this,  for  the  veracity  of  the  closing  statement  which  shows  the  dis- 
persal of  funds? 

Mr.  Canavan.  I  do. 

Mr.  Blum.  You  do? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  At  a  typical  back-to-back  closing,  is  title  usually  in  fact 
conveyed  to  the  operator  who  then  reconveys  it  to  the  eventual 
buyer?  Or  would  the  closing  sheets  show  Sam  Cohen  selling  his  house 
to  Joe  Jones,  with  a  lot  of  money  going  to  the  operator?  What  was  the 
situation? 

Mr.  Canavan.  I  would  say  it  was  more  equal.  In  about  50  percent  of 
the  cases,  the  deal  would  go  directly  between  the  ultimate  buyer  and 
the  seller. 

Mr.  Blum.  But  it  would  not  have  been  unusual  for  the  checks  in 
that  kind  of  closing  to  be  personally  made  payable  to  the  operator? 

Mr.  Canavan.  No. 

Mr.  Blum.  And  then  he  would,  perhaps,  endorse  those  checks  over 
as  were  appropriate  to  the  original  owner?  Would  that  be  the  way  it 
worked? 

Mr.  Canavan.  Oh,  no. 

Mr.  Blum.  The  check  to  the  original  owner,  too? 

Mr.  Canavan.  Yes. 

Mr.  Blum.  I  see.  In  the  records  that  3^ou  sent  to  the  subcommittee, 
you  indicated  that  you  had  an  ownership  interest  in  several  corpora- 
tions which  traded  in  real  property.  Would  you  identify  those  for  us? 

Mr.  Canavan.  There  were  two.  One  was  West  Housing  Corp., 
which  is  up  in  Mount  Vernon.  Also,  Elbar  Holding  Corp.,  which  is  an 
operating- type  function. 

Mr.  Blum.  What  was  your  role  in  them? 

Mr.  Canavan.  Well,  when  my  brother-in-law  got  out  of  the  Navy 
as  a  liberal  arts  graduate,  and  he  was  having  difficulty  finding  a  job,  I 
took  out  a  broker's  license  and  I  set  him  up  in  business.  I  lent  him 
$6,000,  which  I  never  got  back,  by  the  way. 

The  corporations  are  now  still  in  existence  but  are  absolutely  not 
doing  any  business. 

Mr.  Blum.  How  many  properties  did  they  trade  in  at  the  time  that 
they  were  in  business? 

Mr.  Canavan.  I  would  say,  in  the  7  years  that  they  were  in  business, 
they  traded  about  35. 

Mr.  Blum.  Were  most  of  the  mortgages  on  those  obtained  at 
United? 

Mr.  Canavan.  All  of  them. 

Mr.  Blum.  Did  United  pay  you  any  sort  of  commission  for  bring- 
ing them  in? 

Mr.  Canavan.  No,  none. 

Mr.  Blum.  Mr.  Canavan,  did  you  ever  see  the  same  individual 
attend  a  closing  as  a  buyer  of  more  than  one  closing  from  the  same 
broker-dealer? 

Mr.  Canavan.  Yes. 
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Mr.  Blum.  Do  you  recall  who? 

Mr.  Canavan.  I  would  say  that  maybe  I  had  seen  him  four  or  five 
times  in  my  13  years.  One  of  them  would  be  Marian  Orenstein,  who 
had  bought  a  house  in  Borum  Hills,  sold  the  house,  and  moved  to 
Fort  Green.  She  financed  both  times  through  us. 

Mr.  Blum.  That  was  in  the  category  of  regular  customer,  though? 
Mr.  Canavan.  No,  no.  She  was  an  individual.  She  didn't  even 
come  in  through  a  broker. 

Mr.  Blum.  An  individual  whom  you  knew?  She  was  just  coming 
back? 

Mr.  Canavan.  Right. 

Mr.  Blum.  But  you  didn't  see  a  situation  like  this,  where  an  operator 
would  bring  the  same  straw  in  to  closings  again  and  again? 

Mr.  Canavan.  No;  but  for  a  while  there,  we  made  transactions 
which  were  called  dealer  loans.  A  dealer  loan  would  be  where  the  FHA 
would  approve  the  loan  for  the  operator  in  his  name  and,  at  that  point, 
we  would  make  the  mortgage  to  him. 

It  would  be  a  smaller  mortgage  than  would  normally  be  granted  by 
the  FHA.  He  would  come  back  and  buy  a  second.  He  was  entitled  to 
up  to  four  units. 

Mr.  Blum.  Four  houses? 

Mr.  Canavan.  Right. 

Mr.  Blum.  Were  many  of  these  loans  closed  by  United? 

Mr.  Canavan.  No,  very  few. 

Mr.  Blum.  Did  Mr.  Roth  discuss  3^our  appearance  here  with  you? 

Mr.  Canavan.  No,  he  did  not,  other  than  to  advise  me  to  bring 
counsel. 

Mr.  Blum.  Did  Mr.  Roth  ask  to  see  the  materials  that  you  sub- 
mitted to  us? 

Mr.  Canavan.  I  don't  think  he  asked  to  see  them.  I  submitted  a 
copy  to  the  bank.  The  bank  asked  me  for  them.  Mr.  Roth  never 
asked  me. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  Chumbris.  I  have  no  questions. 

Mr.  O'Leary.  I  don't  have  anything. 

Senator  Hart.  We  may  or  may  not  be  finished,  sir. 

Mr.  Blum.  I  have  just  one  final  question  about  title  insurance. 
Were  there  any  different  title  companies  who  did  business  with  United? 

Mr.  Canavan.  We  do  business  with  every  licensed  title  company 
in  the  city  of  New  York. 

Mr.  Blum.  Those  were  typically  selected  by  who? 

Mr.  Canavan.  Normally  by  the  purchaser's  attorney,  but  some- 
times by  the  broker. 

Mr.  Blum.  Sometimes  by  the  broker  and  sometimes  by  the  pur- 
chaser's attorney? 

Mr.  Canavan.  Right. 

Mr.  Blum.  Were  you  aware  of  any  sort  of  gratuity  or  ])ayment  by 
the  title  company  as  a  commission  or  finder's  fee,  or  whatever? 

Mr.  Canavan.  They  paid  a  commission. 

Mr.  Blum.  Who  did  the  commission  get  paid  to? 

Mr.  Canavan.  It  went  to  United  Institutional. 

Mr.  Blum.  United  Institutional  would  get  the  commission? 

Mr.  Canavan.  Right. 

Mr.  Blum.  I  have  no  further  questions. 

(Exhibit  material  follows.  Testimony  resumes  on  p.  485.) 
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Material  Relating  to  Gerard  F.  Canavan 

Documents  Received  Under  Subpeona  From  Gerard  F.  Canavan,  Esq. 

Congress  of  the  United  States. 
To  Mr.  Gerard  F.  Canavan,  New  York,  New  York,  Greetings. 

Pursuant  to  lawful  authority,  You  Are  Hereby  Commanded  to  appear  before 
the  Sub-Committee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary 
of  the  Senate  of  the  United  States,  on  Thursday,  March  23,  1972,  at  10  o'  clock 
a.m.,  at  their  committee  room  203  Senate  Annex,  Washington,  D.C.  20510,  and 
bring  with  you  and  produce  to  the  subcommittee  the  documents  described  in 
Attachment  A.  In  lieu  of  personal  appearance,  the  furnishing  of  the  documents 
called  for  in  Attachment  A  to  the  subcommittee  by  registered  mail  on  or  before 
March  23,  1972,  will  be  acceptable  as  compliance  herewith. 

Hereof  fail  not,  as  you  will  answer  your  default  under  the  pains  and  penalties 
in  such  cases  made  and  provided. 

To  the   U.S.    Marshal  or  any  other  authorized  person  to  serve  and  return. 
Given  under  my  hand,  by  order  of  the  committee,  this  6th  day  of  March,  in  the 
year  of  our  Lord  one  thousand  nine  hundred  and  seventy-two. 

Philip  A.  Hart, 
Chairman,    Subcommittee   on   Antitrust   and    Monopoly,    Committee   on   the 
Judiciary  of  the  Senate  of  the  United  States. 

Attachment  A 

1.  For  the  period  January  1,  1967,  to  January  1,  1972,  all  books,  records  and 
papers  relating  to  the  ownership  of  stock  in  domestic  corporations  other  than 
those  listed  on  the  New  York  Stock  Exchange  or  the  American  Stock  Exchange; 
or  in  lieu  thereof  a  table  showing  the  number  of  shares  of  stock  held,  the  names 
of  the  officers,  the  date  or  dates  on  which  the  stock  was  purchased,  the  purcha.se 
price,  the  dividends  paid,  the  date  of  disposition  and  the  consideration  received 
on  disposition. 

2.  For  the  period  January  1,  1967,  to  January  1,  1972,  all  books,  records  and 
papers  relating  to  payments,  consideration  or  other  benefits  received  from  real 
estate  brokers,  real  estate  dealers,  corporations  or  partnerships  which  have 
purchased,  sold,  made  loans  on,  insured  or  received  commissions  from  transactions 
relating  to,  residential  property  in  New  York  State;  or  in  lieu  thereof  for  the 
above  described  payments,  consideration  and  other  benefits,  a  table  showing  the 
date  of  receipt,  the  source,  the  amount  or  a  descrpition  of  the  nature  of  the 
consideration  or  benefit  and  an  estimate  of  its  cash  value  and  the  reason  for  the 
payment. 

3.  For  the  period  January  1,  1967,  to  January  1,  1972,  all  books,  records  and 
papers  relating  to  the  purchase  or  sale  of  real  estate  in  the  State  of  New  York; 
or  in  lieu  thereof  for  the  above  described  transactions  a  table  showing  the  date  of 
purchase,  the  address  of  the  property,  the  purchase  price,  the  mortgagee,  the 
amount  of  the  mortgage,  the  interest  rate,  the  date  of  sale  and  the  sale  price. 

4.  For  the  period  January  1,  1967,  to  February  29,  1972,  for  corporations  under 
your  direction  or  control,  for  partnerships  in  which  you  are  a  partner,  all  books, 
records  and  papers  relating  to  real  estate  acquired  and  disposed  of  within  a  period 
of  one  year;  or  in  lieu  thereof  for  the  above  described  properties,  a  table  for  each 
corporation  showing  the  name  of  the  corporation,  the  address  of  the  property, 
the  date  of  acquisition,  the  name  of  the  vendor,  the  purchase  price,  the  name  of 
the  mortgagee,  if  any,  the  amount  of  the  mortgage  and  the  interest  rate,  a  listing 
of  all  payments  for  personal  services  relating  to  the  property  during  the  period 
it  was  held,  the  date  of  disposition  and  the  name  of  the  purchaser. 

New  York,  N.  Y.,  April  4,  1972. 
Subcommittee  on  Antitrust  and  Monopoly, 
Committee  on  the  Judiciary, 
Senate  of  the  United  States, 
Washington,  D.C. 

Gentlemen:  Enclosed  please  find  the  documents  required  in  lieu  of  personal 
appearance. 

The  documents  were  prepared  from  whatever  records  are  available,  and  accord- 
ingly, represent  to  my  best  knowledge  and  belief  an  accurate  summary  of  trans- 
actions for  the  periods  indicated  in  Attachment  A. 

I  trust  that  you  will  find  this  report  to  be  in  order. 

Very  truly  yours,  Gerard  F.  Canavan. 
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Document    Requested  of  Gerard  F.  Canavan,  Relative  to  Attachment  A 
1.  Ownership  of  Stock  in  Domestic  Corporations 

A.    DAVID    asbestos    CORPORATION,    BROOKLYN,    N.Y. 

Officers 

Raymond  Calamari,  President. 

Joseph  Calamari,  Vice  President. 

Henry  Calamari,  Secretary-Treasurer. 

The  Corporation  was  organized  about  ten  years  ago,  with  Gerard  F.  Canavan 
obtaining  a  10%  interest  upon  his  investment  of  $5,000.00.  The  following  table 
indicates  Mr.  Canavan's  distributive  share  of  the  net  profits  of  the  Company 
for  the  last  five  calendar  years,  said  Company  having  elected  to  file  as  a  Small 
Business  Corporation  for  the  purpose  of  Federal  and  State  Income  Taxes. 

1967 $12,462.  73 

1968 14,  320.  02 

1969 9,  500.  00 

1970 9,400.  00 

1971 6,800.  00 

B.  aevac-audio  visual  educational  products 
Officers 

Joseph  Berkery,  President. 

Gerard  F.  Canavan,  Vice  President  &  Secretary. 

Ira  Hellman,  Treasurer. 

TABLE  OF  INVESTMENTS  IN,  AND  LOANS  MADE  TO,  THE  COMPANY 

Investments 


Shares  Cost  Loans 


1967  purchase 10         $2,500.00. 

1968  purchase... 150         25,000.00 

1968  demand  loan $18,569.67 

1969  loan  dishonored '(18,569.67) 

1970  subchapter  11 2(5,500.00)... 

1970  loan 12,500.00 


Position 3160         22,000.00         12,500.00 

1  Tax  loss  in  1969. 

2  20  percent  devaluation.  Tax  loss  in  1970. 

'  Position  at  Dec.  31, 1971  represents  18  percent  of  the  stock  of  the  company. 

C.    capital  ventures  CORP.,   new  YORK,   N.Y. 

Officers 

Edwin  Katz,  Chairman. 

Bernard  S.  Roth,  President. 

The  Corporation  was  purchased  by  a  number  of  the  employees,  of  which 
Gerard  F.  Canavan  was  one.  The  following  table  represents  Mr.  Canavan's 
investment: 

Number 
of  shares  Cost 

1967 ._ 40  $4,000.00 

Feb.  1,1969 90  35,000.00 


Total 130  39,000.00 

In  May  1969,  the  employees-stock  owners  sold  their  shares  to  Arcs  Industries, 
as  reported  in  Schedule  1-D  following. 

D.    ARCS    INDUSTRIES    (SEE    SCHEDULE    1-c) 

Officers 

Joseph  E.  Robbins,  Chairman. 
Philip  S.  Sassower,  President. 
Arthur  C.  Stanton,  Vice  President. 
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Gerard  F.  Canavan  sold  his  130  shares  of  the  stock  in  Capital  Ventures  Corp., 
costing  $39,000.00  for  $122,010.66  in  cash  and  4,307  shares  of  Arcs  Industries  at 
a  stated  value  of  $5.00  per  share.  The  date  of  the  sale  was  May  28,  1969. 

E.    STOCK    MARKET    TRANSACTIONS 

Acquisitions  Disposals 


Date  Amount    Date  Amount 


500  Canadian  S.  Pete _ Apr.  21,1967  $1,003.15  June  12, 1967  $836.23 

500  Gulf  American Apr.  19, 1967  5,463.75  June    9,1967  5,143.64 

200Cryplex May   10, 1967  5,238.88  Apr.   19, 1967  5,026.50 

100  Lin  Broadcast _ Mar.  25, 1966  850.00  June21,1967  1,709.37 


Total _._. 12,555.78 12,715.74 


500Hico __ Jan.   17, 1968  1,417.50    July     8,1968              1,020.00 

lOOCryplex June  13,1966  1,724.00     May     2,1968             3,657.50 

1500  Hico _ Jan.    17, 1968  4,252.50    Oct.   25, 1968             2,692.50 

500  Athry  Prod Nov.  25,1968  4,996.64 

100  Cosmet.  Yours Apr.  17,1968  1,900.00 

100  Cinemation Oct.     3,1968  3,500.00 

300  Crypiex Apr.  18,1968  7,017.75 

100  Micro. Syst._. Sept.    1,1968  300.00 

200  Listfax _.._ May  27,1968  1,150.00 

500  Pullman  Assoc _ Apr.  18,1968  2,000.00 


Total _ _ 28,258.39 7,370.00 


500  Athry  Prod _ ._ Feb.  17,1969  5,452.98 

100  Wavecom... _ June24,1969               400.00     Nov.    5,1969  497.87 

400  Synchronex Sept.  25, 1969           3,000.00 do 4,485.00 

1000  Kenrich  Corp.. _ May     6,1969           2,707.50    Aug.  25, 1969  1,052.50 

100  Cosmet.  Yours Feb.  21,1969  2,468.50 

400  Cinemation Nov.    5,1969  2,990.00 

1000  Ntl.  Petro ..Feb.    7,1969           6,875.00 do 4,001.20 

250  Comm.  Computer Apr.  29,1969           1,062.50 do 1,522.50 

300  Crypiex Aug.  25,1969  3,086.25 

300  Molybdenite Feb    13,1969           2,388.18 do 924.34 

100  Micro.  Syst        Nov     5,1969  81.00 

200  Listfax do 5,390.00 

500  Pullman  Assoc Jan.     1,1969  2,613.10 

125  Golden  Age      ....Mar.    5,1969               625.00     Nov.    5,1969  2,245.31 

200  Price/Stern          .               do 600.00 do 497.50 

1200  Recoton  Corp Nov.  24, 1969  500.00 

100  Alumina  Ferr Oct.   31,1969  600.00 


Total 18,758.18 37,308.05 


200  Ceradyne Apr.  10,1970  250.00 

500  Hi  Tech.  Ind. Sept.  17, 1970  1,050.00 

500Hi  Tech.  Irid Mar.  19, 1970  2,500.00 


Total -  - 3, 800. 00 


100  Recoton  Corp  _. Dec.  30,1971  309.50 

lOOCeradyne  Dec.  23, 1971  142.75 

IOC  Ceradyne Dec.  30,1971  127.25 

1000  Hi  Tech.  Ind Dec.  23,1971  898.00 

1000  Suntide  Corp June  14,1971  1,017.50 

500  Charter  Fund Sept.  17, 1971  6,500.00 

200  Comm.  Silver  Dec.  16,1971  2,950.00.. 

500  Listfax  .  ...Apr.     1,1971  2,500.00    Dec.  23, 1971  1,311.25 

1000  Arcs  Ind Feb.     1,1971  7,155.00 


Total 20,122.50 2,788.75 


Total.. 83,494.85 60,182.54 

F.    WEST    HOUSING    CORPORATION 

Officers 

Gerard  F.  Canavan,  President. 

George  Frates,  Vice  President  and  Secretary. 

The  Company  was  organized  in  1963  for  the  purpose  of  conducting  business  as 
real  estate  brokers.  Mr.  Canavan's  investment  of  $1,500.00  amounted  to  a  50% 
interest  in  the  200  shares  of  the  Company. 
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The  following  figures  represent  the  taxable  income  (loss)  before  net  operating 
loss  deduction: 

1967 $698.  13 

1968 (3,512.  50) 

1969 (1,240.  65) 

1970 562.  43 

The  Company  terminated  operations  at  December  31,  1970,  and  Mr.  Canavan 
has  taken  a  tax  loss  in  the  year  1971.  Mr.  Canavan  received  no  payments  from  the 
Company  as  salary,  dividends,  etc.,  during  the  period  under  consideration. 

G.    ELBAR   HOLDING    CORP.     (SEE    SCHEDULE   4) 

Officers 

Gerard  F.  Canavan,  President. 

George  Frates,  Vice  President  and  Secreatry. 

The  Company  was  organized  in  1964  for  the  purpose  of  purchasing  and  selling 
real  estate.  Mr.  Canavan's  investment  of  $1,500.00  amounted  to  a  50%  interest 
in  the  200  shares  of  the  Company. 

The  following  figures  represent  the  taxable  income  (loss)  before  net  operating 
loss  deduction: 

1967 ($2,942.  32) 

1968 1,  692.  49 

1969 3,201.  61 

The  Company  terminated  operations  at  December  31,  1970,  there  having  been 
no  activity  during  the  j^ear  1970.  Mr.  Canavan  has  taken  a  tax  loss  in  the  year 
1971.  No  payments  as  salary,  dividends,  etc.  were  received  by  Mr.  Canavan 
during  the  period  under  consideration. 

The  Company  terminated  operations  at  December  31,  1970,  there  having  been 
no  activity  during  the  year  1970.  Mr.  Canavan  has  taken  a  tax  loss  in  the  year 
1971.  No  payments  as  salary,  dividends,  etc.  were  received  by  Mr.  Canavan 
during  the  period  under  consideration. 

2.   Consideration  From  Brokers,   Dealers,  Etc. 

The  following  table  reflects  gratuities  received  from  brokers,  dealers,  etc. 
relative  to  expediting  closings: 

1967 $5,200 

1968 5,200 

1969 5,200 

1970 .        .  5,200 

1971 700 

The  figures  represented  above  reflect  an  estimate  of  gratuities  received  in  the 
years  indicated.  For  the  years  1967  through  1970,  gratuities  averaged  about 
$100.00  per  week.  In  1971,  Gerard  F.  Canavan  became  the  director  of  pubUc 
relations,  hence  a  decrease  in  gratuities  received. 

It  is  impossible  to  account  for  every  gratuity,  every  date,  the  sources  and  the 
amounts.  Detailed  records  of  such  gratuities  were  never  kept,  but  the  figures 
shown  above  are  believed  to  be  fairly  accurate  in  the  circumstances. 

While  it  is  not  possible  to  give  every  source  of  the  gratuities,  the  following  firms 
are  among  those  sources  offering  gratuities  through  the  5-year  period  in  question: 

Mar  Deb  Corp.,  Henmor  Funding,  Parkton  Home  Sales,  R&W  Associates, 
and  Terra  Mar  Realty  Corp. 

3.  Purchase  or  Sale  of  Real  Estate  in  the  State  of  New  York 

During  the  period  under  consideration,  there  were  no  purchases  or  sales  of  real 
estate  in  the  State  of  New  York. 

4.  Corporations  Acquiring  and  Disposing  of  Real  Estate  Within  a  Period 

OF  1   Year 

ELBAR  holding  CORP.  (SEE  SCHEDULE  1-g) 

Officers 

Gerard  F.  Canavan,  President. 

George  Frates,  Vice  President  and  Secretary. 

A.  149  South  nth  Street,  Mount  Vernon,  N.Y.: 

Purchased  June  20,  1967 $5,499.  59 

Sold  Feb.  21,  1968 5,  672.  63 
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B.  262  South  Sixth  Street,  Mount  Vernon,  N.Y.: 

Purchased  July  2,  1968 $2,  287.  60 

Sold  Oct.  2,  1968 5,  072.  01 

C.  61  East  Second  Street,  Mount  Vernon,  N.Y.: 

Purchased  July  26,  1968 $2,  454.  81 

Sold  Apr.  23,  1969 4,  825.  73 

Note:  The  above  information  was  abstracted  from  the  books  and  records  of  the 
Compan^y  and  represents  all  pertinent  facts  available. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  April  12,  1972. 
Subcommittee  on  Antitrust  and  Monopoly, 
Committee  on  the  Judiciary, 
Senate  of  the  United  States, 
Washington,  D.C. 

Gentlemen:  Enclosed  please  find  supplementary  list  of  brokers  who  paid 
gratuities  to  myself,  as  attorney,  for  the  lending  institution. 

Prima  Realty  Corp. ;  Freedom  Realty  Corp. ;  Daniel  Macklin;  Roma  Remodel- 
ing; 777  Nostrand  Avenue  Corp.;  Chala  Funding  Corp.;  Amity  Enterprises; 
Frank  Quintana;  Ramon  Berrios;  Hyman  Leroux,  Neil  Lustig;  Berman  &  Oilman; 
Mel  Katz. 

Please  be  advised  that  the  gratuities  came  in  the  form  of  5  to  25  dollars  in  checks 
and  never  in  excess  of  that.  The  great  majority  of  loans  averaged  about  $10 
per  closing. 

The  majority  of  loans  which  were  closed  during  the  period  of  time  which  you  are 
concerned  with  were  without  gratuities.  Also,  please  be  advised  that  there  were  2 
and  sometimes  3  other  closing  attorneys  along  with  myself  sharing  in  the  benefits 
of  these  gratuities. 

I  trust  this  is  all  the  information  you  desire  at  this  time. 
Very  truly  j^ours, 

Gerard  F.  Canavan. 

Senator  Hart.  Gentlemen,  thank  you  very  much. 
Mr.  Canavan.  Thank  you,  su*. 

STATEMENT   OE   KIVA   BERWALD,   SOLICITOR,   UNITED  INSTITTJ- 
TIONAI  SERVICING  CORP. 

Senator  Hart.  Our  next  witness  is  Mr.  Kiva  Berwald,  and  the 
record  again  should  reflect  that  Mr.  Berwald  is  appearing  today 
pursuant  to  subpoena. 

Mr.  Berwald? 

(Mr.  Kiva  Berwald  was  sworn  in  by  the  chairman.) 

Senator  Hart.  Mr.  Berwald,  I  understand  that  you  are  represented 
by  counsel,  and  that  he  is  present  at  the  witness  table  with  you. 
Would  you  kindly  state  his  name? 

Mr.  Berwald.  Martin  Schaum. 

Senator  Hart.  Mr.  Schaum,  you  do  represent  Mr.  Berwald? 

Mr.  Schaum.  Yes,  Senator,  I  do. 

Senator  Hart.  Again,  although  I  am  sure  that  Mr.  Schaum  has 
consulted  with  you  with  respect  to  your  appearance,  but  since  you 
are  here  under  subpena,  the  record  should  reflect  that  you  have  been 
advised  of  your  rights. 

You  have  the  right  to  refuse  to  answer  any  questions  you  feel  tend 
to  incriminate  you,  and  anything  that  you  do  say  may  be  used  against 
you  in  any  other  proceedings.  You  have  the  right  to  consult  with  your 
lawyer  at  any  time  before  answering  any  questions,  and  if  you  decide 
to  answer  questions  now,  the  right  continues  to  stop  answering  ques- 
tions at  any  time. 
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For  the  record,  I  think  it  should  also  reflect  that  should  you  desire 
to  refuse  to  answer  or  assert  your  rights  later,  this  subcommittee  will 
draw  no  adverse  inference  from  that  course  of  conduct,  nor  should 
anyone  else. 

Mr.  Berwald,  do  you  understand  those  rights? 

Mr.  Berwald.  1  do. 

Senator  Hart.  Are  you  willing  to  waive  your  rights  and  to  answer 
the  questions? 

Mr.  Berwald.  Yes,  I  am. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Blum.  Mr.  Berwald,  how  long  have  you  been  employed  by 
United  and  its  predecessor  corporations? 

Mr.  Berwald.  Approximately  15  years. 

Mr.  Blum.  What  were  your  duties  with  United  when  you  first 
started? 

Mr.  Berwald.  I  worked  in  the  servicing  department  and  the  ac- 
counting department,  and  I  had  to  spend  some  time  working  on 
delinquents. 

Mr.  Blum.  And  then  you  became  a  solicitor  for  them? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  What  does  a  solicitor  do  for  a  mortgage  company? 

Mr.  Berwald.  He  solicits  and  visits  customers,  and  he  brings 
applications  to  the  company. 

Mr.  Blum.  Can  you  describe  historically  how  you  began  to  build 
your  customers  as  a  solicitor?  I  take  it  when  you  first  started  there 
were  very  few  FHA  mortgages  being  made  in  Brooklyn.  You  were 
something  of  a  pioneer  in  that? 

Mr.  Berwald.  Yes.  At  the  time  that  I  started,  most  of  the  mortgag- 
ing was  conventional  mortgaging  involving  a  first,  second,  and  some- 
times a  third  mortgage.  We  were  pioneers  in  the  FHA  business  in 
Brooklyn,  in  the  integrated  areas,  I  would  say.  Previous  to  that,  I 
had  been  covering  Flatbush  and  the  better  sections  of  Brooklyn. 

Mr.  Blum.  Those  conventional  mortgages,  were  they  ones  which 
had  been  originated  by  mortgage  companies  or  by  banks? 

Mr.  Berwald.  At  that  time  by  banks. 

Mr.  Blum.  By  banks?  And  they  would  originate  the  firsts,  and  then 
the  seconds  and  the  thirds  were  traded  around?  Is  that  how  it  worked? 

Mr.  Berwald.  That  is  correct. 

Mr.  Blum.  And  they  were  traded  at  fairly  steep  discounts,  is  that 
correct? 

Mr.  Berwald.  I  would  say  from  30-  to  50-percent  discount. 

Mr.  Blum.  For  the  second?  And  the  thirds  were  perhaps  even 
deeper? 

Mr.  Berwald.  The  thirds  had  no  value  whatsoever.  They  were 
using  a  series  of  notes. 

Mr.  Blum.  A  series  of  notes  which  were  then  held  by  the  operator? 

Mr.  Bei.wald.   Yes. 

Mr.  Blum.  When  you  began  the  FHA  business,  was  that  when 
Uniteci  wa  really  coming  into  its  own,  and  you  began  ])rocessing  the 
FHA  loans? 

Mr.  Berwald.  Well,  we  had  been  processing  many  FHA  loans. 
We  were  only  talking  about  Brooklyn.  We  came  into  our  own  in 
Brooklyn  at  that  time. 
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Mr.  Blum.  Where  were  the  FHA  loans  i)rior  to  that?  Out  on  Long 
Island? 

Mr.  Berwald.  Well,  in  the  better  sections  of  Brooklyn,  to  some 
degree,  but  mostly  in  Queens,  I  think. 

Mr.  Blum.  When  would  you  say  that  you  started  processing 
FHA  loans  in  Brooklyn? 

Mr.  Berwald.  I  would  think — now  this  is  an  estimate — in   1965. 

Mr.  Blum.  What  happened  that  kind  of  opened  the  doors  to  that 
in  1965?  Why  did  it  suddenly  open  up? 

Mr.  Berwald.  Actually,  1  don't  know.  I  think  it  was  a  field  that 
had  just  been  ignored.  The  FHA  was  there.  The  buildings  met  the 
existing  criteria. 

Mr.  Blum.  Nobody  had  been  making  loans,  and  here  was  an 
opportunity? 

Mr.  Berwald.  That  is  my  feeling. 

Mr.  Blum.  When  you  first  started  with  FHA  business,  was  it 
kind  of  hard  for  brokers  to  know  how  to  handle  it?  Was  it  something 
foreign  to  them? 

Mr.  Berwald.  It  was  entirely  foreign  to  most  of  them. 

Mr.  Blum.  Was  it  part  of  your  function  as  solicitor  to  pretty 
much  show  them  how  to  do  the  business? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  What  would  you  do?  Let  us  say  that  I  just  hung  out  a 
shingle  as  a  broker. 

Mr.  ScHAUM.  Could   we  interrupt  for  just  one  moment,   please? 

Mr.  Berwald.  1  don't  want  you  to  think  that  I  am  the  one  that 
created  the  FHA  mortgage  business  in  Brooklyn.  I  just  happened 
to  be  there  at  the  time. 

Initial  y,  the  brokers  would  take  me  out  and  show  me  a  building 
to  determine  whether  I  felt  that  it  would  meet  the  criteria  for  FHA 
acceptance. 

Originally  I  went  to  contacts  to  see  whether  I,  in  my  own  opinion, 
felt  that  a  buyer  would  quahfy.  I  explained  to  them  the  detail  work 
that  it  required. 

Mr.  Blum.  The  forms? 

Mr.  Berwald.  Right. 

Mr.  Blum.  The  application  forms,  and  the  processes? 

Mr,  Berwald.  Yes. 

Mr.  Blum.  How  did  that  business  develop?  Can  you  tell  us? 
Did  you  have  to  continue  doing  that  much  detail,  or  did  you  grad- 
ually  

Mr.  Berwald.  No,  because  it  became  self-evident  and  self-explana- 
tory. The  brokers  were  very  quickly  competent  to  handle  the  detail 
work  themselves. 

Mr.  Blum.  They  gradually  began  to  get  famihar  with  the  2900's 
and  the  necessary  verifications  for  the  loan? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  What  arguments  would  you  use  to  convince  the  broker 
to  deal  with  you  rather  than  one  of  your  competitors?  Let  us  say 
Inter-Island  or  E  astern. 

Mr.  Berwald.  I  would  think  a  fair  price,  and  a  very  important 
factor  was  that  we  had  ample  warehousing  closing.  At  the  times  of 
money  scarcity,  some  of  the  mortgage  companies  were  unable  to  close 
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a  loan  because  they  could  not  dispose  of  it,  so  there  would  be  a  period 
of  lapse. 

We  would  get  a  firm  commitment  today,  and  sometimes  it  would 
take  2  or  3  weeks  before  they  could  get  sufficient  funds  to  close  the 
loan. 

Mr.  Blum.  United  had  good  warehousing? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Which  companies  were  more  strapped  at  that  time? 

Mr.  Berwald.  Well,  I  would  think  most  of  them,  mth  the  excep- 
tion of  Eastern,  and  Eastern  did  not  get  into  the  picture  very  defi- 
nitely until  about  4  years  ago. 

Mr.  Blum.  I  see.  How  were  you  paid  by  United?  Was  that  salary 
or  commission? 

Mr.  Berwald.  It  was  salary  and  a  bonus.  We  originally  tried  to 
work  out  a  commission  deal,  and  it  never  worked.  I  got  a  basic  salary, 
and  at  the  end  of  the  year  we  would  quibble  and  I  would  get  a  bonus. 

Mr.  Blum.  Was  it  difficult  to  figure  out  whose  account  was  which? 
Was  that  the  problem  with  the  commission? 

Mr.  Berwald.  Initially,  I  was  the  only  salesman  in  Brooklyn.  As 
time  progressed,  we  took  on  other  salesmen,  and  there  was  a  conflict 
because  they  had  worked  for  other  mortgage  companies  and  there 
was  some  interrelationship  of  customers.  We  had  both  serviced  the 
same  customers. 

Mr.  Blum.  In  other  words,  you  had  gone  to  one  real  estate  guy. 
They  had  gone  to  the  same  one,  and  now  there  was  a  question  of  who 
got  credit  for  which  deal? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  So  you  gave  up  trying  to  set  that  up? 

Mr.  Berwald.  Well,  it  kind  of  sorted  itself  out.  Some  of  them 
liked  me  better  than  the  others,  so  we  worked  it  out  among  ourselves. 

Mr.  Chumbris.  You  just  used  the  word  "salesman."  Originally,  you 
used  the  word  "solicitor."  Is  there  a  difference? 

Mr.  Berwald.  I  don't  think  there  is  any  difference,  just  the  use 
of  verbiage. 

Mr.  Blum.  When  did  you  first  begin  to  go  into  the  business  of 
buying  houses  on  your  own? 

Mr.  Berwald.  About  1966,  possibly  late  1965. 

Mr.  Blum.  What  led  you  to  do  it? 

Mr.  Berwald.  Profit. 

Mr.  Blum.  You  saw  an  opportunity  to  make  some  money  and  went 
into  it? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  What  was  the  nature  of  the  way  you  operated?  What 
was  the  nature  of  the  business  that  you  set  up? 

Mr.  Berwald.  I  bought  in  partnership  with  people  who  bought  me 
buildings.  I  supplied  the  financing,  and  they  suppUed  the  building, 
and  the  other  help  that  I  needed. 

Mr.  Blum.  Well,  let  me  see  if  I  can  understand  how  this  worked. 
Somebody  might  come  to  you  and  say,  "Mr.  Berwald,  I  found  a  house 
here  that  people  want  to  sell.  I  can't  quite  put  together  the  financing 
I  need.  I  don't  want  to  have  to  handle  this  whole  thing,  so  let's  go 
partners  in  it."  You  put  up  some  of  the  financing,  they  woidd  come  in 
with  the  buyer,  ard  then  you  would  arrange  later  to  have  that  build- 
ing sold  off,  probably,  or  possibly  through  a  broker,  or  possibly  some 
other  way. 
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Mr  Berwald.  They  would  come  in  ^v^th  a  seller.  Someone  else 
would  usually  supply  the  buyer. 

Mr.  Blum.  Right. 

Mr.  Berwald.  Basically  that  is  correct. 

Mr.  Blum.  It  was  a  joint  venture  between  you  and  whoever  walked 
m  as  a  seller,  but  not  between  you  and  the  eventual  broker"? 

Mr.  Berwald.  Right. 

Mr.  Chumuris.  Jack,  mil  you  yield  again?  When  you  are  referring 
United? '^^^  ^^^  referrmg  to  you  personally,  or  are  you  referring  to 

Mr.  Berwald.  Me  personally. 

Mr.  Blum.  You  would  then  list  the  houses  that  you  had  with  these 
brokers  and  pay  them  commissions  for  the  sales?  Is  that  how  that 
worked? 

Mr.  Berwald.  Correct. 

Mr.  Blum  How  did  you  find  houses  to  buy?  Was  it  just  that  people 
knew  generally  if  they  had  a  house,  and  they  couldn't  handle  it  thev 
came  to  you?  '        "^ 

Mr.  Berwald.  Well,  initially,  I  bought— brokers  in  the  area  who 
had  contact  with  people  who  were  selling  houses.  Over  the  period  we 
got  to  kno\v  lawyers  and  other  people  who  referred  us  business.    ' 

In  fact,  m  many  cases,  people  from  whom  we  purchased  houses 
referred  us. 

Mr.  Blum.  And,  gradually,  it  didn't  take  very  much  at  all?  They 
told  you  where  to  go,  and  they  would  come  down,  and  they  knew  that 
you  were  estabhshed  and  could  make  a  deal?  Is  that  right? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Can  you  tell  the  committee  what  the  Peerless  Listing 
bervice  is?  ^ 

Mr.  Berwald.  Yes.  Take  me,  for  example.  I  didn't  use  Peerless. 
What  would  happen  is  a  speculator  would  have  a  list  of  10  or  12  houses 
He  would  supply  Peerless  with  a  list  of  the  houses  and  the  addresses" 
sales  price,  and  description  of  the  building.  Peerless  would  then 
mimeograph  this  form  and  send  it  to  the  resale  brokers  in  Brooklyn 
and  Queens,  I  guess. 

Mr.  Blum.  Did  they  also  have  fliers  to  attorneys  offering  them  $500 
or  $600  finder's  fees? 

Mr  Berwald.  Well,  some  of  the  speculators  incorporated  this  in 
their  ledgers.  They  would  make  you  a  partner.  They  would  pay  you  a 
finder's  fee.  This  is  just  a  part  of  the  overall  brochure. 

Mr.  Blum.  To  help  attract  business? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Was  it  pretty  standard  to  pay  finder's  fees  of  $500  and 
$600  per  house? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  And  lawyers  would  steer  clients  of  theirs  to  the  operator, 
and  they  would  collect  a  finder's  fee? 

Mr.  Berwald.  That  was  common,  yes. 

Mr.  Blum.  That  was  common? 

Mr.  Berwald.  Some  of  them  did  it  without  finder's  fees. 

Mr.  Blum.  Did  you  have  the  impression  that  clients  knew  that 
their  lawyers  were  collecting  finder's  fees? 
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Mr.  Berwald.  I  don't  really  know.  In  many  cases  the  lawyers  made 
it  very  evident  to  the  client  that  they  were  collecting  finder's  fees.  In 
some  cases  they  did  not. 

Mr.  Blum.  Would  you  describe  Peerless  Listing  as  a  multiple 
listing  service  in  those  areas  of  Brooklyn? 

Mr.  Berwald.  No,  not  in  the  sense  of  the  word.  There  is  a  connota- 
tion of  control  with  multiple  listing.  A  certain  number  of  brokers 
belong  to  a  multiple-listing  group.  This  was  more  of  an  advertising 
business. 

Mr.  Blum.  He  would  tell  you  which  houses  he  had  available  now? 

Mr.  Berwald.  Right.  It  was  a  regular  service.  For  x  dollars,  they 
prepared  and  mailed  to  the  selling  brokers  this  list. 

Mr.  Blum.  Some  of  the  Peerless  listing  sheets  that  I  have  seen  say 
things  like :  "We  will  buy  a  house  in  any  condition,  one  to  four  family." 
On  the  other  end  of  it,  they  said,  "Your  buyer  has  no  cash;  see  us 
anyway." 

Have  you  seen  sheets  like  that? 

Mr.  Berwald.  No,  I  have  not. 

Mr.  Blum.  When  you  bought  houses,  did  you  buy  houses  that 
needed  repair  work,  or  did  you  try  to  avoid  that? 

Mr.  Berwald.  In  most  cases,  we  tried  to  avoid  it.  In  some  cases, 
we  bought  buildings  that  were  in  very  bad  condition  and  completely 
rehabilitated  them.  It  was  part  of  the  business. 

Mr.  Blum.  Why  did  you  try  to  avoid  buildings  that  needed  repair 
work? 

Mr.  Berwald.  Normally  because  repair  work  is  not  that  easy. 
It  is  highly  involved,  and  then  you  don't  know  what  you  are  getting 
into.  A  broken  pipe  in  the  basement  might  lead  to  a  complete  plumb- 
ing job.  These  were  old  houses,  and  it  was  impossible  to  tell  just 
what  repair  they  might  need. 

Mr.  Blum.  How  did  you  handle  the  typical  contract  arrangement 
with  the  seller?  Did  you  actually  put  up  cash?  How  did  that  contract 
with  the  guy  who  was  selling  his  house  to  you  work? 

Air.  Berwald.  We  put  a  downpayment  on  the  building.  Our 
contract  provided  for  a  suitable  FHA  commitment. 

Mr.  Blum.  What  would  suitable  be? 

Mr.  Berwald.  I  think  we  tried  to  get  a  $5,000  spread  between  our 
ultimate  mortgage  and  our  cost. 

Mr.  Blum.  You  felt  you  needed  that  spread  to  make  it  worth  while? 

Mr.  Berwald.  Yes.  We  provided  for  as  long  a  period  as  possible, 
a  minimum  of  90  days  in  which  to  take  title. 

Mr.  Blum.  And  you  tried  to  get  6  months  if  you  could? 

Mr.  Berwald.  The  more  the  merrier. 

Mr.  Blum.  Then  you  would  go  out  and  try  to  find  a  broker  who 
would  bring  you  a  buyer? 

Mr.  Berwald.  Yes,  sir. 

Mr.  Blum.  Was  there  ever  any  problem  about  finding  a  buyer? 

Mr.  Berwald.  On  occasions,  yes. 

Mr.  Blum.  Did  brokers  seem  to  have  a  pretty  good  supply  of 
customers? 

Mr.  Berwald.   Yes. 

Mr.  Blum.  Did  you  make  any  of  the  interim  short-money  loans? 

Mr.  Berwald.  No;  not  many.  I  made  no  more  than  two  in  a  year, 
and  it  was  not  a  primary  factor  in  our  business. 
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Mr.  Blum.  Why  did  you  avoid  it?  Was  it  simply  because  they  were 
so  expensive? 

Mr.  Berwald.  Not  so  expensive.  It  was  an  unnecessary  expense. 

Mr.  Blum.  You  could  avoid  it  by  drawing  your  contract  for  a 
longer  period? 

Mr.  Berwald.  In  many  instances,  we  had  adequate  capital  to  take 
over  the  building  ourselves,  and  did. 

Mr.  Blum.  In  that  respect  I  guess  you  were  somewhat  more 
sophisticated  than  the  average  guy  in  the  business  because  you 
knew  how  it  worked? 

Mr.  Berwald.  Well,  the  purpose  of  my  business  was  to  build  up  a 
self-sufficient  operation,  not  to  milk  everything  out.  On  many  occasions, 
we  could  take  title  with  our  own  money. 

Mr.  Blum.  You  farmed  all  of  those  deals  out  to  other  brokers. 
Were  any  of  them  actually  partners  of  yours?  How  did  that  work? 
You  said  that  you  let  other  brokers  sell  the  house. 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Were  you  ever  in  with  the  broker  who  sold  the  house? 

Mr.  Berwald.  On  occasion,  yes;  but  very  rarely. 

Mr.  Blum.  Was  most  of  the  business  done  through  United? 

Mr.  Berwald.  All  of  it. 

Mr.  Blum.  Are  you  familiar  with  the  firm  of  R&W  Associates? 

Mr.  Berwald.  Yes;  I  know  the  principal. 

Mr.  Blum.  When  did  they  become  very  active  in  the  real  estate 
business  in  Brooklyn? 

Mr.  Berwald.  Well,  I  think  they  had  been  very  active  for  many 
years  in  the  mortgage  business.  I  can't  give  you  the  date.  When 
United  was  in  the  conventional  business,  they  were  one  of  our  mortgage 
brokers.  I  can't  place  the  year.  I  would  think  it  was  about  1963  or 
1964. 

Mr.  Blum.  1963  or  1964? 

Mr.  Berwald.  Right. 

Mr.  Blum.  Then  gradually  did  they  get  into  the  FHA  business? 

Mr.  Berwald.  Yes,  they  did. 

Mr.  Blum.  Were  they  brokers,  operators,  or  what  exactly  did  they 
do?  Do  you  know? 

Mr.  Berwald.  I  would  say  that  they  were  mortgage  brokers.  That 
is  how  I  would  construe  it,  bringing  business  in  to  United. 

Mr.  Blum.  And  they  brought  business  in  from  a  large  number  of 
other  brokers?  Is  that  correct? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Did  you  feel  that  they  were  competing  with  you  in 
your  sales  capacity? 

Mr.  Berwald.  Very  much  so. 

Mr.  Blum.  In  effect,  here  was  a  brokerage  house  that  was  saying, 
"Come  to  us  to  put  your  deal  through  United"? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Rather  than  to  United's  own  salesman? 

Mr.  Berwald.  Yes.  I  could  not  understand  the  psychology  of  this 
except  that  they  were  successful. 

Mr.  Blum.  You  have  no  idea  why  a  broker  would  choose  to  go 
through  a  middle  man  to  do  business  with  your  company,  rather 
than  with  a  representative  of  the  company  directly? 
Mr.  Berwald.  It  was  great  salesmanship. 
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Mr.  Blum.  I  presume  that  it  must  have  cost  them  something  extra 
to  go  through  another  layer  of  middle  men? 
Mr.  Berwald.  It  certainly  did. 

Mr.  Blum.  And  you  have  no  possible  explanation  for  why  that 
might  have  happened? 

Mr.  Berwald.  I  think  that  they  tried  to  convince  the  brokers 
that  they  were  personally  handling  every  detail  to  get  the  work  done 
expeditiously. 

Mr.  Blum.  Did  they  ever  tell  brokers,  to  your  knowledge,  that 
they  would  handle  it  through  FHA  rather  than  using  United  people? 
Mr.  Berwald.  Not  to  my  knowledge,  but  because  of  the  conflict 
I  was  never  very  friendly  with  them. 

Mr.  Blum.  You  were  always  on  the  opposite  side  of  the  fence 
pretty  much? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Did  you  ever  have  any  trouble  with  appraisals  on 
houses  that  you  were  buying;  that  is,  getting  a  high  enough  appraisal 
to  get  the  spread? 

Mr.  Berwald.  Yes.  As  a  matter  of  fact,  I  think  about  20  percent 
of  our  contracts  very  much  fell  by  the  wayside  because  we  did  not 
get  adequate  appraisals. 

Mr.  Blum.  But  there  were  a  large  number  of  others  where  you  did? 
Mr.  Berwald.  Yes. 

Mr.  Blum.  When  a  contract  fell  by  the  wayside,  you  never  bought 
the  house?  You  just  let  it  go,  right? 
Mr.  Berwald.  Yes. 

Mr.  Blum.  Can  you  tell  us  a  little  bit  about  how  the  appraisal 
system  worked?  How  would  you  know  where  you  might  buy  a  house 
to  get  a  good  appraisal? 

Mr.  Berwald.  Well,  I  can  tell  you  where  you  could  buy  a  good 
house.  The  areas  were  in  transition.  There  was  no  mystery  in  that. 
Our  operation  was  primarily  in  east  New  York,  Brownsville,  and 
Bedford-Stuyvesant.  Anybody  could  see  that  this  was  an  area  of 
great  flux  and  transition. 

Mr.  Blum.  You  could  tell  by  looking  at  the  real  estate  register 
which  blocks  had  had  prett}^  good  appraisal  on  them,  initially? 
Mr.  Berwald.  Yes. 

Mr.  Blum.  Were  most  of  the  brokers  pretty  well  aware  of  the 
comparable  system  of  appraisals  the  FHA  uses? 

Mr.  Berwald.  I  am  sure  they  were.  As  a  matter  of  fact,  most  of 
the  mortgage  companies  had  a  comparable  file. 
Mr.  Blum.  Would  you  explain  that? 

Mr.  Berwald.  Yes.  Ever}^  time  an  application,  an  FHA  commit- 
ment, was  issued,  the  mortgage  companies  had  a  card  showing  the 
address  and  the  amount  of  the  commitment. 

Mr.  Blum.  So  they  would  have  a  very  good  idea  of  what  they  could 
argue  for  with  FHA  in  terms  of  an  appraisal? 

Mr.  Berwald.  Well,  I  don't  know  what  they  would  argue  about. 
Mr.  Blum.  Once  there  was  a  very  high  appraisal  on  the  block, 
would  that  have  a  tendency  to  bring  in  other  high  appraisals? 

Mr.  Berwald.  I  would  say  in  general  as  appraisals  increased,  and 
they  did  over  a  period  of  years,  certainly  it  created  a  spiral  and  they 
continued. 
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Mr.  Blum.  Let  me  be  hypothetical  here  for  a  moment.  Let  us  assume 
a  possibihty  that  an  appraiser  was  deHberately  raising  appraisals. 
Would  there  be  a  tendency  on  the  part  of  others  to  sort  of  follow  the 
price  that  he  set? 

Mr.  Berwald.  Well,  I  don't  know  too  much  about  how  appraisals 
work,  but  I  assume  that  they  did  because  they  constantly  looked  for 
comparables.  I  would  so  assume  that  if  comparables  got  higher,  they 
would  get  higher. 

Mr.  Blum.  In  effect  it  has  a  pyramiding  effect.  Once  you  get  a  very 
high  appraisal,  you  start  getting  other  very  high  appraisals? 

Mr.   Berwald.   I   would   say  so. 

Mr.  Blum.  Would  that  be  the  way  it  worked? 

Mr.  Berwald.  I  would  think  so. 

Mr.  Blum.  Wlien  your  deals  were  being  processed  at  United,  would 
you  handle  questions  that  came  up?  For  example,  if  something  was 
missing  on  an  application,  would  the  United  people  say,  "Mr.  Berwald, 
this  is  your  client  and  this  is  missing  from  the  application.  Find  out 
about  it?" 

Mr.  Berwald.  For  some  clients  who  would  not  do  any  work  fur 
himself.  The  average  client  called  the  servicing  department  daily,  or 
whatever  it  required,  and  did  it  himself.  I  always  felt  that  it  was  foolish 
for  me  to  become  a  middleman.  When  I  would  get  a  question  asked 
of  me,  1  would  have  to  go  to  the  broker,  ask  him  the  question,  and  it 
would  vibrate  back  and  forth. 

We  encouraged  the  people  to  call  the  processor  and  ask  them  what 
was  required. 

Mr.  Blum.  After  a  while,  it  got  to  be  so — pretty  much  if  the  broker 
knew  who  to  call  to  make  sure  that  things  were  going  along,  he  would 
deal  directly  with  the  mortgage  company  people? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  Let  me  go  back  over  this  just  for  a  minute.  Why  would 
a  broker  who  was  buying  out  there  in  Brooklyn  want  to  cut  you  in  on 
one  of  his  deals?  What  might  he  get  out  of  it?  Why  wouldn't  he  do 
what  Mr.  Morales  did  this  morning,  take  it  all  himself?  Or,  as  he  said 
he  did  this  morning. 

Mr.  Berwald.  First  of  all,  many  of  the  brokers  started  in  by  being 
finders,  getting  $500  for  giving  a  house  to  someone  who  would  buy  it. 
They  saw  a  method  by  doing  business  with  me  where  they  could 
become  a  partner. 

We  did  lose  some  of  them  because  they  had  enough  money  to  handle 
it  themselves.  Many  of  them  just  never  had  the  wherewithal  to  do  it. 

Mr.  Blum.  Were  there  reports  circulating  in  the  real  estate  business 
about  appraisers  who  were  being  paid  to  come  back  with  favorable 
appraisal  reports? 

Mr.  Berwald.  Well,  we  heard  rumors  about  many  things. 

Mr.  Blum.  Was  that  one  of  the  things? 

Mr.  Berwald  Yes. 

Mr.  Blum.  When  one  of  your  customers  closed  a  deal  with  United, 
who  selected  the  title  insurance  company? 

Mr.  Berwald.  Normally  the  speculator,  buyer  selects  the  title 
company. 

Mr.  Blum.  Did  the  title  company  offer  inducements  to  the  broker 
to  use  its  services  rather  than  the  services  of  a  competing  company? 

Mr.  Berwald.  No. 
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Mr.  Blum.  Did  the  title  company  deposit  money  in  banks  desig- 
nated by  the  mortgage  company  as  a  kind  of  payment  for  referring 
business?  Do  you  know  of  anything  hke  that? 

Mr.  Berwald.  No. 

Mr.  Blum.  You  wouldn't  know  if  they  deposited  money  as  some 
kind  of  a  compensating  balance  against  a  loan? 

Mr.  Berwald.  I  have  no  idea  of  what  they  did.  I  was  never 
involved  in  that. 

Mr.  Blum.  Who  selected  the  attorney  representing  the  buyer 
usually? 

Mr.  Berwald.  Usually  the  retail  broker  did  that. 

Mr.  Blum.  The  retail  broker? 

Mr.  Berwald.   Yes,  sir. 

Mr.  Blum.  Were  there  particular  attorneys  that  brokers  favored? 

Mr.  Berwald.  Definitely. 

Mr.  Blum.  So  that  a  particular  operator  might  have  a  guy  who  he 
selected  as  the  attorney  for  most  of  his  buyers? 

Mr.  Berwald.  Not  the  operator.  The  broker  himself. 

Mr.  Blum.  The  broker  himself? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  And  they  derived  a  long-term  relationship  so  that  there 
was  a  constant  referral  of  business? 

Mr.  Berwald.  Right. 

Mr.  Blum.  Who  represented  you  in  most  of  your  work? 

Mr.  Berwald.  Mr.  Schaum. 

Mr.  Blum.  Were  there  any  brokers  who  were  using  FHA  financing 
to  become  landlords;  that  is  selling  homes  under  FHA  mortgages  to 
straws  operating  rental  parties?  Did  you  hear  about  that? 

Mr.  Berwald.  I  heard  rumors  of  that. 

Mr.  Blum.  Can  you  tell  us  who  you  heard  reports  of  doing  that 
sort  of  thing?  Which  brokers? 

Mr.  Berwald.  No  one  specifically.  It  would  be  very  hearsay 
evidence. 

Mr.  Blum.  Did  you  ever  meet  a  man  by  the  name  of  Morris 
Wendell? 

Mr.  Berwald.  I  never  met  Morris  Wendell.  I  knew  people  that 
worked  for  him;  1  knew  of  his  operation. 

Mr.  Blum.  What  was  this  operation?  Can  you  give  us  a  brief  de- 
scription of  it? 

Mr.  Berwald.  Mr.  Wendell  attempted  to  encourage  legitimate 
businessmen  to  buy  a  building  in  East  New  York  or  Brownsville  with 
the  understanding  that  he  would  rent  it  and  maintain  it,  and  get  a 
high  return  for  their  money. 

Mr.  Blum.  What  happened  to  the  deals?  Did  they  work  out?  Did 
they  fall  apart? 

Mr.  Berwald.  Yes,  they  did.  Mr.  Wendell  could  not  continue  his 
guarantee. 

Mr.  Blum.  Were  officials  at  United  aware  of  your  outside  real 
estate  interests? 

Mr.  Berwald.  Yes,  they  were. 

Mr.  Blum.  Specifically,  was  Mr.  Katz  aware  of  it? 

Mr.  Berwald.  Yes,  he  was. 

Mr.  Blum.  Was  Mr.  Roth  aware  of  it? 
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Mr.  Berwald.  Yes.  There  was  no  effort  made  over  to  conceal  it 
from  the  officials  of  United  or  from  the  broker  customers. 

Mr.  Blum.  Until  the  time  of  the  purchase  of  United  by  Empire, 
was  it  ever  suggested  that  there  might  be  some  sort  of  conflict  of 
interest  in  that  arrangement? 

Mr.  Berwald.  No.  I  don't  see  any  conflict. 

Mr.  Blum.  You  do  not  see  any?  Would  you  mind  elaborating  on 
that  a  little?  I  know  that  you  feel  that  you  might  like  to  have  an 
opportunity  to  tell  us. 

Mr.  Berwald.  I  feel  that  conflict  connotes  some  devious  thing 
that  did  not  exist.  It  was  wide-open  knowledge  to  everybody.  I  do 
not  see  why  anybody  feels  that  way.  I  feel  that  I  added  some  stability 
to  the  business. 

I  do  not  see  where  anything  was  done  to  hurt  anybody  by  it. 

Mr.  Blum.  Possibly  the  conflict  that  they  saw  would  be  that  you 
might  have  an  interest  in  getting  a  deal  through  United,  and  might 
push  it  so  that  corners  would  be  cut,  so  that  the  buyer  would  be 
qualified  to  have  the  house  appraised,  and  so  forth,  and  you  would 
get  your  mone3^ 

Mr.  Berwald.  Anybody  could  do  that,  but  I  think — I  know  that  I 
did  not.  It  was  not  my  way  of  doing  business. 

Mr.  Blum.  Y"ou  are  saying  it  was  a  potential  conflict  given  the  way 
you  operated? 

Mr.  Berwald.  Yes,  but  everything  is.  Every  motorcycle  cop  is  in  a 
position  to  take  a  bribe,  but  most  of  them  do  not  do  it. 

As  a  matter  of  fact,  another  factor  of  stabiUty,  I  think  that  we  had 
a  rather  low  rate  of  delinquency.  I  personally  was  informed  many 
times  of  who  was  delinquent  and  I  went  out  of  my  way  to  try  and  see 
if  I  couldn't  get  the  payments  made. 

Mr.  Blum.  When  you  started  in  the  business,  was  one  of  the 
brokers  who  you  worked  with  Celia  Carrero? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  When  were  you  engaged  in  business  with  her? 

Mr.  Berwald.  I  would  think  about  1965. 

Mr.  Blum.  1965.  And  what  was  the  nature  of  that  business,  the 
same  as  you  described? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  For  you  bought  houses  together  and  then  you  would 
farm  them  out  for  resale? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  When  did  you  cease  being  in  business  with  her? 

Mr.  Berwald.  I  think  this  lasted  about  a  year. 

Mr.  Blum.  About  a  year.  Wh}^  did  you  split? 

Mr.  Berwald.  A  difference  of  opinion  on  many  things. 

Mr.  Blum.  Wliat  were  some  of  the  things  you  had  differences  of 
opinion  about? 

Mr.  Berwald.  Personalities.  We  had  a  clash. 

Mr.  Blum.  Just  personality  conflict?  Y^ou  never  got  into  the  kind 
of  business  she  was  bringing  in,  the  way  she  was  doing  business? 

Mr.  Berwald.  No.  I  think  I  objected  to  some  shortcuts  she  took 
on  repairs. 

Mr.  Blum.  What  sort  of  shortcuts? 
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Mr.  Berwald.  She  had  very  inferior  painters.  There  was  patch- 
work I  didn't  like. 

Mr.  Blum.  Was  there  ever  any  question  about  the  kind  of  people 
who  were  being  qualified  in  terms  of  buyers? 

Mr.  Berwald.  I  would  say,  at  that  time,  no. 

Mr.  Blu.m.  Did  you  ever  later  hear  that  there  were  problems  about 
llie  kinds  of  people  she  was  getting  qualified  as  buyers? 

Mr.  Berwald.  I  certainly  never  understood  that. 

Mr.  Blum.  Were  you  aware  of  reports  of  welfare  families  coming 
in  the  brokerage  house  and  saying,  "We're  looking  for  an  apartment 
for  rent,"  and  being  told,  "Oh,  you  don't  have  to  rent,  vou  can 
buy?" 

Mr.  Berwald.  Not  welfare  tenants,  no;  in  general,  people  come  in 
looking  for  apartments  and  being  shifted  into  purchasing  a  house. 

Mr.  Blum.  But  not  welfare  people? 

Mr.  Berwald.  No. 

Mr.  Blum.  Do  you  think  those  people  really  understood  what 
they  were  getting  into  when  they  bought  a  house? 

Mr.  Berwald.  I  certainly  do  not. 

Mr.  Blum.  Might  there  be  some  who  didn't  understand  they  were 
buying  a  house? 

Mr.  Berwald.  I  do  not  know  about  that.  Certainly  they  were  not 
psychologically  attuned  to  buying  a  house. 

Mr.  Blum.  What  do  you  mean  by  psychologically  attuned? 

Mr.  Berwald.  In  my  own  case,  I  bought  a  house.  It  cost  me  more 
than  it  should  have,  I  am  sure.  I  was  not  making  enough  money. 
We  did  not  go  to  the  movies.  We  did  not  drink.  We  made  sacrifices, 
because  our  every  intention  was  to  buy  a  house.  I  think  most  of  these 
people  regarded  it  more  as  a  rental  situation. 

Mr.  Blum.  They  thought  of  it  in  terms  of  making  a  monthly  pay- 
ment, and  if  you  do  not  make  it,  so  what?  You  have  not  lost  anything 
and,  if  3^ou  leave  this  place,  you  will  find  another  one.  Is  that  it? 

Mr.  Berwald.  I  believe  so. 

Mr.  Blum.  And  most  of  these  houses  were  multifamily?  They  were 
more  than  one  family;  is  that  right? 

Mr.  Berwald.  Yes;  basically  two's,  three's,  and  four's. 

Mr.  Blum.  People  who  had  that  attitude  were  now  becoming  the 
responsible  landlords  with,  say,  one,  two,  or  three  other  tenants.  Is 
that  correct? 

Mr.  Berwald.  Yes. 

Mr.  Blum.  What  do  you  think — what  kind  of  an  effect  do  you 
think  that  had  on  the  neighborhood? 

Mr.  Berwald.  That,  per  se,  I  do  not  think  had  any  effect.  I  think 
what  happened,  these  people  were  not  qualified.  They  squandered 
the  money  or  spent  it,  and  did  not  regard  it  as  a  part  of  their  mortgage 
payment. 

Foreclosures  resulted.  As  a  result  of  the  foreclosures,  we  had  a  lot 
of  boarded-up  houses  as  a  result  of  FHA  policy.  It  resulted  in  van- 
dalism and  everything  else. 

Mr.  Blum.  You  were,  at  one  point,  a  shareholder  of  United.  Is 
that  correct? 

Mr.  Berwald.  That  is  correct. 

Mr.  Blum.  Were  you  ever  a  shareholder  of  Delta? 

Mr.  Berwald.  No. 
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Mr.  Blum.  Did  you  ever  put  money  into  Delta? 

Mr.  Berwald.  On  one  or  two  occasions,  yes. 

Mr.  Blum.  Did  you  earn  very  much  out  of  the  Delta  loan? 

Mr.  Berwald.  No. 

Mr.  ScHAUM  (conferring).  Will  you  excuse  us  for  a  moment? 

Mr.  Berwald.  I  lent  Delta  some  money  to  relend. 

Mr.  Blum.  Delta  relent  it  as  a  standard  interim  arrangement? 

Mr.  Berwald.  Yes;  Delta  came,  from  time  to  time,  for  money 
when  they  required  it. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you. 

I  just  want  to  ask  a  few  questions  to  clarify  in  my  mind  some  of 
the  testimony  that  you  have  given  here  today. 

When  was  it  that  you  first  joined  United? 

Mr.  Berwald.  Fifteen   years    ago. 

Mr.  Chumbris.  You  started  off  in  the  servicing  department? 

Mr.  Berwald.  In  doing  all  kinds  of  general  accounting  work. 

Mr.  Chumbris.  Then  you  became  a  solicitor  for  them,  a  salesman 
for  United? 

Mr.  Berwald.  Yes. 

Mr.  Chumbris.  What  kind  of  work  does  that  entail? 

Mr.  Berwald.  Calling  upon  customers  and  potential  customers  and 
bringing  them  into  United  as  a  customer. 

Mr.  Chumbris.  Is  that  a  full-time  job? 

Mr.  Berwald.  Yes. 

Mr.  Chumbris.  When  did  you  start  becoming  the  broker,  or  selling 
houses? 

Mr.  Berwald.  Approximately  1965. 

Mr.  Chumbris.  For  10  years  you  worked  exclusively  in  United, 
working  as  a  solicitor? 

Mr.  Berwald.  I  did  many  things  before  becoming  a  solicitor.  I 
was  in  charge  of  delinquent  collections  for  years,  credit  references  and 
all  kinds  of  things. 

Mr.  Chumbris.  When  you  started  selling  houses  in  1965,  were  you 
the  broker  at  that  time? 

Mr.  Berwald.  No. 

Mr.  Chumbris.  You  were  a  salesman? 

Mr.  Berwald.  I  was  neither.  I  was  trading  on  my  own  account. 

Mr.  Chumbris.  Did  you  have  any  license  at  all? 

Mr.  Berwald.  No. 

Mr.  Chumbris.  In  the  State  or  city,  for  that  type  of  work? 

Mr.  Berwald.  No;  it  was  not  required. 

Mr.  Chumbris.  You  say  you  were  trading  on  your  own.  Were  you 
getting  an  established  commission  for  the  houses  that  you  sold? 

Mr.  Berwald.  I  was  purchasing. 

Mr.  Chumbris.   You  were  buying  rather  than  selling  houses? 

Mr.  Berwald.  Right.  I  didn't  sell  houses;  I  bought  them  for  my 
own  account  and  I  sold  them. 

Mr.  Chumbris.  You  were  in  the  business  of  buying  and  selling. 
Instead  of  getting  commissions,  you  were  actually  hoping  to  make  a 
profit  on  what  you  bought  and  you  can  sell  the  houses. 

Mr.  Berwald.  Correct. 

Mr.  Chumbris.  At  that  time  you  were  still  working  with  United? 

Mr.  Berwald.  Yes. 
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Mr.  Chumbris.  Did  United  complain  about  you  taking  time  to  buy 
and  sell  houses? 

Mr.  Berwald.  Never. 

Mv.  Chumbris.  I  believe  you  stated  you  served  for  about  1  year. 
What  was  the  lady's  name  you  worked  for? 

Mr.  Berwald.  I  bought  a  few  buildings  with  Mrs.  Carrero. 

Mr.  Chumbris.  But  you  were  never  working  for  her? 

Mr.  Berwald.  Never. 

Mr.  Chumbris.  You  were  just  enjoying  benching  with  her  on 
occasions? 

Mr.  Berwald.  Correct. 

Mr.  Chu:\ibris.  What  are  you  doing  today? 

Mr.  Berwald.  The  same  thing. 

Mr.  Chumbris.  When  you  say  the  same 

Mr.  Berwald.  Still  engaged  in  buying  and  selling  houses. 

Mr.  Chumbris.  Still  engaged  working  for  United? 

Mr.  Berwald.  Yes. 

Mr.  Chumbris.  There  is  no  objection  to  your  sharing  some  of 
your  time  in  the  activity  of  buying  and  selling  houses? 

Mr.  Berwald.  First  of  all,  the  time  is  not  separated  that  way, 
because  the  same  people  with  whom  I  buy  are  also  my  customers. 
It  is  a  matter  of  being  a  customer  a  little  longer  than  I  normally  would. 

Mr.  Chumbris.  I  just  want  to  clear  the  record.  Thank  you  very 
much. 

Senator  Hart.  Mr.  Blum? 

Mr.  Blum.  Mr.  Berwald,  did  you  in  the  course  of  your  showing 
brokers  the  ropes,  as  you  described  it  earlier,  ever  suggest  to  them 
that  a  particular  neighborhood  might  be  a  good  one,  that  you  were 
going  to  open  up  an  office  in  and  begin  operation  because  that  was  a 
neighborhood  where  you  could  get  FHA  approval  and  you  could  get 
good  deals? 

Mr.  Berwald.  No. 

Mr.  Blum.  You  didn't  have  to  suggest  anything  to  them,  they 
knew  about  it? 

Mr.  Berwald.  Most  of  them  were  situated  right  in  the  changing 
areas. 

Mr.  Plum.  It  did  not  take  any  brains  to  figure  out  where  to  go? 

Mr.  Berwald.  You  would  have  to  be  rather  stupid  not  to  figure 
that  out. 

Mr.  Blum.  Do  you  recall  any  conversations  about  new  areas; 
perhaps,  brokers  looking  for  a  place  that  was  jumping?  Do  you  recall 
conversations,  perhaps,  with  brokers  who  were  saying  "Gee,  this  is 
kind  of  played  down.  I  would  like  to  find  some  other  area  that  might 
open  up." 

Mr.  Berwald.  No;  they  did  not  recognize  the  trend,  for  instance, 
to  move  into  east  Flatbush.  Brokers  moved  there,  one  right  after  the 
other. 

Mr.  Blum.  Did  you  have  conversations  about  the  opening  up  of 
east  Flatbush? 

Mr.  Berwald.  No. 

Mr.  Blum.  It  certainly  would  have  been  in  your  interest  to  have 
new  areas  open  up,  in  that  you  would  have  had  a  better  supply  of 
houses. 

Mr.  Berwald.  That  is  correct. 
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Senator  Hart.  On  your  activity  for  and  on  your  own  behalf,  the 
buying  and  selling  for  your  own  account,  could  you  give  us  an  estimate, 
about  how  many  houses  you  did  buy  and  sell  on  your  own? 

Mr.  Berwald.  I  think  this  would  average  about  60  a  year  with 
partners.  I  never  bought  myself.  I  was  involved  in  corporations  with 
several  partners.  I  would  have  had  an  interest  in  approximately  60  a 
year. 

Senator  Hart.  Inevitably,  by  asking  the  question,  I  suggest  I  think 
it  is  wrong.  I  am  just  curious. 

I  am  assuming  that  you  are  not  being  in  violation  of  the  law  that 
you  had  two  shots  at  the  action,  but,  in  fact,  it  does  give  j'ou  two  shots 
at  the  action. 

Mr.  Berwald.  It  does.  I  do  not  follow  the  question  a  hundred  per- 
cent, either. 

Senator  Hart.  My  hunch  is  that  you  get  your  profit  on  the  resale 
of  the  house. 

Mr.  Berwald.  Yes. 

Senator  Hart.  You  are  being  paid  by  United,  because  the  financing 
for  your  purchases  goes  through  you. 

Mr.  ScHAUM  (conferring).  Would  you  excuse  us  for  a  moment? 

Mr,  Berwald.  I  would  say  I  did  over  400  applications  a  year. 

Senator  Hart.  Only  60  of  which — — 

Mr.  Berwald.  Only  60  of  which — the  60 — many  of  the  60  wouldn't 
have  been  brought  in  without  my  effort. 

Senator  Hart.  How  much  mortgage  business  is  there  in  60  houses? 

Mr.  Berwald.  At  what  face,  retail  value? 

Senator  Hart.  $20,000  in  mortgage,  25  in  mortgage. 

Mr.  Berwald.  I  would  say  about  a  million  dollars. 

Senator  Hart.  That  is  not  an  insignificant  contribution  to  your 
value  to  United,  and  it  represents,  I  assume,  a  rather  significant 
direct  income  profit  in  your  role  as  owner-vendor? 

Mr.  Berwald.  Yes. 

Senator  Hart.  How  many  of  those  houses  would  you  estimate 
have  since  gone  into  foreclosure? 

Mr.  Berwald.  I  have  no  way  of  knowing. 

Senator  Hart.  Well,  we  are  always  cautioned  never  to  believe 
everything  you  read  in  the  newspapers.  I  got  the  impression  that 
there  are  hundreds  of  houses  out  there  now  owned  by  the  FHA. 

Mr.  Berwald.  That's  correct. 

Senator  Hart.  Do  you  feel  any  responsibility  at  all  for  that 
situation? 

Mr.  Berwald.  Me,  personally,  no.  I  feel  that  the  FHA  is  largely 
responsible   for    that. 

Senator  Hart.  Didn't  you  help  put  people  in  those  houses  whom 
you  knew  wouldn't  make  it? 

Mr.  Berwald.  No,  I  did  not.  May  I  say  something? 

I  saw  in  the  Journal  yesterday  where  I  had  given  kickbacks  up  to 
$68.  I  don't  think  I  ever  gave  a  kickback.  The  $68  amount  undoubt- 
edly arose  because,  at  the  point  of  closing,  the  closer  has  forgotten  to 
to  include  in  his  bill  some  item.  The  typical  was  around  $15.  The 
balance  was  a  regular  title  charge. 

Senator   Hart.  Thank   you    very   much. 

Our  concluding  witness  today  is  Mr.  Irving  Roider. 


500 

STATEMENT  OF  IRVING  ROIDER,  INSPECTOR,  UNITED  INSTITU- 
TIONAL  SERVICING  CORP. 

Senator  Hart.  Mr.  Roider  also  appears  pursuant  to  subpena. 

Mr.  ScHAUM.  For  the  record,  I  know  that,  technically,  I  am  not  yet 
on  record  as  representing  Mr.  Roider,  but  I  don't  believe  the  sub- 
pena  was   ever   served. 

Mr.  Roider  is  here  on  his  own,  and  his  own  motion. 

Senator  Hart.  Thank  you  for  clarifying  it,  but  I  think,  inasmuch 
as  it  has  been  issued,  I  have  an  obligation  to  say  that. 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  I  wasn't  sure  from  Mr.  Schaum's  comment  whether 
you  are  represented  by  counsel. 

Mr.  Roider.  I  am. 

Senator  Hart.  Who  is  your  lawyer? 

Mr,  Roider.  Martin  Schaum. 

Senator  Hart.  Mr.  Schaum,  do  you  represent  Mr.  Roider? 

Mr,  Schaum.   Yes,    I    do. 

Senator  Hart.  Now,  the  subpena  having  been  issued,  we  are  advised 
there  was  some  failure  to  service  by  the  marshal.  In  any  event,  under 
those  circumstances,  I  think  even  though  you  are  accompanied  by 
your  counsel,  that  I  should  make  it  clear  to  you  that  you  do  have  the 
right  to  remain  silent. 

Anything  you  say  could  be  used  against  you  in  any  other  proceeding. 
You  have  the  right,  of  course,  to  consult  at  any  time  with  Mr.  Schaum. 
If  you  decide  to  answer  questions  now,  you  can  stop  answering  at  any 
time. 

The  record  should  also  reflect  that  there  should  be  no  adverse  in- 
ference drawn  if  now,  or  before  we  conclude,  you  assert  your  right  to 
silence.  You  do  understand  these  rights? 

Mr,  Roider.  I  do. 

Senator  Hart.  You  are  willing  to  waive  your  rights  and  answer 
questions  at  this  time? 

Mr,  Roider.  Yes. 

Senator   Hart.  Mr.  Blum? 

Mr.  Blum.  How  long  have  you  been  employed  by  United  In- 
stitutional and  its  predecessor  companies? 

Mr.  Roider.  Eleven  years. 

Mr.  Blum.  What  were  your  duties  with  the  company  when  you 
first  started  there? 

Mr.  Roider.  As  a  delinquent — I  use  the  word  "chaser" — going 
after  delinquent  accounts. 

Mr,  Blum.  You  try  to  find  out  what  happened  to  the  guy  and 
collect  the  money  for  them? 

Mr,  Roider.  Try  to  collect  and  find  out  for  what  reason  he  is 
behind. 

Mr,  Blum.  What  duties  were  you  later  assigned? 

Mr.  Roider.  After  that,  I  did  inspections  of  properties  with 
conventional  mortgages  on  it,  and  take  pictures  of  various  properties, 
bring  it  into  the  office. 

Mr.  Blum.  Was  part  of  that  a  matter  of  inspecting  properties  on 
which  Delta  was  going  to  make  interim  loans?  Did  Mr.  Roth  send 
you  out? 
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Mr.  RoiDER.  No.  These  were  conventional  mortgages,  not  Delta. 

Mr.  Blum.  These  were  ones  where  various  banks  were  buying 
conventional  mortgages? 

Mr.  RoiDER.  Yes,  at  that  time. 

Mr.  ScHAUM.  Could  you  specify  what  those  inspections  entailed, 
if  anything? 

Mr.  Blum.  I'm  sorry,  I  don't.  Let  me  back  up  here.  Do  you  have 
any  background,  as  an  appraiser  or  inspector? 

Mr.  RoiDER.  No,  none  whatsoever. 

Mr.  Blum.  Do  you  have  any  training  at  all  in  the  construction  or 
anything  that  would  help  you  in  the  course  of  trying  to  inspect  or 
appraise  property? 

Mr.  RoiDER.  No,  just  an  average  layman  looking  at  a  house  to  see 
if  it  was  in  good  condition. 

Mr.  Blum.  Were  you  then  later  assigned  by  United  to  the  job  of 
inspecting  repair  work  which  was  done? 

Mr.  RoiDER.  Yes. 

Mr.  Blum.  This  was  repair  work  which  would  be  required  pursuant 
to  an  FHA  conditional  commitment,  is  that  correct? 

Mr.  RoiDER.  Right. 

Mr.  Chumbris.  Would  the  witness  please  speak  up  a  little  bit? 
I  want  to  make  sure  the  reporter  hears  you.  You  are  under  oath,  and 
we  certainly  don't  want  you  to  be  misquoted. 

Mr.  Blum.  Were  you  the  only  person  at  United  who  had  that 
responsibility  of  making  repair  inspections? 

Mr.  RoiDER.  No,  sir.  There  were  salesmen  that  went  out  from  time 
to  time:  Mr.  Eichler,  Mr.  Al  Singerman,  Lenny  Kern. 

Mr.  Blum.  You  were  the  main  guy  who  did  it? 

Mr.  RoiDER.  I  did  the  bulk  of  the  inspections. 

Mr.  Blum.  When  the  volume  got  to  be  so  great,  you  got  the  men 

Mr.  RoiDER.  Or  when  I  fell  behind;  I  just  couldn't  cover  every 
house. 

Mr.  Blum.  The  records  you  furnished  the  subcommittee  indicated 
you  received  gratuities  from  brokers  who  did  business  with  United 
and  whose  properties  you  inspected.  Did  you  take  gratuities  in  ex- 
change for  favorable  inspection  reports? 

Mr.  RoiDER.  For  favorable?  No,  I  took  fatuities  for  going  out  of 
my  way  for  them,  to  go  back  a  couple  of  times  being  I  couldn't  get 
into  their  house  and  meeting  them  at  their  properties  because  of 
nonaccess  at  the  time. 

Mr.  Blum.  I  think  it  will  be  helpful  if  you  explained  why  there 
was  so  much  extra  involved  in  this  that  warranted  the  payment  of 
gratuity.  What  were  the  problems  you  faced  as  the  guy  inspecting 
houses  out  there  in  Brooklyn? 

Mr.  RoiDER.  Well,  a  number  of  times  you  never  find  the  people 
home.  I  had  to  go  back  a  number  of  times.  I  would  try  not  to  inspect 
the  property  on  a  given  day.  I  would  hold  it  off  for  2  or  3  days  to  get 
back  in  that  particular  area.  By  that  time,  the  broker  would  be  calling 
the  office,  the  work  is  done,  how  come  nobody  has  inspected  the 
property.  And  that  would  go  on  and  on  and  on. 

Mr.  Blum.  As  long  as  the  inspection  is  delayed,  the  broker  loses 
money  because  he  has  got  money  tied  up  in  escrow. 
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Mr.  RoiDER.  He  doesn't  lose  money.  He  just  has  money  tied  up  in 
escrow. 

Mr.  Blum.  A  deal  could  fall  through,  too,  if  it  depends  on  the  work 
actually  being  done. 

Mr.  RoiDER.  No,  I  wouldn't  say  that  for  the  simple  reason,  a  lot 
of  this  work — well,  a  lot  of  the  conditions — a  lot  of  these  cases  were 
closed.  There  were  many  in  escrow. 

Mr.  Blum.  The  money  was  held  in  escrow  to  be  sure  the  repair 
work  would  be  done? 

Mr.  RoiDER.  So  the  repair  work  would  be  done. 

Mr.  Blum.  So  you  weren't  assigned  the  escrow  money — so  you 
were  signing  a  report  for  the  escrow  money  to  be  released? 

Mr.  RoiDER.  In  due  time,  yes. 

Mr.  Blum.  Why  were  a  number  of  buyers  of  homes  subject  to  FHA 
mortgages  on  which  there  were  conditional  commitments  requiring 
repairs  and  whose  FHA  mortgages  came  to  United,  complaining  bit- 
terly that  the  repairs  were  never  done  or  were  not  done  properly? 
If  you  did  a  proper  inspection  job,  how  was  that  possible? 

Mr.  RoiDER.  Well,  again,  it  might  have  been  done  not  satisfactorily 
to  these  people.  When  we  talk  about  work,  something  tangible  like 
putting  in  a  sink  or  a  bolt,  that  had  to  be  done.  When  you  talk  about 
painting  or  ])lumbing  jobs,  the  repairs  were  done  at  that  time.  It 
may  be  broke  later  on  or  it  had  other  problems. 

Mr.  Blum.  Did  you  ever  find  situations  where  there  were 
a  very  limited  number  of  repairs  required  on  conditional  commitment, 
there  were  quite  a  number  of  other  things  wrong  with  the  house? 

Mr.  RoDER.   Yes,  a  number  of  times. 

Mr.  Blum.  Your  job  was  only  to  see  that  the  work  required  on  the 
conditional  was  done,  not  that  the  house  was  in  good  shape? 

Mr.  RoiDER.  I  didn't  hear  the  last  part. 

Mr.  Blum.  Not  that  the  house  was  in  good  shape? 

Mr.  RoiDER.  That's  true.  What  I  wanted  to  add,  when  people 
complained  bitterly,  I  advised  them  to  go  to  their  broker  that  sold 
them  the  house  and  please  tell  them  what  the  story  is,  being  they 
found  these  conditions  where  there  was  an  oversight  by  the  FHA 
inspector  at  the  time  he  appraised  the  house. 

Mr.  Blum.  Then  what  would  happen?  I  take  it  the  broker  would 
say,  "Here  is  a  signed  report  that  says  that  the  house  has  been  in- 
spected, and  it's  all  right?" 

Mr.  RoiDER.  Sure,  but  someone  would  try  to  go  back  and  try  to 
amend    their    complaint. 

Mr.  Blum.  Were  some  of  the  houses  which  you  inspected  for 
brokers  in  worse  condition  than  other  houses?  Were  there  some 
brokers  who  were  })retty  bad  about  making  repairs? 

Mr.  RoiDER.  Well,  I  wouldn't  say  they  were  bad,  just  that  they 
didn't  use  good  mechanics  on  their  repair  work. 

Mr.  Blum.  What  did  you  think  of  the  inspection  job  done  by  FHA? 
Did  you  think  that  many  of  the  houses  were  just — all  that  was  asked 
by  FHA  was  a  cosmetic  touchup?  Is  that  the  way  you  would  char- 
acterize them? 

Mr.  RoiDER.  I  wouldn't  say  that.  I  would  say  they  messed  up  on  a 
lot  of  things.  They  wanted  to  be  thorough.  There  were  window  frames 
that  they  didn't  see  that  were  not  just  right. 
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Mr.  Blum.  Were  you  ever  asked  to  inspect  the  building,  go  out  there 
and  then  discover  no  work  at  all  had  been  done? 

Mr.  RoiDER.   Yes. 

Mr.  Blum.  How  might  that  have  happened? 

Mr.  RoiDER.  Well,  the  broker  relied  upon  his  contactor  to  do  the 
work.  The  contractor  would  go  back  and  tell  him  it  was  done.  There- 
fore, he  would  ask  for  an  inspection.  We  would  go  out  there  and  see 
that  nothing  was  done  or  something  was  done,  very  little. 

Mr.  Blum.  Did  you,  in  addition  to  your  duties  as  inspector,  collect 
rent  for  United? 

Mr.  RoiDER.  On  occasions,  yes. 

Mr.  Blum.  What  would  you  have  been  collecting  rent  for,  what 
buildings  were  those? 

Mr.  RoiDER.  These  were  buildings  where  the  FHA — we  had  FHA 
mortgages  on  them.  They  were  sold  mortgages  where  civic-minded 
groups  in  the  area  would — let's  get  back.  These  were  not  unoccupied 
where  we  collected  rents.  We  went  there  to  dun  for  payments  and 
there  was  nobody  there.  The  civic  groups  would  get  in  touch  with  our 
organization  and  ask  us  to  supply  heat  for  the  building,  other  serv- 
ices, whatever  was  necessary.  In  order  to  get  any  kind  of  money  to  do 
this  work,  they  would  tell  me  to  come  back  and  collect  rents,  and  give 
them  the  service. 

Mr.  Blum.  Who  was  the  owner  of  the  building? 

Mr.  RoiDER.  We  had  a  name  of  an  owner.  He  just  abandoned  the 
house.  He  just  didn't  live  there,  and  there  was  no  way  of  contacting 
him,  and  this  was  already  a  house  that  was  in  foreclosure. 

Mr.  Blum.  Did  you  collect — in  addition  to  the  rent  you  collected 
for  United,  did  you  collect  rent  for  other  landlords? 

Mr.  RoiDER.   Yes. 

Mr.  Blum.  How  did  you  get  into  the  business  of  collecting  it  for 
people  other  than  United? 

Mr.  RoiDER.  Word  got  around  that  I  was  a  collector,  to  begin 
with.  They  asked  me  would  I  collect  rent  for  them  on  the  various 
properties. 

Mr.  Blum.  Who  did  you  collect  rent  for? 

Mr.  RoiDER.  For  R&W  Associates,  for  Mr.  Berwald  on  a  couple 
of  pieces  of  properties,  one  or  two  brokers  here  and  there  that  asked 
me.  They  gave  me  a  list  of  HUD  homes  to  go  there  and  see  if  I  could 
get  the  rent  for  it. 

Mr.  Blum.  They  would  give  you  a  list  and  you  would  go  there, 
and  the  assumption  was  that  they  owned  the  house? 

Mr.  RoiDER.  Yes. 

Mr.  Blum.  Did  you  ever  arrive  at  one  of  these  places  only  to  be 
told  that  somebody  had  been  there  before  you  and  collected  the  rent? 

Mr.  RoiDER.  Not  through  those  brokers  we're  talking — we  are 
going  back  now  where  United  was  involved,  where  there  were  mort- 
gages? Yes. 

Mr.  Blum.  What  would  happen,  you  would  go  to  the  house  and 
say,  "Give  me  the  rent,"  and  they  would  say,  "Where's  the  receipt?" 

Mr.  RoiDER.  No.  I  would  go  there,  introduce  myself,  "I'm  from 
United."  We  are  here  to  help  them  out.  Providing  they  paj^  us  the 
rent,  we  will  supply  heat  and  whatever  necessary  repairs. 
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They  said,  "We're  paying  it  to  somebody."  I'd  say,  "Fine,  show 
me  a  receipt  so  that  we  can  try  to  trace  down  the  peoi)le  that  are 
collecting  the  rents."  There  would  be  various  names,  common  names, 
Jones  or  Williams,  on  it. 

I  asked  these  people  to  describe  these  people  to  me  or  what  company 
they  are  from,  or  brokerage  house.  They  had  no  knowledge  of  it. 

Mr.  Blum.  They  had  no  knowledge.  So  somebody  was  there  col- 
lecting rent,  but  the  people  that  were  paying  were  people  that  didn't 
know  and  had  no  ownership  interest  in  the  house? 

Mr.  RoiDER.  Right. 

Mr.  Blum.  Nobody  has  been  able  to  track  down  who  has  been 
doing  the  rent  collection? 

Mr.  RoiDER.  Once  I  got  into  the  picture,  that  I  represented  United, 
they  would  stop  paying  their  rent  to  this  individual,  or  they  would 
move  out  completely,  and  then  we  would  have  an  abandoned  house. 

Mr.  Blum.  Why  would  they  move  out? 

Mr.  RoiDER.  Because  of  the  lack  of  service.  Whoever  they  were 
paying  to  wasn't  giving  them  anything  in  reality,  just  promises.  They 
got  so  disgusted,  they  couldn't  even  believe  me  when  I'd  tell  them 
that  we  would  give  them  heat. 

Mr.  Blum.  It  must  be  pretty  confusing  for  a  family  living  in  a 
house  in  East  New  York,  and  a  guy  knocking  on  the  door  on  the  first 
of  the  month,  saying,  "Pay  me  the  rent,"  get  a  receipt,  have  another 
guy  knock  on  the  door  on  the  third  of  the  month,  saying,  "Pay  me 
the  rent,"  and  they  say,  "No."  And  the  first  guy  really  didn't  have 
the  right  to  collect  it. 

Mr.  RoiDER.  True. 

Mr.  Blum.  I  imagine  those  families  hardly  have  the  money  to  go 
around  and  shell  out  another  month's  rent. 

Mr.  RoiDER.  Of  course.  I  would  say  90  percent  of  those  people 
were  on  welfare,  and  they  paid,  I  believ^e,  out  of  welfare  checks,  or 
to  cash  them  and  pay  the  individual  the  rents. 

Mr.  Blum.  Naturally  enough,  if  you  couldn't  get  the  rent.  United 
couldn't  turn  on  the  services  in  the  building. 

Mr.  RoiDER.  In  some  instances,  we  were  forced  to — if  the  i)eople 
stayed,  we  were  forced  to  give  them  heat  and  try  to  convince  them: 
"Look,  Ave're  doing  the  best  we  can  for  you.  The  least  you  could  do  is 
pay  us  something." 

But,  of  course,  we  ran  into  the  building  department  there  where 
they  would  put  violations  on  the  house,  or  rent  control  would  get  in, 
where  they  were  paying  maybe  $80  or  $90  or  $100  a  month  and  they 
would  cut  it  down  to  $40  or  $50  a  month. 

Mr.  Blum.  Can  you  describe  for  the  subcommittee  the  conditions 
you  found  when  you  go  out  on  these  rent-collecting  expeditions, 
what  it's  like  in  one  of  those  buildings? 

Mr.  RoiDER.  It  was  a  disaster,  just  run  down. 

Mr.  Blum.  What  kind  of  condition  is  the  family  living  in?  Is  their 
water  on? 

Mr.  RoiDER.  In  some  instances  where  we  boarded  up  a  house  where 
these  people  just  opened  up  the  doors,  moved  in,  no  water,  no  elec- 
tricity, and  if  there  wasn't  electricity,  they  would  tap  in  from  some- 
where else. 

Mr.  Blum.  Thev  would  run  their  own  lino  around  the  meter? 
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Mr.  RoiDER.  Meters,  or  do  something,  but  definitely  no  water  and 
no  facility  whatsoever  for  bathing  or  washing. 

Mr.  Blum.  No  toilet  facilities  at  all? 

Mr.  RoiDER.  That's  right. 

Mr.  Blum.  Somebody  in  some  of  those  circumstances  might  have 
been  trying  to  collect  rent  from  them? 

Mr.  RoiDER.  Yes,  but  almost  impossible  to  get  it. 

Mr.  Blum.  Did  you  ever  inquire,  when  you  went  out  on  the  rent 
collection,  whether  or  not  the  guy  who  sent  you  was  the  legal  owner 
of  the  building  or  did  you  just  assume  that  they  owned  the  building? 

Would  R&W,  for  example,  say,  "Go  collect  the  rent?"  You  never 
asked  "Do  you  guys  really  own  that  building?"  did  you? 

Mr.  RoiDER.  No;  I  did  not.  R&W — I  wouldn't  think  any  real 
estate  broker  would  send  an  individual  over  to  collect  rents  not 
knowing  that  he  doesn't  own  the  building.  Of  course,  they  could  always 
call  back.  There  were  a  lot  of  instances  where  there  were  skeptical 
tenants  and  they  wanted  to  verify  it,  and  I  told  them,  fine. 

Mr.  Blum.  Can  you  tell  us  something  about  the  activities  of  Mr. 
Corey  at  United?  What  were  his  duties? 

Mr.  RoiDER.  To  the  best  of  my  knowledge,  Mr.  Corey  was  em- 
ployed as  head  of  the  collection  department  of  our  company,  and  he 
had  a  staff  of  men  working  under  him  that  were  out  in  the  field 
doing — collecting  rents  out  of  various  properties,  from  what  I  under- 
stand, and  also  dunning  people  for  nonpayments. 

That's  to  the  best  of  my  knowledge. 

Mr.  Blum.  And  they  would  go  out,  and  they  would  attempt  to 
collect  payments,  and  that  was  his  job? 

Mr.  RoiDER.  Yes. 

Mr.  Blum.  We  had  testimony  from  Mr.  Katz  that  Mr.  Corey 
wasn't  much  good  at  it.  Payments  weren't  collected  in  many  houses 
and  went  into  foreclosure,  and  there  were  high  arrearage  rates. 

Mr.  RoiDER.  That's  what  I  heard,  too. 

Mr.  Blum.  Is  it  your  impression  that  somewhere  along  the  line, 
Mr.  Corey's  people  would  knock  on  the  door  and  say,  "Pay  us  rent 
instead  of  making  the  mortgage  payments?"  Is  that  possible? 

Mr.  RoiDER.  That  is  what  the  talk  is,  but  if  that  is  what  happened, 
I  don't  know. 

Mr.  Blum.  But  you  don't  know  that  for  a  fact? 

Mr.  RoiDER.  I  don't  know. 

Mr.  Blum.  You  heard  that? 

Mr.  RoiDER.  I  heard  that;  yes. 

Mr.  Blum.  When  you  collected  rent,  what  did  you  do  with  the 
rents  you  collected?  You  had  a  receipt  book? 

Mr.  RoiDER.  I  gave  everyone  a  receipt  for  the  rent.  I  turned  the 
money  in  to  Mr.  Richard  Levine. 

Mr.  Blum.  He's  the  bookkeeper  in  United? 

Mr.  RoiDER.  No;  he  is  in  charge — (conferring) — of  servicing,  the 
head  of  the  servicing  department. 

Mr.  Blum.  Would  he  countersign  the  receipt  leaving  you  with  a 
record  that  you  paid  the  money? 

Mr.  RoiDER.  On  rent?  No;  he  didn't  countersign  that.  That  I 
gave  him  on  a  separate  piece  of  paper.  He  only  countersigned  on  my 
collection  of  mortgage  payments  because  it  went  into  a  different  group, 
so  that  was  different  in  the  receipt  book. 
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Mr.  Blum.  On  the  receipt  book  you  collected  rents  on,  you  never 
got  a  countersignature  for  money,  that  you  paid  the  money  in  to 
United? 

Mr.  RoiDER.  Oh,  yes,  I  got  a  slip  indicating 

Mr.  Blum.  I  see,  a  receipt  from  United. 

Mr.  RoiDER.  From  United  to  me  that  I  paid  the  money.  Other- 
wise, they  would  have  no  record  of  my  money. 

Mr.  Blum.  Do  you  remember  inspecting  properties  that  were  being 
sold  by  Celia  Carrero? 

Mr.  RoiDER.   Yes. 

Mr.  Blum.  What  do  you  think  about  the  quality  of  the  repair 
work  in  those  properties? 

Mr.  RoiDER.  There  were  times  that  it  was  done  haphazardly.  There 
were  times  that  we  had  to  go  back  again  and  tell  them  to  do  it  over. 
And  there  were  times  that  it  was  just  according  to  conditions  that  they 
did  just  what  they  were  supposed  to  do. 

Mr.  Blum.  I  have  the  records  of  the  Henmor  Funding  Co.,  and  Mr. 
Lowell  Weinerman  of  R&W  Associates  was  the  principal.  The  records 
indicate  Mr.  Roider  was  paid  an  average  of  $25  a  house.  And 
they  show  a  jjayment  of  $25  associated  with  particular  properties.  I 
ask  that  the  appropriate  pages  be  made  a  part  of  the  record. 

Senator  Hart.  Without  objection. 

Mr.  Blum.  Mr.  Roider,  were  those  gratuities  for  making  inspection 
of  those  properties?  What  were  those  payments  for? 

Mr.  Roider.  Can  I  take  a  look  at  that,  please? 

Mr.  Blum,  (handing  document).  Certainly. 

Mr.  Roider  (conferring  with  Mr.  Schaum).  There  is  neglect  on  my 
part,  Mr.  Blum,  that  I  have  a  1099  form  from  Henmor. 

Mr.  Blum.  You  have  a  1099  from  Henmor? 

Mr.  Roider.  Yes;  which  I  neglected  to  send  you. 

Mr.  Blum.  That  was  neglected  to  be  sent  in  in  conjunction  with 
the  subpena.  I  take  it  you  will  now  furnish  it  for  the  record? 

Mr.  Roider.  Oh,  definitely. 

Mr.  Blum.  Let  me  go  back  to  the  question  I  put  earlier.  That  $25, 
was  it  in  connection  with  the  house?  Is  that  a  gratuity  for  making  the 
inspection  on  that  house? 

Mr.  Roider.  I  believe  so. 

Mr.  Blum.  Was  that  the  customary  amount  that  R&W  or 
Henmor  would  pay? 

Mr.  Roider.  Yes;  it  would  more  or  less  be  an  average,  between  $20 
and  $25. 

Mr.  Blum.  $20  or  $25  to  make  the  inspection? 

Mr.  Roider.  Yes. 

Mr.  Blum.  I  would  just  like  to  go  through  this  for  a  minute  so  the 
record  is  clear  on  it. 

When  I  bought  a  house,  if  the  escrow  was  established  for  repairs, 
it  would  be  up  to  me  to  say,  "I'm  not  buying  through  FHA,"  if  the 
repairs  were  done  satisfactorily  or  not  done  satisfactorily? 

Mr.  Roider.  That's  correct. 

Mr.  Blum.  1  would  be  the  buyer  and  I  would  decide,  do  I  release 
the  escrow  or  don't  I;  we  would  have  to  reach  some  sort  of  agreement 
on  that,  this  fellow  and  I? 

Mr.  Roider.  Wait  a  minute,  I  don't  follow  you,  sir. 
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Mr.  Blum.  What  I'm  getting  at  is  that  in  the  FHA  situation,  the 
buyer  of  the  house  had  very  little  to  do  with  whether  or  not  escrow 
was  released ;  is  that  correct? 

Mr.  RoiDER.  Well,  they  wouldn't  know  that. 

Mr.  Blum.  You  never  talked  to  the  buyer  to  find  out  if  he  was 
satisfied  with  the  repairs,  would  you? 

Mr.  RoiDER.  Yes.  I  found  him  home  after  a  closing,  I  mean,  this  is 
after  a  closing  and  I  was  inspecting  the  property  and  he  was  on  the 
premises.  Naturally,  I  had  to  go  through  the  house  with  him,  just  let 
him  walk  around.  He  would  tell  me,  I  asked  him,  "Are  you  satisfied 
with  everything  that's  done?"  And  he  said,  "Yes,"  but  he  would  come 
up  with  other  problems. 

Mr.  Blum.  If  he  said  he  was  dissatisfied,  would  you  refuse  to  re- 
lease the  escrow? 

Mr.  RoiDER.  I'd  ask  him  first  what  he  was  dissatisfied  with.  If  it 
was  a  stupid  thing,  I  would  just  leave  it  go.  I  would  write  it  off  or  I 
would  contact  the  broker  and  say,  "Look,  Mr.  So  and  So  is  not  satis- 
fied, send  back  the  plumber  or  the  painter,"  whatever  the  case  may  be. 

Mr.  Blum.  You  knew,  of  course,  that  depending  on  whether  or  not 
you  approved  the  inspection,  your  inspection  said  repairs  were  done 
properly,  funds  would  be  released  to  brokers  and  the  brokers  were 
very  interested  in  having  those  funds  released ;  is  that  correct? 

Mr.  RoiDER.  That's  correct. 

Mr.  Blum.  Did  you  get  the  feeling  that  if  you  became  too  tough 
in  your  inspections,  people  back  at  the  office,  at  United,  would  be 
upset  because  brokers  would  be  angry  and  take  their  business  some- 
where else? 

Mr.  RoiDER.  Well,  I  would  assume  that,  but  that  happened  at 
times  where  a  broker  would  be  angry,  call  the  office,  and  didn't  get 
an  inspection  right  away,  or  Mr.  Roider  didn't  come  there,  or  Mr. 
Roider  had  to  come  back  and  he  didn't  come  back  that  day  that  he 
promised. 

Mr.  Blum.  Did  that  company  ever  tell  you  you  weren't  being 
tough  enough  in  the  inspection? 

Mr.  Roider.  No. 

Mr.  Blum.  Was  it  ever  suggested  that  you  had  been  too  tough? 

Mr.  Roider.  At  times,  yes;  at  times. 

Mr.  Blum.  So  the  pressure  was  there  in  the  direction  of  not  being 
stringent  because  that  was  in  the  financial  interest  of  the  company? 

Mr.  Roider.  In  a  way;  yes. 

Mr.  O'Leary.  I  take  it  the  other  mortgage  companies,  such  as 
Eastern  and  Inter-Island  had  somebody  who  did  inspections,  too? 

Mr.  Roider.  Yes;    I'm    sure    they   had. 

Mr.  O'Leary.  As  Mr.  Blum  mentioned,  if  your  inspections  were 
too  tough,  the  broker  was  always  free  to  do  business  with  some  other 
mortgage  company? 

Mr.  Roider  (conferring).  That  would  be  an  incentive  for  them 
to  do  it;  yes. 

Senator  Hart.  Do  you  care  to  add  anything? 

Mr.  ScHAUM.  We  would  like  to  clarify  that  last  answer  instead  of 
letting  it  hang  that  way  on  the  record. 

Mr.  Roider.  It  didn't  influence  me  one  way  or  another  as  far  as 
what  they  thought  of  my  inspections.  I  mean,  being  that  the  broker 
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wanted  to  take  their  business  some  place  else,  that  would  be  up  to 
them.  But,  I  wouldn't  change  my  mind  on  any  one  of  these  inspections 
if  the  work  wasn't  done  or  wasn't  done  properly. 

Mr.  O'Leary.  I  understand.  But  it  is  in  the  interest  of  your 
mortgage  company  to  maintain  a  good  relationship  with  the  brokers? 

Mr.  RoiDER.  We  tried  to  maintain  a  good  relationship  with  all 
brokers. 

Mr.  O'Leary.  Mr.  Katz  testified  the  brokers  were  the  raw  material 
end  of  mortgage  company  business,  right? 

Mr.  RoiDER.  Are  they  raw  material? 

Mr.  O'Leary.  Right. 

Mr.  RoiDER.  Of  course. 

Mr.  O'Leary.  Mortgage  companies  compete  with  each  other  for 
brokers;  do  they  not? 

Mr.  RoiDER.  Right. 

Mr,  O'Leary.  If  you  or  some  other  inspector  for  a  mortgage 
company  got  tough,  that  broker  was  always  free  to  take  his  business 
to  some  competitor? 

Mr.  RoiDER.  We  will  assume  that.  There  is  always  that  possibility; 
yes. 

Mr.  O'Leary.  Thank  you. 

Mr.  Blum.  Were  any  of  the  people  at  United  aware  that  you  were 
receiving  gratuities  for  your  inspection?  Did  Mr.  Roth  know? 

Mr.  RoiDER.  I  believe  he  did  know,  yes;  I  believe  he  did  know. 

Mr.  Blum.  Did  Mr.  Katz  know? 

Mr.  RoiDER.  I  am  not  sure.  I  believe  Mr.  Roth  may  have  told  him. 
In  fact,  yes,  I  think  I  did  mention  to  Mr.  Katz  that  I  did  receive 
gratuities  because  of  doing  my  work,  going  out  on  Saturdays,  and 
after  hours.  They  appreciate  that. 

Mr.  Blum.  Did  Mr.  Roth  discuss  your  testimony  here  this  morning 
with  you,  or  the  prospect  of  your  testifying  with  you 

Mr.  RoiDER.  No. 

Mr.  Blum  (continuing).  Before  you  came? 

Mr.  RoiDER.  No;  I  haven't  talked  to  Mr.  Roth  now  in  over  2  weeks, 
I  believe. 

Mr.  Blum.  Do  you  have  any  idea  of  how  many  buildings  you  in- 
spected in  the  course  of  your  tenure  with  United? 

Mr.  RoiDER.  I  have  no  idea. 

Mr.  Blum.  Do  you  have  any  idea  per  week,  how  many  a  year? 

Mr.  RoiDER.  It  would  vary  on  a  weekly  basis.  I  was  able  to  do  six 
a  day  sometimes;  sometimes  I  would  do  four.  Of  course,  one  day  in 
a  week,  I  had  to  be  in  New  York.  I  would  safely  say,  between  25  or 
35,  give  or  take. 

Mr.  Blum.  Twenty-five  or  thirty-five  a  week? 

Mr.  RoiDER.  That's  a  lot,  but  I'm  just  assuming  that.  We  didn't 
go  on  the  basis  of  piecework.  It  was  a  question  of  getting  in  and  seeing 
what  had  to  be  done.  Time  would  elapse.  There  were  times  we  could 
get  in  and  get  out. 

Mr.  Blum.  As  I  make  that,  that's  about  750  inspections  a  year, 
roughly. 

Mr.  RoiDER.  I  could  safely  say,  let's  take  a  figure  of  what  United 
did  in  Brooklyn  alone,  take  the  percentage  of  the  majority  of  inspec- 
tions I  had  to  do.  Of  course,  there  were  also  FHA  inspections  involved 
there,  too. 
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Mr.  Blum.  It  would  be  safe  to  say,  though,  in  your  career  with 
United,  you  inspected  several  thousand  houses;  wouldn't  it? 

Mr.  RoiDER.  I  would  assume  so. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Gentlemen,  thank  you  very  much. 

Mr.  ScHAUM.  Could  we  find  out  from  Mr.  Roider  if  his  inspections 
at  any  time  were  counterinspected  by  the  FHA  or  some  other  govern- 
mental agency,  perhaps? 

Mr.  Blum.  I'm  not  quite  sure  I  understand  the  import  of  that, 
Mr.  Schaum.  Should  we  ask  whether  there  was  a  reinspection?  Are 
you  asking  us  to  ask  FHA? 

Mr.  Schaum.  Yes — no.  I'm  just  asking  Mr.  Roider  if  there  is 

Mr.  Blum.  Were  they  reinspected? 

Mr.  Roider.  Yes,  there  were  some  that  were  reinspected,  from  time 
to  time,  spot  inspected. 

Mr.  Blum.  Spot  checks,  in  other  words,  of  your  work. 

Mr.  Roider.  Right. 

Mr.  Blum.  Were  you  ever  criticized  by  FHA  as  to  the  quality  of 
your  inspection  job? 

Mr.  Roider.  There  was  one  criticism  that  came  about  where  I 
wrote  off  a  job  where  they  said  "Paint  exterior  trim."  That  was  in 
the  early  part  of  the  game  where  I  was  a  layman.  I  wrote  that  off. 
Of  course,  "exterior"  means  "front  and  rear,"  and  "rear"  was  not  done. 
We  got  in  touch  with  the  broker. 

Mr.  Blum.  That  was  the  only  time  that  you  were  criticized? 

Mr.  Roider.  Well,  there  were  other  times  where  they  went  back  and 
they  found  other  work,  other  than  what  I  wrote  off. 

Mr.  Blum.  Was  there  anything  else  that  you  wanted? 

Mr.  Schaum.  No;  no,  thank  you. 

Senator  Hart.  Thank  you. 

We  are  adjourned,  to  resume — well,  we  will  state  it  for  the  record  when. 

(Thereupon,  at  1 :25  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  the  call  of  the  Chair.  Testimony  resumes  on  p.  523.) 

Material  Relating  to  the  Testimony  of 
Irving  Roider 

EXHIBIT  1 

Documents  Received  From  Irving  Roider  Pursuant  to  Subpena  Dated 

March  6,  1972 

HOLLENBERG,   WiDDER,   FiSHMAN,   SCHAUM  &  LeVIN, 

Mineola,  N.Y.,  May  9,  1972. 
Hon.  Jack  Blum, 

Senate  Subcomniittee  on  the  Judiciary, 
Washington,  D.C. 

Dear  Mr.  Blum:  In  conjunction  with  the  appearance  of  Mr.  Roider  before 
your  committee  on  May  .5,  1972,  please  find  enclosed  copy  of  form  #1099  for  the 
year  1968  regarding  Henmor  Funding  Corp. 
\^erv  truly  j^ours, 

Martin  Schaum. 

Re  Irving  Roider  Subpena 

RE    paragraph   one  (1) 

I  have  held  no  stock  ownership  in  any  domestic  corporation  other  than  those 
Usted  on  the  New  York  or  American  Stock  Exchange  for  the  period  January  1, 
1967  to  January  1,  1972. 
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RE    PARAGRAPH    TWO  (2) 

In  1969,  I  received  the  sum  of  $282.50  as  interest  from  a  mortgage  investment 
through  Delta  Capital  Corp. 

A  copj'  of  my  form  1099  is  attached  hereto. 

During  the  vear  of  1968,  I  received  from  R  &  W  Associates  the  total  sum  of 
$625.00. 

A  copy  of  the  sums  received  from  R  &  W  Associates  as  shown  on  U.S.  Informa- 
tion Form  #1099  is  attached  hereto. 

During  the  year  1969,  I  received  the  sum  of  approximately  $650.00  from 
R  &  W  Associates. 

A  copy  of  the  svmis  received  from  R  &  W  Associates  as  shown  on  U.S.  Informa- 
tion Form  #1099  is  attached  hereto. 

Further,  I  received  the  sum  of  approximately  $1200-$1600  in  gifts  during  the 
j^ears  discussed  from  many  different  brokers,  with  whom  we  had  done  business. 

Most  of  the  alcove  sums  of  money  were  received  for  various  services  rendered  to 
brokers  on  my  own  time,  that  is,  evenings,  weekends  and  Saturdays.  A  small 
portion  were  gratuities  paid  me  for  inspections. 

Much  of  this  money  was  received  for  expenses  incurred  which  were  not  reim- 
bursed by  United  Institutional  Servicing  Corporation  inasmuch  as  this  additional 
work  was  done  on  my  own  time. 

RE  PARAGRAPH  THREE  (3) 

I  invested  in  only  one  house  during  the  period  January  1,  1967  to  January  1, 
1972. 

I  invested  the  sum  of  $750.00  with  Terra  Mar  Enterprises  for  the  purchase  of 
premises  known  as  1273  Jefferson  Avenue,  Brooklyn,  New  York.  I  am  unaware 
of  the  intermediate  transactions,  but  received  a  profit  of  $535.12  in  December  of 
1971. 

RE  PARAGRAPH  FOUR  (4) 

During  the  period  January  1,  1967  to  February  29,  1972,  I  was  the  President  of 
Repo  Realty  Corp.,  which  has  its  main  office  at  25  West  43rd  Street,  New  York, 
New  York.  This  corporation  came  into  being  on  February  15,  1967. 

I  received  no  salary  for  being  an  officer  of  this  corporation  nor  did  I  receive  any 
shares  of  stock  in  said  corporation. 

This  corporation  was  used  as  a  vehicle  for  holding  title  to  loans  on  a  temporary 
basis,  until  such  time  as  the  property  was  rehabilitated. 

A  copj^  of  the  Repo  Realty  Corp.  transactions  is  attached  hereto- 

Albertson,  N.Y.,  April  7,  1972. 
Hon.  Jack  Blum, 

Senate  Subcommittee  on  the  Judiciary, 
Washington,  D.C. 

Dear  Mr.  Blum:  The  purpose  of  this  letter  is  to  supplement  the  records  I 
forwarded  to  you  a  short  time  ago. 

On  October  6,  1967,  I  invested  $500.00  with  Gainmore  Realty  Corp.  in  the 
purchase  of  premises  233  Van  Siclen  Avenue,  Brooklyn,  New  York  and  reaUzed 
a  profit  of  $757.87  on  February  16,  1968.  On  August  8,  1968,  I  received  a  commis- 
sion of  $300.00  concerning  premises  585  Shepherd  Avenue,  Brooklyn,  New  York 
from  Gainmore  Realty  Corp. 

I  would  appreciate  your  adding  this  letter  to  my  file. 
Very  truly  yours, 

Irving  Roider. 
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March  17,  1972. 
Re  Subpoena  served  to   Irving  Roider,   United  Institutional  Servicing   Corp., 

New  York,  N.Y. 
Antitrust  and  Monopoly  Subcommittee  of  the  Judiciary  Committee, 
Washington,  D.C. 

Gentlemen;  Pursuant  to  the  subpoena  dated  March  6,  1972,  I  am  enclosing 
herewith  items  requested  in  said  subpoena. 
Very  truly  yours, 

Irving  Roider. 
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EXHIBIT  2 


Material  Received  From  Jack  Altabe  Under  Subpoena  Showing  Commissions 
Received  and  Gratuities  Paid  (Additional  Materials  May  Be  Found  in  Sub- 
committee Files) 


REAL  ESTATE      •     MORTGAGES     •      INVESTMENTS 


1103    RUTLAND    ROAD  BROOKLYN.    N.    Y.    11212  PRESIDENT    2-6900 


April    27,    1972 

# 

^  The  Honorable  Philip  A.  Hart 

Chairman,  Committee  on  Antitrust  &  Monopoly 
Committee  on  the  Judiciary  of  the  Senate 
of  The  United  States 
Room  203 
Senate  Annex 
Washington,  D.  C.  20510 


Dear  Sir: 


Enclosed  please  find  documents  discribed  in  attachment  "A" 
number  4&5. 

As  per  my  conversation  with  Mr.  Jack  Bl\am  we  had  agreed  to 
furnish  material  for  1968  &  1969  with  the  balance  to  be  delivered 
at  a  later  date. 

I  am  herewith  enclosing  material  for  1968,  1969  &  1970. 
Thanking  you  for  your  cooperation  I  remain. 


Respectfully  yours j 
Jax  Realty  Co. 


J^^^ 


JAnm  /^     ^ack  Altabe 

ENCLS: 
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Jack  Altabe 
DBA   Jax  Realty  Co. 
Tinto  Funding  Corp. 


HOUSING  HEARINGS 


MONDAY,   MAY   15,    1972 

U.S.  Senate, 
Committee  on  the  Judiciary, 
Subcommittee    on    Antitrust    and    Monopoly, 

Washington,  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
1202,  New  Senate  Office  Building,  at  11:20  a.m.,  Hon.  Philip  A.  Hart 
(chairman)  presiding. 

Present:  Senator  Hart. 

Staff  present:  Howard  O'Leary,  Esq.,  chief  counsel;  Jack  A.  Blum, 
Esq.,  assistant  counsel;  Peter  M.  Chumbris,  chief  minority  counsel; 
and  Charles  Kern,  minority  counsel. 

Senator  Hart.  Before  we  start,  I  apologize  for  the  delay,  but 
another  committee  scheduled  a  hearing  in  which  I  felt  an  obligation 
to  testify. 

The  committee  will  be  in  order.  Now,  our  first  witness  this  morning 
is  Mr.  Kenneth  A.  Duncan,  the  regional  vice  jiresident  of  the  Federal 
National   Mortgage  Association. 

(Whereupon,  Mr.  Duncan  was  sworn  by  the  chairman.) 

Senator  Hart.  You  were  good  enough  to  give  us  a  statement  in 
advance,  and  we  will  order  it  printed  in  full  in  the  record.  As  you  go 
along,  if  you  would  care  to  expand  it  or  footnote  it  at  any  point, 
feel  free  to  do  so. 

STATEMENT  OF  KENNETH  A.  DUNCAN,  REGIONAL  VICE  PRESI- 
DENT, NORTHEASTERN  REGION,  FEDERAL  NATIONAL  MORTGAGE 
ASSOCIATION 

Mr.  Duncan.  Mr.  Chairman,  my  name  is  Kenneth  A.  Duncan- 
Since  September  1,  1969,  I  have  been  regional  vice  president  of  the 
Federal  National  Mortgage  Association,  and  this  is  termed  Fannie 
Mae  or  FNMA  in  ni}^  written  statement,  with  offices  located  in 
Philadelphia,  Pa.  I  was  an  assistant  regional  vice  president  of  the 
Fannie  Alae  southeastern  region  before  my  present  assignment.  I  am 
responsible  for  administering  Fannie  Mae  programs  within  the  north- 
eastern region,  which  includes  the  following  16  jurisdictions:  Con- 
necticut, Delaware,  District  of  Columbia,  Maine,  Maryland,  Mas- 
sachusetts, New  Hampshire,  New  Jersey,  New  York,  Pennsylvania, 
Puerto  Rico,  Rhode  Island,  Vermont,  Virgin  Islands,  Virginia,  and 
West  Virginia. 

I  have  with  me  today  Mr.  Oliver  J.  McCarron,  on  my  right.  He  is 
assistant  regional  vice  president  for  our  loan  division.  On  my  left, 
Mr.  John  R.  Reed,  regional  counsel. 

(523) 
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I  appear  today  at  the  request  of  the  subcommittee  to  discuss 
generally  the  mortgage  situation  in  the  city  of  New  York  as  it  relates 
to  Fannie  Mae,  and  to  provide  the  subcommittee,  at  its  request, 
with  certain  data  regarding  specific  mortgage  companies.  My  com- 
ments on  the  mortgage  financing  in  the  New  York  City  area  will  be 
limited  to  FHA  home  mortgages,  which  are  defined  as  one-  to  four- 
family  units.  As  later  discussed,  all  of  these  mortgages  are  serviced 
for  Fannie  Mae  by  approved  servicers. 

Before  discussing  with  you  the  points  which  I  have  been  asked  to 
cover,  I  think  it  would  be  well  to  give  you,  Mr.  Chairman,  a  brief 
outline  of  the  Federal  National  Mortgage  Association  and  its  rela- 
tions with  its  seller-servicers. 

The  Federal  National  Mortgage  Association  is  chartered  by  title 
III  of  the  National  Housing  Act,  as  amended,  for  the  express  purpose 
of  establishing  a  secondary  market  facility  for  home  mortgages 
financed  by  private  capital.  Fannie  Mae  is  a  corporation  owned  and 
financed  by  private  funds.  Section  309(h)  of  the  National  Housing 
Act,  12  U.S.C.  1723a(h),  grants  the  Secretary  of  Housing  and  Urban 
Development  general  regulatory  powers  over  Fannie  Mae  and  states 
that  the  Secretary  may  require  a  reasonable  portion  of  the  corpora- 
tion's mortgage  purchases  be  related  to  the  national  goal  of  providing 
adequate  housing  for  low-and  moderate-income  families.  As  you 
know,  the  Congress  intends  that  Fannie  Mae  use  a  reasonable  portion 
of  its  facilities  to  support  the  public  purpose  of  adequate  housing  for 
low-and  moderate-income  families  using  private  capital,  but  with  a 
reasonable  economic  return  to  the  corporation. 

Fannie  Mae  does  not  originate  mortgages,  but  purchases  them 
from  approved  sellers.  To  be  approved  by  Fannie  Mae  as  a  seller,  an 
applicant  must  be  an  approved  FHA  mortgagee,  and  its  principal 
business,  or  a  significant  part  thereof,  must  be  the  making  or  pur- 
chasing of  loans  secured  by  real  estate  mortgages. 

Home  mortgages  purchased  by  Fannie  Mae  are  serviced  by  approved 
servicers.  An  approved  Fannie  Mae  servicer  must  have  the  same 
qualifications  as  an  approved  seller  and  must  demonstrate  that  it  has 
the  facilities  and  expereince  to  satisfy  all  of  the  Fannie  Mae  and  FHA 
requirements.  A  Fannie  Mae  seller  usually  is  also  a  Fannie  Mae 
servicer.  If  a  seller  is  not  an  approved  servicer,  it  must  arrange  for 
an  approved  Fannie  Mae  servicer  to  service  each  loan  it  sells  to 
Fannie  Mae. 

Fannie  Mae  purchases  its  mortgages  pursuant  to  forward  commit- 
ments. Delivery  of  mortgages  under  the  commitments  is  optional 
with  the  seller.  Each  seller  must  represent  that  it  has  complied  with 
all  the  applicable  provisions  of  the  National  Housing  Act  or  the 
Servicemen's  Readjustment  Act  of  1944  for  each  mortgage  delivered 
to  Fannie  Mae  for  purchase. 

A  seller  must  represent  that  it  has  met  several  Fannie  Mae  require- 
ments when  it  delivers  a  loan  for  purchase.  Included  in  these  require- 
ments are  such  matters  as  the  seller's  compliance  with  applicable 
State  and  Federal  laws,  that  the  seller  is  the  owner  of  the  mortgage, 
that  the  mortgage  is  a  valid  lien,  and  that  the  seller  knows  of  no 
circumstances  existing  at  the  time  the  mortgage  is  delivered  that 
would  adversely  affect  the  marketability  of  the  loan. 

The  documents  submitted  to  Fannie  Mae  by  a  seller  to  support  a 
mortgage  purchase  do  not  include  any  information  as  to  the  proi)erty 
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or  the  borrower's  credit.  Fannie  Mae  relies  on  the  FHA  for  evaluating 
and  underwriting  the  property  and  credit. 

The  servicer's  responsibility  for  current  loans  is  collecting  mortgage 
payments  and  remitting  them  to  Fannie  Mae;  keeping  adequate 
records;  collecting  escrow  funds  and  disbursing  payments  for  taxes, 
FHA  mortgage  insurance,  and  hazard  insurance  premiums  when  they 
become  due;  preparing  satisfactions  for  loans  paid  in  full;  and  notify- 
ing FHA  insuring  office  in  writing  when  a  change  in  ownership  of  the 
property  occurs. 

The  servicer  is  paid  by  Fannie  Mae  only  for  mortgage  installments 
actually  collected.  It  receives  no  compensation  for  delinquent  loans  or 
for  mortgages  in  forceclosure. 

When  payment  of  a  loan  becomes  past  due,  the  servicer  is  responsi- 
ble for  making  appropriate  efforts  to  collect  the  unpaid  installments. 
Fannie  Mae  does  not  prescribe  the  specific  techniques  to  be  used,  but 
we  do  require  a  system  that  will  provide  proper  servicing  of  the 
mortgate.  Generally,  we  require  the  servicer  to  use  letters,  telephone 
calls,  personal  contacts,  and  such  other  methods  as  needed.  The  serv- 
icer is  expected  to  counsel  the  borrower  and  help  him  arrange  pay- 
ments he  can  afford,  allowing  time  to  catch  up  on  an  installment  basis 
the  past  due  payments.  Such  method  for  eliminating  a  delinquency  is 
called  by  Fannie  Mae  a  liquidating  plan. 

Fannie  Mae  encourages  servicers  to  use  every  possible  method  to 
assist  the  borrower  in  avoiding  the  loss  of  his  home.  Fannie  Mae  will 
accept  any  agreements  with  the  borrower  to  forbear,  recast,  reamor- 
tize,  extend,  or  modify  the  terms  of  the  mortgage  in  hardship  cases 
where  the  servicer  recommends  such  agreement,  provided  it  is  ap- 
proved by  the  FHA  insuring  office.  The  conditions  that  support  the 
use  of  such  relief  include  illness,  death,  temporary  suspension  or  reduc- 
tion of  income,  and  other  conditions  which  create  a  hardship  on  the 
borrower. 

The  servicer  is  required  to  physically  inspect  properties  as  needed  to 
prevent  waste  or  deterioration.  When  the  property  is  vacant  and  the 
servicer  is  unable  to  locate  the  borrower,  he  recommends  to  Fannie 
Mae  that  the  mortgage  be  foreclosed  on  the  basis  of  an  abandonment 
and  notifies  FHA  of  the   abandonment. 

If  it  is  determined  that  the  borrower  cannot  meet  his  obligations,  the 
servicer,  on  or  before  the  loan  is  90  days  in  arrears,  must  file  a  default 
notice  with  the  FHA  insuring  office  that  foreclosure  is  imminent.  A 
subsequent  default  notice  is  filed  each  6  months  thereafter  until  the 
account  is  brought  current  or  foreclosure  action  is  initiated.  Con- 
currently with  the  filing  of  the  default  notice  to  the  FHA,  the  servicer 
must  make  his  recommendation  to  Fannie  Mae  as  to  whether  to  accept 
a  deed  in  lieu  of  foreclosure,  to  foreclose,  or  take  any  other  appropriate 
action. 

The  report  sets  forth  the  efforts  made  by  the  servicer  to  keep  the 
loan    from    being    liquidated. 

Upon  receipt  of  the  servicer's  recommendation,  Fannie  Mae 
notifies  the  servicer  of  its  approval  or  disapproval  of  the  recommended 
action.  Fannie  Mae  will  disapprove  the  recommended  action  if  the 
servicer  has  not  furnished  sufficient  evidence  that  it  has  exhausted 
all  reasonable  efforts  to  bring  the  loan  current.  With  the  approval 
of  foreclosure  by  Fannie  Mae,  the  bond  or  note  is  forwarded  to  the 
servicer  with  instructions  to  refer  the  case  for  foreclosure.  The  servicer 
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is  then  responsible  for  liaison  with  the  foreclosing  attorney,  the  Fannie 
Mae  office,  and  the  FHA  insuring  office  to  assure  prompt  processing 
of  the  foreclosure. 

The  servicer  is  required  to  notify  the  FHA  insuring  office  when  the 
attorney  commences  the  foreclosure  action,  and  again  when  the 
property  is  sold  at  foreclosure.  If  the  property  is  vacant,  the  servicer 
is  responsible  for  completion  of  the  foreclosure  by  obtaining  the 
deed,  conveying  title  to  the  Secretary  of  Housing  and  Urban  Devel- 
opment, and  sending  it  and  the  claim  for  insurance  to  FHA 
Washington. 

During  the  period  of  foreclosure,  the  servicer  is  responsible  for 
the  proper  protection  of  the  property  and  must  secure  it  as  necessary. 
In  New  York  City,  the  property  is  usually  occupied  at  date  of  the 
foreclosure  sale.  To  meet  the  FHA  requirement,  the  servicer  and  the 
foreclosing  attorney  are  responsible  for  dispossessing  the  occupants 
before  the  claim  under  the  insurance  can  be  submitted  to  FHA, 
unless  the  FHA  insuring  office  is  willing  to  accept  the  property 
occupied. 

If  a  borrower  offers  to  pay  all  arrearages  and  any  foreclosure 
expenses  incurred  after  Fannie  Mae  has  approved  foreclosure  and 
before  the  foreclosure  has  proceeded  to  sale,  the  servicer  generally 
accepts  reinstatement  of  the  loan  and  has  foreclosure  dismissed. 
Any  reinstatement  must  be  reported  to  the  FHA  insuring  office. 
Fannie  Mae  does  not  receive  any  copies  of  the  notices  from  the  servicer 
to  the  FHA  relative  to  the  various  stages  of  default  and  foreclosure. 

The  supervision  of  servicers  by  Fannie  Mae  is  accomplished  by  th^ 
following  methods : 

First,  the  accounting  reports  are  reviewed  by  our  Washington 
office.  Notices  of  problems  are  sent  to  servicers  and  copies  are  fur- 
nished to  the  regional  office. 

Monthly  reports  of  loans  in  arrears  are  furnished  by  the  servicer 
to  the  regional  office.  These  reports  are  reviewed  by  regional  personnel 
to  ascertain  if  the  servicer  is  having  any  unusual  problems  in  his 
collections  efforts. 

The  regional  loan  representative  contacts  the  servicer  and  reviews 
any  matters  that  indicate  the  servicer's  performance  may  be  weak. 
On  personal  visits,  he  reviews  the  servicer's  records  of  collections 
and  compares  them  with  the  recommendations  to  foreclose  to  assure 
that  the  efforts  made  by  the  servicer  to  contact  the  borrower  are 
properly  supported. 

Audits  are  made  of  servicers  on  a  frequency  determined  by  the 
Director  of  Audits.  However,  the  regional  office  may  request  a 
special  audit  when  there  is  reason  to  feel  that  the  servicer's  per- 
formance requires  such  an  audit.  The  audits  include  accounting, 
selling,  and  servicing  matters  referred  by  Washington  or  regional 
personnel,  in  addition  to  a  selective  examination  of  transactions 
which  the  auditor  considers  appropriate. 

Problems  in  a  servicer's  performance  may  be  disclosed  by  any  or 
all  of  the  supervisory  methods  discussed  above.  In  determining 
appropriate  corrective  action,  the  regional  office  evaluates  problems 
and  their  cause  and  takes  action  it  considers  appropriate. 

A  most  frequent  problem  encountered  by  the  region  is  the  high 
percentage  of  the  servicer's  loans  that  are  in  arrears.  Generally,  these 
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are  resolved  after  correspondence,  telephone  calls,  and  ofl&ce  visits  by 
the  servicer. 

Occasionally,  a  servicer  may  continue  to  have  a  high  delinquency 
ratio  after  repeated  contacts  by  the  regional  office.  In  such  cases,  the 
regional  office  may  place  the  servicer  under  closer  supervision  and 
may  require  the  servicer  to  report  its  progress  in  overcoming  deficien- 
cies by  special  reports  or  visits  to  the  regional  office.  When  a  servicer 
is  under  such  special  supervision,  Fannie  Mae  refers  to  this  as  a  period 
of  probation.  The  i)urpose  of  probation,  as  it  is  used  in  the  north- 
eastern region,  is  to  make  the  servicers  aware  that  continued  inade- 
quate performance  will  result  in  more  severe  action. 

The  regional  office  has  no  authority  to  suspend  a  seller's  selling 
privileges  or  to  terminate  unilaterally  its  selling  and  servicing  agree- 
ments. When  a  seller-servicer  does  not  respond  to  the  efforts  of  the 
regional  office  to  correct  unsatisfactory  performance,  or  when  the 
regional  office  is  advised  that  FHA  has  suspended  the  mortgagee 
privileges  of  a  Fannie  Mae  seller-servicer,  a  recommendation  is  made 
to  Fannie  Mae  in  Washington  that  (1)  The  selling  privileges  of  the 
seller-servicer  be  suspended  until  the  cause  for  the  suspension  is 
satisfactorily  removed,  or  (2)  that  its  selling  and  servicing  agreements 
be  terminated. 

Mr.  Chairman,  I  believe  that  I  have  given  the  subcommittee 
sufficient  background  information  about  Fannie  Mae  and  its  seller- 
servicer  relationship  to  assist  it  in  comprehending  my  response  to 
specific  matters  about  which  I  have  been  requested  to  testify. 

I  was  asked  to  discuss  the  mortgage  situation  in  New  York  City, 
including  present  arrearages,  how  present  arrearages  compare  with 
the  peak  period  of  arrearages,  the  number  of  FHA  and  VA  mortgages 
outstanding,  and  what  percentage  they  comprise  of  the  total  in  New 
York  City  market. 

I  have  no  information  as  to  the  number  of  loans  owned  in  New 
York  City  by  investors  other  than  Fannie  Mae  and  Ginny  Mae  or  to 
the  arrearages  of  such  loans,  nor  do  I  know  how  many  FHA  and  VA 
loans  are  outstanding  in  the  city. 

As  for  Fannie  Mae,  the  corporation  owned  15,303  mortgages  in 
New  York  City  on  March  25,  1972,  of  which  3,805,  or  24.86  percent, 
were  in  arrears.  Included  in  these  arrearages  were  1,079  loans,  or 
7.05  percent,  that  were  in  foreclosure.  The  New  York  City  area  as 
defined  by  these  data  include  Manhattan,  Staten  Island,  Bronx, 
Long  Island  City,  Brooklyn,  Flushing,  Jamaica,  and  Far  Rockaway. 

I  would  like  to  note  that  these  data  are  from  our  Washington  office 
computer  and  are  different  from  other  arrearage  data  reported  in  my 
statement  since  (1)  The  servicers  update  the  status  of  loans  until 
monthend  in  reports  to  the  regional  office,  and  (2)  their  reports  to 
the  region  do  not  separate  loans  by  geographical  area. 

For  example,  Inter-Island  Mortgagee  Corp.  regional  reports  include 
both  New  York  and  Puerto  Rican  loans.  I  would  like  to  note,  too,  that 
the  delinquency  rate  reflects  the  cumulative  effect  of  the  number  of 
loans  in  foreclosure,  including  arrearages  up  to  3  or  more  years.  The 
time  required  to  complete  foreclosures  in  New  York  City  is  discussed 
later  in  this  testimony. 

It  is  difficult  for  me  to  compare  present  arrearages  with  peak  arrear- 
ages in  New  York  City  because  of  the  cumulative  effect  of  these 


528 

foreclosures.  Also,  our  computer  records,  as  of  this  date,  do  not  have 
these  comparative  data,  and  our  regional  reports  from  servicers 
operating  in  New  York  City  include  loans  located  outside  the  city 
area. 

I  have  prepared  the  following  comparative  data  from  regional  office 
reports  for  New  York  City  showing  the  Fannie  Mae  total  loans, 
number  in  arrears,  excluding  foreclosures,  and  percentage  of  such 
arrears  as  of  March  31  and  September  30  for  the  years  1969,  1970,  and 
1971,  and  for  March  31,  1972.  These  data  represent  loans  serviced  by 
Fannie  Mae  servicers  that  do  business  in  New  York  City,  but  they 
also  include  the  loans  serviced  by  these  companies  that  are  outside 
the  city. 

In  1969,  March,  we  owned  5,674  loans  in  New  York,  of  which  874 
were  in  arrears"*for  15.4  percent  delinquency.  September  of  that  year, 
we  owned  9,169  loans;  752  were  in  arrears  for  8.2  percent  delinquency. 

In  March  1970,  we  owned  12,927  loans;  1,299  delinquent  for  10 
percent.  September,  we  owned  16,048  loans;  1,006  for  6.3  percent. 

In  March  1971,  we  owned  17,384  loans,  1,700  in  arrears  for  9.8 
percent.  September,  17,395;  1,707  in  arrears  for  9.8. 

In  March  of  1972,  17,596;  1,433  in  arrears,  8.1. 

I  might  call  to  the  committee's  attention  that  the  17,596,  as  re- 
ported at  March  31,  does  not  agree  with  the  15,303  reported  earlier 
which  came  from  our  computer.  This  difference,  as  I  mentioned 
relates  to  the  geographic  areas  and  the  difference  in  the  counts. 

Fannie  Mae  loans  in  New  York  City  were  sold  to  and  are  serviced 

for  the  corporation  primarily  by  mortgage  companies,  although  the 

teim  "mortgage"  does  not  appear  in  the  names  of  these  companies. 

I've  been  advised  that  the  New  York  State  laws  prohibit  the  use  of 

the  word  "mortgage"  in  the  name  of  companies  operating  in  New  York. 

The  North  New  York  Savings  Bank  in  the  Bronx  and  the  Green 
Point  Savings  Bank  in  Brooklyn  presently  service,  respectively,  209 
and  "9  Fannie  Mae  loans.  All  other  Fannie  Mae  loans  in  the  city  are 
serviced  by  mortgage  companies. 

For  the  past  3  years,  the  time  required  to  complete  a  Fannie  Mae 
foreclosure  in  New  York  City  has  varied  from  approximately  7  months 
to  up  to  3  years.  Fannie  Mae  considers  a  foreclosure  unfinished  until 
completion  of  any  necessary  possessory  actions  and  the  processing  of 
the  claim  under  the  FHA  mortgage  insurance  The  time  requested  to 
foreclose  is  the  result  of  one  or  more  of  the  following  factors : 

New  York  has  the  most  exacting  and  complicated  foreclosure  pro- 
cedures of  any  jurisdiction  among  the  16  where  our  office  operates. 
It  is  a  court  foreclosure  which  requires  the  determining  and  naming 
as  defendants  of  any  tenant  and  all  lienholders,  and  an  attempt  to 
make  personal  service  upon  each  one.  Under  favorable  circumstances, 
the  foreclosure  is  completed  in  7  months.  Common  names,  evasion  of 
service,  disappearing  parties,  and  the  like,  can  greatly  delay  the  pro- 
ceedings. Where  the  property  owner  cannot  be  located  there  is  a 
complex  procedure  for  publication  to  obtain  jurisdiction. 

FHA  regulations  require  that  foreclosed  properties  be  vacant  or 
that  occupancy  be  acceptable  to  the  FHA  insuring  office  before  Fannie 
Mae  can  convey  title  and  custody  to  the  FHA.  The  shortage  of  housing 
for  low  and  moderate  income  persons  is  so  acute  that  the  courts  fre- 
quently postpone  possession  for  3  months,  and  there  have  been  as 
many  as  nine  postponements. 
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This  is  particularly  true  where  the  occupant  is  elderly,  in  ill  health, 
on  relief,  or  has  a  large  family.  There  have  been  instances  where  the 
court  officer  failed  to  act  even  when  the  court  granted  the  writ  of 
possession.  With  increasing  frequency,  attorneys  appear  to  seek  post- 
ponement of  removal. 

Our  statistics  show  the  rapid  increase  in  our  New  York  City 
portfolio.  Until  late  1969,  one  law  firm  handled  our  foreclosures.  Now 
we  use  eight  on  a  regular  basis,  and  three  more  to  help  with  the 
overflow.  The  unusual  difficulties  which  we  have  encountered  during 
the  last  several  years  require  more  legal  services  over  a  prolonged 
period.  Thus,  some  of  our  counsel  have  accumulated  caseloads  beyond 
their  capacity  to  handle  expeditiously. 

The  subcommittee  requested  specific  information  about  certain 
mortgage  companies  which  do  business  with  Fannie  Mae  in  the  New 
York  City  area. 

The  Nationwide  Holding  Corp.  was  approved  by  Fannie  Mae  as  a 
seller  only  on  March  31,  1972.  We  have  done  no  business  with  this 
firm  to  date. 

Spartacus  Securities,  Inc.,  was  approved  as  a  Fannie  Mae  seller- 
servicer  on  January  6,  1970.  This  firm  has  had  no  delinquency  or  other 
problems  and  is  presently  servicing  only  49  loans  for  Fannie  Mae. 

Hogar  Funding  Corp.,  approved  as  a  Fannie  Mae  seller  on  August  5, 
1969,  and  as  a  Fannie  Mae  servicer  on  December  3,  1969,  presently 
services  160  Fannie  Mae  loans.  This  firm  has  had  no  problems  in 
selling  mortgages  to  Fannie  Mae,  but  has  had  some  problems  with 
delinquencies.  The  delinquency  ratio  has  ranged  from  a  low  of  3.6 
percent  in  July  1970,  to  a  high  16.9  percent  in  June  1971.  Hogar 
reported  a  delinquency  ratio  of  10.1  in  May  1971,  and  7.7  in  June  1971. 
The  correct  ratios  for  these  months  were  14.7  percent  and  16.9  percent, 
respectively,  according  to  an  audit  made  in  September  1971.  Hogar 
explained  to  the  satisfaction  of  the  region  that  the  procedures  which 
resulted  in  the  erroneous  reports  were  corrected. 

Inter-Island  Mortgagee  Corp.  was  approved  as  a  Fannie  Mae 
seller  and  servicer  in  October  1964,  but  did  not  begin  doing  business 
with  Fannie  Mae  until  March  1966.  On  April  30,  1971,  a  subsidiary, 
Inter-Island  Mortgagee  Corp.  of  Puerto  Rico,  was  approved  only  as 
a  seller,  with  servicing  done  by  the  parent  company. 

From  the  inception  of  servicing,  Fannie  Mae  has  made  numerous 
contacts  with  the  parent  company  by  telephone,  correspondence,  and 
in  person,  principally  due  to  the  number  of  loans  delinquent.  On  two 
occasions,  the  regional  office  placed  the  company  on  probation  when 
delinquencies  were  considered  unacceptable  and  removed  the  pro- 
bation when  the  level  of  delinquencies  was  reduced.  Those  occasions 
were  from  May  1967  until  April  1968,  and  from  April  1969  to  July 
1971.  Inter-Island  was  audited  in  November  1966,  December  1967, 
and  February  1971.  The  1966  audit  reported  late  reports  and  remit- 
tances. The  1967  audit  reported  that  the  servicer  accepted  payments 
and  subsequently  billed  late  charges  contrary  to  FHA  requirements; 
also  that  moneys  collected  were  not  deposited  as  early  as  Fannie  Mae 
requires. 

The  1971  audit  again  reported  late  charges  billed  improperly,  tax 
penalties  improperly  charged  to  mortgagors,  and  10  loans  delivered 
for  purchase  that  did  not  conform  to  Fannie  Mae  requirements  as  to 
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payment  of  matured  installments.  Inter-Island  corrected  or  explained 
all  of  the  above  audit  findings  to  the  satisfaction  of  the  region. 

I  might  add,  at  this  point,  Mr.  Chairman,  that  Inter-Island  Mortga- 
gee Corp.  had  its  approval  as  a  mortgagee  suspended  by  the  FHA  on 
May  5,  1972.  Federal  National  Mortgage  Association,  acting  for 
itself  and  as  agent  for  the  Government  National  Mortgage  Associa- 
tion, suspended  Inter-Island  Mortgage  Corp.  and  its  subsidiary,  Inter- 
Island  Mortgage  Corp.  of  Puerto  Rico,  on  May  10,  1972. 

On  May  11,  Inter-Island  filed  suit  for  a  temporary  restraining  order 
against  suspension  by  FHA,  and  a  hearing  was  held  before  Judge 
Parker  at  4:30  p.m.  on  that  date. 

The  following  day,  Judge  Parker  signed  a  temporary  restraining 
order  lifting  the  suspension  and  ordering  HUD  to  hold  a  hearing  on 
May  17.  Inter-Island  was  ordered  to  appear  at  the  hearing. 

The  temporary  restraining  order  is  effective  until  May  22,  and  a 
hearing  is  scheduled  for  the  same  date  on  Inter-Island's  request  for 
a  preliminary  injunction.  No  temporary  restraining  order  was  sought 
against  Fannie  Mae's  action  of  May  10,  and  therefore  that  action 
stands  and  Inter-Island  remains  suspended  by  Fannie  Mae.  Today, 
we  began  an  audit  of  Inter-Island  and  its  records,  and  we  will  know 
the  results  of  that  probably  within  about  30  days. 

Dale  Funding  Corp.  was  approved  as  a  Fannie  Mae  seller  and 
servicer  on  December  6,  1965.  Prior  to  1969,  the  servicer's  dehnquency 
ratios  were  high,  but  the  number  of  loans  serviced  never  exceeded  87. 
Dale  was  placed  on  probation  for  high  delinquencies  from  April  1969 
to  March  1970,  and  again  from  April  1971  to  September  1971. 

On  both  occasions,  the  servicer  reduced  delinquencies.  Dale  was 
audited  in  March  1968  and  again  in  December  1971.  The  1968  audit 
disclosed  nothing  of  significance.  The  December  1971  audit  included 
several  findings  related  to  the  manner  in  which  the  servicer's  records 
were  maintained.  The  audit  concluded  that  the  servicer's  perform- 
ance was  inadequate. 

A  lack  of  adequate  training  of  personnel  and  problems  with  the 
computer  service  leased  by  Dale  were  cited  as  causes  of  the  conditions 
noted  in  the  audit.  The  audit  findings  were  referred  to  the  servicer 
for  comment  as  to  proposed  corrective  action.  The  servicer  agreed  at 
the  time  of  audit  to  take  corrective  action.  Clearance  of  the  audit 
findings  is  still  jjending. 

I  might  mention,  at  this  point,  that  the  service  bureau  that  was  used 
by  Dale  has  been  a  service  bureau  that's  also  been  a  problem  to  other 
servicers  who've  made  changes. 

Eastern  Service  Corp.,  was  approved  as  a  Fannie  Mae  seller  and 
servicer  in  June  1960,  but  was  inactive  until  January  1967.  Except  for 
high  delinquency  ratios,  Fannie  Mae  has  had  only  a  few  minor  ])rob- 
lems  with  this  servicer.  Many  contacts  by  telephone,  letters,  and 
conferences  with  this  servicer  were  necessary  because  of  the  delin- 
quency i)roblem.  Our  records  show  that  delinquency  ratios  were 
acceptable  at  times  and  unacceptable  at  other  times. 

Because  of  an  unacceptable  ratio  of  delinquencies,  Eastern  was  on 
probation  from  April  1969,  to  December  1969.  Eastern  was  scheduled 
for  a  conference  in  the  regional  office  on  April  11,  1972,  to  discuss  its 
delinquency  problem  and  other  soiling  and  servicing  matters.  This 
meeting  was  cpnccled  when  we  learned  of  the  grand  jury  indictments 
against  princii)als  of  the  firm. 
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On  April  3,  1972,  with  Fannie  Mae  Washington  approval,  we  sus- 
pended the  privileges  of  Eastern  to  obtain  fiirtht  Fannie  ^!ae  com- 
mitments. A  Fannie  Mae  audit  of  Eastern  began  <...  April  6,  1972, 
and  is  still  in  progress. 

Previous  Fannie  Mae  audits  were  made  in  November  1967,  and 
December  1970.  The  1967  audit  disclosed  no  significant  problems.  The 
1970  audit  contained  14  findings  and  the  auditor  classified  the  servicer's 
performance  as  marginal. 

The  auditor  attributed  the  decline  in  the  servicer's  performance 
to  a  substantial  increase  in  loans  serviced  with  attendant  problems  in 
maintaining  an  adequately  trained  staff. 

The  findings  included  matters  such  as  late  remittances  to  Fannie 
Mae,  late  charges  billed  after  acceptance  of  mortgage  payments, 
mortgagor  ledger  cards  not  maintained  in  the  manner  required, 
payments  in  full  not  processed  promptly,  minor  errors  in  loss  payable 
clauses  of  hazard  insurance  policies,  improperly  worded  collection 
letters,  failure  to  maintain  controls  on  foreclosures,  signed  duplicates 
of  mortgage  bonds  not  identified  as  copies,  and  nine  files  that  were 
incomplete  as  to  evidence  of  credit  underwriting. 

The  servicer  acknowledged  these  weaknesses  and  stated  to  our 
satisfaction  the  corrective  action  needed  to  clear  these  findings. 

Springfield  Equities  Limited  was  approved  as  a  Fannie  Mae  seller 
in  June  1966,  and  as  a  Fannie  Mae  servicer  in  January  1968.  In  April 
1969,  Springfield  was  placed  on  probation  because  of  high  delinquen- 
cies. In  June  1969,  the  firm's  selling  privileges  were  suspended  because 
of  continued  increases  in  the  delinquency  ratio.  The  suspension  was 
lifted  in  October  1969,  when  the  delinquency  problem  was  resolved  to 
our  satisfaction. 

In  September  1970,  an  audit  of  Springfield  disclosed  that  the 
servicer's  procedures  needed  improvement  and  that  there  was  a  need 
for  more  personnel  and  space.  The  findings  involved  loans  delivered  to 
Fannie  Mae  that  were  not  within  the  acceptable  tolerances  as  to 
payment  of  matured  installments,  tax  penalties  charged  to  mortgagors, 
late  payments  collected  after  acceptance  of  late  monthly  installments, 
foreclosure  control  inadequate,  mortgagors  improperly  charged  for 
tax  search  fees,  insurance  loss  settlements  not  documented  adequately, 
date  transaction  posted  rather  than  date  of  transaction  shown  on 
ledger  cards,  and  funds  not  sent  to  Fannie  Mae  promptly.  All  of  these 
findings  were  cleared  by  the  servicer  and  no  further  problems  were 
experienced  with  this  firm. 

Jacksonville  National  Bank  purchased  the  servicing  account  of 
Springfield  subject  to  our  approval,  and  Fannie  Mae  approved  such 
transfer  of  servicing  effective  Januar}^  25,  1971. 

United  Institutional  Servicing  Corp.  was  approved  as  a  Fannie  Mae 
seller  and  servicer  in  February  1967.  Two  months  after  approval,  this 
company  accepted  the  servicing  of  636  Fannie  Mae  loans  which  had 
been  serviced  previously  by  U.I.  &  I.  Funding  Corp.,  its  parent 
corporation. 

United  Institutional  was  very  active  in  selling  to  Fannie  Mae  and 
during  the  next  4  years  the  number  of  loans  serviced  for  Fannie 
Mae  increased  to  6,084.  The  performance  of  United  Institutional  was 
often  marginal,  and  many  contacts  by  telephone,  letter,  and  in  person 
were  made  by  Fannie  Mae  in  an  effort  to  obtain  improvements.  The 
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principal   problems   were   high    delinquency   ratios    and   inadequate 
control  of  foreclosures. 

Audits  were  performed  in  August  1968,  February  1970,  and  Feb- 
ruary 1971.  The  1968  audit  included  nine  findings,  none  of  which 
was  considered  significant.  However,  the  audit  did  include  an  exami- 
nation of  35  loans  submitted  to  Fannie  Mae  during  the  preceding 
2  years,  and  all  of  these  loans  were  either  in  foreclosure  or  at  least 
90  days  delinquent  as  of  the  date  of  the  review. 

At  a  conference  with  the  servicer  in  December  1968,  the  findings 
were  discussed  and  the  servicer  was  notified  that  his  j^erformance 
was  considered  inadequate.  In  January  1969,  the  servicer  further 
advised  Fannie  Mae  that  it  had  corrected  all  the  conditions  cited  in 
the  audit  and  had  hired  an  additional  experienced  man. 

In  April  1969,  United  was  placed  on  probation  because  of  inade- 
quate control  of  foreclosures  and  high  delinquency  ratios.  This 
status  continued  until  the  Fannie  Mae  servicing  account  was  sold  to 
Jacksonville  National  Bank,  with  the  concurrence  of  Fannie  Mae,  in 
February  1971. 

The  1970  audit  included  nine  findings  which  were  not  considered 
])articularly  serious  and  were  subsequently  cleared  in  June  1970. 
The  1971  audit  disclosed  20  findings,  the  most  serious  of  which  were: 

Individual  records  not  reconciled  to  control  accounts;  instances 
of  mortgage  i)ayments  aj)plied  to  the  incorrect  account;  dishonored 
checks  not  reversed  on  mortgagor's  records;  advances  for  payment 
of  taxes  and  insurance  not  posted  to  mortgagor's  records  in  all 
instances;  tax  payments  charged  to  wrong  mortgagor;  past  due  tax 
bills  not  paid;  tax  receipts  not  filed  correctly;  instances  of  partial 
installments  collected  without  followup  for  additional  amount  due  or 
other  application  of  these  funds;  hazard  insurance  policies  not  in  files 
nor  any  other  evidence  of  adequate  insurance  coverage;  failure  to 
analyze  and  adjust  escrow  accounts  when  needed;  and  inadequate 
followup  on  uncleared  disbursement  checks. 

On  October  31,  1969,  a  conference  mth  United  was  held  in  the 
regional  office.  Mr.  Edwin  Katz,  chairman  of  United's  board,  stated 
that  United  did  not  perform  any  underwriting  function  but  merely 
forwarded  the  mortgage  application  to  FHA.  Mr.  Katz  stated  "it 
is  well  worth  the  risk  for  the  Government  to  provide  19  families  with 
homes  as  against  the  one  that  results  in  foreclosure." 

We  advised  Mr.  Katz  that  Fannie  Mae  expected  United  to  under- 
write loans  rather  than  just  pass  them  on  to  FHA  and  that  there 
were  special  Government  programs  designed  for  families  who  were 
poor  credit  risks  to  obtain  a  home.  We  gave  United  until  January 
1970,  to  show  ])rogress  in  reducing  the  delinquencies. 

In  February  1970,  Mr.  Katz  stated  the  usual  collection  problems  at 
Christmas  prevented  United  from  showing  a  reduction  in  delin- 
quencies. We  extended  the  period  in  which  to  show  improvement 
until  April  1970.  In  April,  Mr.  Katz  advised  that  a  postal  strike  in 
March  and  the  illness  of  his  collection  manager  had  resulted  in  the 
improvements  made  in  February  being  reversed  in  March. 

Beginning  in  May  1970,  delinquency  rei:)orts  from  United  showed 
continued  slight  reductions  through  October  1970.  In  November 
1970,  Fannie  Mae  reviewed  the  status  of  individual  loans  reported 
delinquent  by  United.  The  review  disclosed  that  many  loans  under 
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liquidating  plans  were  not  reported  delinquent  as  required  by  Fannie 
Mae. 

In  November,  we  advised  United  by  letter  of  the  inadequate  de- 
linquency reports.  Our  letter  stated  that  liquidating  plans  were 
improperly  excluded  from  delinquency  reports  and  that  only  the 
forebearance  plans  should  have  been  excluded.  The  delinquent  report 
as  corrected  by  Fannie  Mae  showed  18.8  percent  delinquency  ratio 
compared  to  7.9  percent  reported  by  United. 

On  December  21,  1970,  we  advised  Mr.  Katz  that  United  had  been 
given  every  opportunity  to  correct  its  unsatisfactory  performance 
and  that  we  were  recommending  the  suspension  of  its  selling  privileges. 
Mr.  Katz  asked  for  60  more  days  in  which  to  show  improvement 
and  stated  he  would  arrange  the  transfer  of  servicing  if  United  did 
not  show  improvements  in  this  period.  During  the  60  days  he  proposed 
to  hire  more  collection  personnel,  give  closer  personal  attention  and 
take  other  actions  if  needed  to  show  improvement. 

When  we  approved  Jacksonville  National  Bank  as  a  seller-servicer 
on  December  29,  1970,  the  officers  of  the  bank  stated  that  they  were 
expanding  nationally.  We  mentioned  that  United  had  indicated  a 
possible  transfer  of  servicing. 

On  January  8,  1971,  the  officers  of  the  bank  came  to  the  Fannie 
Mae  regional  office  and  advised  that  they  had  been  in  contact  with 
United  and  were  considering  the  purchase  of  the  Fannie  Mae  servic- 
ing. They  wanted  to  ascertain  if  we  would  approve  the  transfer  of 
servicing  if  it  were  purchased  by  the  bank.  We  advised  that  we  thought 
the  transfer  could  be  approved,  and  we  later  approved  such  transfer 
effective  February  25,  1971. 

In  February,  we  noted  12  loans  recommended  by  United  for  fore- 
closure on  which  no  payments  were  made.  Since  Jacksonville  Na- 
tional Bank  would  be  required  to  supervise  the  foreclosures  without 
compensation  and  because  we  thought  that  the  foreclosures  were 
caused  by  United's  failure  to  either  underwrite  or  service  the  loans 
properly,  we  required  United  to  repurchase  these  loans. 

Fannie  Mae  policy  provides  that  when  a  seller  misrepresents  facts 
in  selling  a  loan  to  us,  the  seller  may  be  required  to  repurchase  such 
loan  at  the  same  percentage  of  unpaid  principal  balance  as  was  paid 
by  Fannie  Mae  when  the  loan  was  purchased. 

Although  we  had  no  evidence  of  a  misrepresentation  by  United, 
we  used  this  Fannie  Mae  policy  as  a  reference  in  establishing  the 
amount  required  to  repurchase  these  loans. 

The  transfer  of  servicing  to  Jacksonville  National  Bank  was  ap- 
proved with  the  understanding  that  all  deficiencies  disclosed  in  the 
1971  audit,  would  be  corrected  by  Jacksonville  National  Bank. 

Jacksonville  National  Bank  was  approved  as  a  seller  and  servicer 
in  the  northeastern  region  on  December  29,  1970.  Prior  to  this  ap- 
proval, officers  of  the  bank  discussed  with  the  region  the  proposed 
acquisition  of  Springfield  Equities  servicing  under  an  agreement  that 
Springfield  would  act  as  an  agent  of  the  bank  in  servicing  loans. 

The  bank  officers  explained  that  for  legal  reasons  the  bank  could  not 
operate  in  its  own  name  or  that  of  its  parent  company  in  New  York 
City.  On  January  25,  1971,  the  923  Fannie  Mae  loans  formerly  serviced 
by  Springfield  were  transferred  to  the  bank. 

On  January  8,  1971,  officers  of  the  bank  called  at  the  regional  office 
to  inform  us  that  the  Jacksonville  National  Bank  was  negotiating  for 
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the  purchase  of  the  Fannie  Mae  servicing  account  of  United  Institu- 
tional Servicing  Corp.  We  advised  the  bank  that  we  thought  the 
transfer  could  be  approved. 

Subsequently,  the  bank  submitted  its  formal  request  for  the 
transfer  which  was  approved  on  February  25,  1971,  and  the  6,084 
loans  serviced  by  United  were  transferred  to  the  bank.  The  bank 
assumed  all  responsibility  for  the  servicing  and  advised  that  extensive 
efforts  would  be  made  to  correct  all  unsatisfactory  conditions  noted 
by  the  bank  and  by  Fannie  Mae. 

Since  the  transfer,  the  bank  has  advised  by  reports  and  in  person 
that  extensive  efforts  were  required  by  it  to  identify  and  correct 
deficiencies  existing  at  the  time  of  the  servicing  transfer  to  the  bank. 
It  is  apparent  to  us  that  the  Jacksonville  National  Bank  has  made 
considerable  progress  in  correcting  prior  deficiencies  since  acquiring 
the  servicing  account  of  United  Institutional  Servicing  Corp. 

Occasionally,  the  Fannie  Mae  regional  office  notes  conditions  that 
may  be  in  violation  of  FHA  regulations.  In  such  cases,  if  the  violation 
is  considered  serious,  the  region  refers  this  information  to  our  Wash- 
ington office  for  transmittal  to  the  HUD  compliance  organization. 
The  region  is  not  advised  of  the  disposition  of  these  cases. 

In  1970  and  1971,  the  region  referred  four  cases  which  indicated  that 
the  mortgagors  of  record  might  be  nonexistent  or  "phantom  mort- 
gagors." Also  in  1971,  the  region  referred  five  cases  involving  17  loans 
in  which  titles  to  properties  were  acquired  apparently  for  the  purpose 
of  collecting  rents  during  the  time  required  to  foreclose  the  property. 
This  latter  practice  is  sometimes  referred  to  as  "equity  skimming." 

Mr.  Chairman,  this  concludes  my  prepared  statement.  I  and  my  two 
associates  will  try  to  answer  any  questions  you  and  other  members  or 
committee  counsel  may  have. 

Senator  Hart.  Mr.  Duncan,  before  we  begin  to  develop  some  of 
the  questions  for  our  general  understanding  of  Fannie  Mae,  if  your 
two  associates,  Mr.  Reed  and  Mr.  McCarron,  are  going  to,  or  may 
answer  some  questions,  why  don't  we  administer  the  oath  to  them, 
and  we  can  proceed. 

(Mr.   Reed  and  Mr.  McCarron  are  sworn  in  by  the  chairman.) 

Senator  Hart.  Mr.  Duncan,  thank  you  very  much  for  your  testi- 
mony. We  have  a  series  of  questions  here,  some  of  which  I  think  may 
require  repetition  of  some  of  your  testimony. 

But  rather  than  relying  on  my  memory  and  to  make  sure,  I  will  ask 
it  anyway. 

HUD  has  a  mortgage  approval  process.  Does  Fannie  Mae  have  an 
approval  process  in  addition  to  that? 

Mr.  Duncan.  Yes,  sir.  We  enter  into  a  formal  selling  agreement 
and  a  formal  servicing  agreement  with  each  firm  with  whom  we  do 
business. 

Senator  Hart.  Now,  is  it  possible  that  you  will  approve  a  company 
for  the  sale  of  mortgages  to  Fannie  Mae  without  approving  the 
servicing? 

Mr.  Duncan.  Yes,  sir.  We  do  have  some  firms  who  do  not  ask  to 
be  approved  as  servicers.  We  have  some  that  we  may  not  approve  as 
servicers  because  they  do  not  have  the  facilities  or  the  experience  to 
indicate  that  they  can  properly  service  them. 

Senator  Hart.  What  are  the  qualifications  that  a  company  has 
to  demostrate  to  you  to  have  them  qualify  as  a  seller-service? 
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Mr.  Duncan.  As  a  seller  of  FHA  mortgages,  we  require  them  to 
demostrate  that  they  have  been  approved  by  FHA  as  a  mortgagee 
by  furnishing  a  copy  of  the  FHA  mortgagee  certificate.  We  require 
them  to  show  us  that  selling  mortgages  to  us  is  related  to  their  princi- 
pal business,  or  a  major  portion  of  that  business. 

As  far  as  servicing,  we  use  the  same  criteria,  except  that  we  also 
require  them  to  demostrate  that  they  have  the  necessary  equipment 
and  other  facilities,  plus  the  experienced  personnel,  to  understand 
FHA  and  Fannie  Mae  requirements  to  properly  service  mortgages. 

Senator  Hart.  Right  now  you  are  not  limited  to  FHA  mortgages 
alone.  You  buy,  do  you  not,  VA  mortgages? 

Mr.  Duncan.  Yes,  sir.  We  do  buy  VA  mortgages.  The  approved 
seller  of  VA  mortgages  does  not  have  to  be  an  approved  FHA 
mortgagee. 

We  will  approve  a  seller  of  V A  mortgages  if  it  is  a  supervised  lender, 
such  as  a  bank,  or  a  savings  and  loan  association  or  if  it  otherwise 
has  $100,000  net  worth,  and  is  engaged  in  the  mortgage  business. 

Senator  Hart.  Is  my  understanding  correct  that  the  law  re- 
quires that  the  mortgage  companies  hold  stock  in  Fannie  Mae  as  a 
condition  to  doing  business  with  them? 

Mr.  Duncan.  At  the  present  time,  the  FNMA  Character  Act 
says  that  the  corporation  shall  at  all  times  require  each  servicer  of  its 
mortgages  to  own  a  minimum  amount  of  common  stock  of  the  corpora- 
tion, measured  by  its  stated  value. 

Such  minimum  amount  shall  not  exceed  2  percentum  as  determined 
from  time  to  time  by  the  corporation  with  the  approval  of  the  Secre- 
tary of  Housing  and  Urban  Development,  of  the  aggregate  outstand- 
ing principal  balances  of  all  the  mortgages  of  the  corporation  which 
have  been  purchased  subsequent  to  September  1,  1968. 

The  amount  of  stock  required  to  be  held  by  each  seller  or  servicer 
wdll  vary  because  of  the  changes  that  have  occurred  in  our  retention 
requirements.  We  have  had  several  changes  since  1968  in  the  amount 
of  stock  that  is  required. 

Senator  Hart.  But  the  obligation  of  the  company  to  hold  stock  in 
Fannie  Mae  as  a  condition  of  doing  business  is  established  by  the  law 
still? 

Mr.  Duncan.  Yes,  sir. 

Senator  Hart.  Are  mortgage  company  officers  directors  of  Fannie 
Mae? 

Mr.  Duncan.  There  are  three  directors  on  the  present  Board,  who 
are  also  in  the  mortgage  business. 

Senator  Hart.  Perhaps  I  should  ask  to  advertise  my  further  ignor- 
ance, how  many  directors  are  required  by  law? 

Mr.  Duncan.  The  Fannie  Mae  Board  consists  of  15  members,  10 
of  whom  are  elected  by  the  stockholders  and  five  of  whom  are  ap- 
pointed by  the  President  of  the  United  States. 

From  those  five,  three  must  be  from  the  real  estate,  homebuilding, 
and  mortgage  lending  industries. 

Senator  Hart.  Now,  before  you  do  business  with  seller's  service, 
are  they  required  to  hold  an  errors  and  omissions  insurance  policy,  or 
some  other  kind  of  policy? 

Mr.  Duncan.  Yes,  sir.  We  require  an  errors  and  omission  policy. 

Senator  Hart.  Would  you  just  give  us  an  indication  of  what  such  a 
policy  covers? 
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Mr.  Duncan.  I  am  looking  at  one  of  the  mortgage  companies  that 
is  under  the  discussion  here— Dale  Funding — as  a  matter  of  illustra- 
tion. It  carries  an  errors  and  omissions  coverage  in  the  amount  of 
$50,000  and  $150,000. 

This  coverage,  I  think,  gives  us  protection  against  the  clerical  errors 
and  this  type  of  thing — fraudulent  errors — and  things  that  may 
hajjpen  within  the  servicing  operations. 

Senator  Hart.  What  is  the  50  and  a  100? 

Mr.  Duncan.  The  50  is  for  each  individual  person,  as  I  understand 
it,  and  the  150  is  the  total. 

Senator  Hart.  Do  you  know  whether  the  northeast  region  has  ever 
made  a  claim  under  that  type  of  policy? 

Mr.  Duncan.  Not  since  I  have  been  there.  No,  sir. 

Senator  Hart.  In  your  testimony,  you  described  Fannie  Mae  as  a 
private  corporation,  privately  financed.  But  it  does  have  the  authority 
to  borrow  from  the  Treasury  of  the  United  States? 

Mr.  Duncan.  Yes,  sir.  We  have  the  backup  authority  of  $2%  bilHon 
that  we  can  borrow  from  the  Treasury.  We  just  hope  that  we  never 
have  to  use  it. 

Senator  Hart.  I  was  going  to  ask  if  you  ever  had  to.  We  have  had 
some  testimony,  but  I'm  sure  that  from  you  we  could  have  an  even 
more  knowledgeable  description  of  how  the  Fannie  Mae  auction 
procedure  works, 

Mr.  Duncan.  Our  auction — our  free  market  system  began  on 
May  6,  1968.  Periodically,  and  at  the  present  time  biweekly,  we 
issue  a  notice  to  all  apj^roved  sellers  that  on  a  certain  date  we  will 
have  available  for  bidding  a  specific  amount  of  money,  or  an  unlimited 
amount  of  money,  that  they  may  bid  for  in  our  auction  system. 

Now,  by  bidding  for  this,  they  will  bid  on  the  basis  of  a  certain 
yield  to  Fannie  Mae.  At  one  time  it  was  on  the  basis  of  certain  price; 
for  example,  96  or  97.  At  the  moment,  it  is  based  on  the  yield  rather 
than  the  price. 

I  cannot  tell  you  how  the  selection  of  the  accepted  bids  is  made, 
but  there  are  two  classes  of  bid  that  can  be  enterecl  into.  One  of  them 
is  on  a  competitive  basis,  and  one  is  on  a  noncompetitive  basis. 

The  competitive  bids  are  accepted  on  the  basis  of  whichever  ones 
fall  within  the  range  of  the  committee's  determination.  The  non- 
competitive bids  are  all  accepted;  they  are  accepted  at  the  average 
price  for  the  competitive  bids  that  were  accepted. 

Our  acceptance  of  the  bids  gives  the  bidder  a  money  commitment 
for  a  period  of  4  months  in  which  it  can  deliver  any  FHA-insured  or 
VA-guranteed  mortgage.  We  do  not  specify  a  jjarticular  mortgage  in 
this  type  of  commitment. 

We  charge,  of  course,  certain  fees  for  doing  business  with  us  under 
their  system. 

Senator  Hart.  What  is  the  relationship  between  Fannie  Mae  and 
Ginny  Mae? 

Mr.  Duncan.  At  the  time  of  se])aration  of  Fannie  Mae  and  Ginny 
Mae  in  1968,  Ginny  Mae  retained  a  portfolio  of  loans  that  was  not 
considered  in  the  secondary  market  category. 

Fannie  Mae,  since  it  did  retain  the  servicing  capabilities,  entered 
into  an  intercorporate  agi  cement  with  Ginny  Mae  whereby  Fannie 
Mae  will  carry  on  the  activities  of  buying  and  selling  and  servicing 
the  Ginny  Mnv  loans  for  it. 
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I  might  mention  that  this  does  not  extend  to  the  Ginny  Mae 
mortgage-backed  security  program  for  which  Fannie  Mae  has  no 
responsibiUty. 

Senator  Hart.  So  Fannie  Mae  has  no  responsibihty  for  supervising 
or  servicing  mortgages  and  pool-back  securities  j)rogram? 

Mr.  Duncan.  That  is  correct,  sir. 

Senator  Hart.  Do  you  notify,  as  a  matter  of  reguhir  practice, 
Ginny  Mae  of  trouble  with  a  seller-servicer? 

Mr.  Duncan.  This  I  understand  is  done  through  our  Washington 
office.  When  we  have  a  problem,  we  call  it  to  the  attention  of  the 
Washington  office.  I  understand  that  this  is  coordinated  with  Ginny 
Mae. 

Senator  Hart.  I  think  here  we  do  get  into  aspects  of  your  prepared 
testimony,  but  to  be  certain  for  the  record,  let  me  ask  did  you  send 
any  information  to  Fannie  Mae  about  troubles  you  were  experiencing 
with  Eastern,  or  United,  or  Inter-Island? 

Mr.  Duncan.  May  I  ask,  are  we  talking  about  earlier  than  the  date 
of  our  suspension,  or  are  we  talking  about  at  the  date  of  suspension? 

Senator  Hart.  At  any  time. 

Mr.  Duncan.  At  the  time  we  learned  of  the  indictments  of  Eastern 
employees,  we  did  recommend  to  our  Washington  office  that  we 
suspend  their  privileges  immediately. 

Senator  Hart.  With  respect  to  Inter-Island,  had  there  been  any 
communications  with  them? 

Mr.  Duncan.  Yes.  At  the  time  that  Inter-Island  was  suspended, 
we  were  in  touch  with  our  Washington  office  in  connection  with  this. 

Senator  Hart.  My  question  was  whether  you  sent  information  to 
Fannie  Mae.  My  intention  was  to  ask  whether  you  sent  an}'  informa- 
tion to  Ginny  Mae. 

Mr.  Duncan.  I  did  not  send  any  information  from  the  regional 
office  direct  to  Ginny  Mae.  However,  I  understand  that  our  Washing- 
ton office  furnishes  the  same  information  I  furnish  to  them — substan- 
tially the  same  information. 

Senator  Hart.  What  about  audit  reports,  whether  on  problem 
children  or  otherwise.  Do  vou  send  copies  of  your  audit  reports  to 
Ginny  Mae? 

Mr.  Duncan.  We  do  not  send  them  from  the  regional  oflSce.  I  under- 
stand, of  course,  that  they  are  sent  from  the  Washington  office.  I  am 
told  that  this  is  what  happens.  I  am  reasonably  sure  that  this  is 
correct. 

Senator  Hart.  How  about  sending  such  audit  reports  to  HUD? 
Do  you,  or  does  Washington? 

Mr.  Duncan.  Again,  our  Washington  office  has  this  responsibility 
for  sending  the  reports,  and  I  understand  that  it  sends  the  reports 
to  HUD. 

Senator  Hart.  Is  there  any  transmittal  of  the  audit  reports  to  the 
Veterans'  Administration? 

Mr.  Duncan.  My  answer  on  that  would  have  to  be  qualified  to 
the  extent  that  I  think  the  same  thing  happended  with  VA  as  happened 
with  FHA.  They  are  given  a  cop}^  of  the  report. 

Senator  Hart.  Now,  HUD,  as  I  understand  it,  has  auditors  also. 
Do  your  auditors  coordinate  their  activities  with  the  auditors  from 
HUD  at  any  time? 
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Mr.  Duncan.  I  do  not  recall  any  such  coordination  since  I  have 
been  there. 

Senator  Hart.  When  you  get  an  audit  that  reaches  some  conclusions, 
how  do  you  treat  it?  Is  that  viewed  as  public  information  to  be  made 
available  to  the  Federal  agencies  routinely  for  regulatory  purposes? 
Or  is  it  private  commercial  intelligence? 

Mr.  Duncan.  We  consider  our  audit  reports,  as  far  as  I  understand 
it,  and  I  have  to  qualify  this  because  I  am  not  acquainted  with  what 
our  director  of  audits  does,  usable  generall}'  for  Fannie  Mae  purposes 
and  not  for  i)ub]ic  purposes.  We  disseminate  this  information  to  HUD 
or  the  VA,  as  the  case  may  be. 

Senator  Hart.  How  man}"  audits  are  we  talking  about  in  the  north- 
east region? 

Mr.  Duncan.  Our  audits  at  the  moment  are  probably  occurring 
about  once  every  3  years  for  each  service. 

Senator  Hart.  Of  each  servicer? 

Mr.  Duncan.  Yes,  sir.  This  is  an  average  figure,  of  course. 

Senator  Hart.  You  told  us  in  your  testimony  that  when  you  get 
a  mortgage  from  a  seller,  that  the  file  does  not  include  the  credit 
report  or  other  background  information  from  the  underwriter.  Is  it 
fair  to  conclude  that  once  the  Government  guarantee  on  an  insur- 
ance certificate  attaches,  you  accept  the  mortgages  as  good  on  their 
face? 

Mr.  Duncan.  Yes,  sir.  Our  files  will  include  a  copy  of  the  FHA 
mortgage  certificate  of  insurance  or  the  VA  guarantee  certificate,  and 
we  rely  on  that  for  i)roper  credit  underwriting. 

Senator  Hart.  Are  the  audits  that  Fannie  Mae  undertakes  limited 
to  the  servicing  and  the  servicing  recordkeeping  aspects  of  the  com- 
pany, or  do  they  go  to  an  evaluation  of  the  company's  underwriting 
practices? 

Mr.  Duncan.  I  know  of  no  audit  in  my  region  since  I've  been 
there  that  undertook  the  audit  of  the  credit  underwriting.  I  don't 
think  they  have  done  this. 

I  have  cited  one  instance  which  noted  a  lack  of  copies  of  credit 
reports.  This  was  because  we  do  require  the  files  to  remain  intact  in 
the  event  that  we  sell  a  mortgage  to  a  jmvate  investor,  and  he  may 
want  to  look  at  this  underwriting  information. 

Senator  Hart.  Mr.  Blum? 

Mr.  Blum.  Mr.  Duncan,  on  page  9  of  your  starement,  you  said 
that  roughly  25  percent  of  the  mortgages  that  you  hold  in  the  New 
York  City  market  are  in  arrears.  Would  you  mind  giving  us  a  defini- 
tion of  "in  arrears"? 

Mr.  Duncan.  Yes,  sir.  In  the  figure  that  we  quote  there  of  24.86 
percent,  we  are  including  all  loans  in  which  one  or  more  installments 
are  past  due,  including  those  that  are  in  foreclosure. 

Mr.  Blum.  How  does  that  number  compare  with  Fannie  Mae 
mortgage  experience  and  several  other  markets  in  your  region,  such 
as  Philadelphia  or  Pittsburgh? 

Mr.  Duncan.  I  do  not  have  exact  comparative  data  on  this.  The 
figure  that  I  am  quoting  here  is  as  of  the  25th  of  the  month,  which 
is  a  figure  that  comes  out  of  our  computer  reports,  and  I  do  not  have 
the  computer  reports  for  other  areas. 
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But  as  of  the  end  of  the  month,  from  what  our  regional  reports 
state,  we  are  not  havmg  quite  as  big  a  problem,  but  we  are  having 
problems,  in  other  inner  city  areas,  the  larger  city  areas. 

Mr.  Blum.  Perhaps  the  problem  in  New  York  is  somewhat  greater 
because  of  the  difficulty  in  getting  rapid  foreclosure? 

Mr.  Duncan.  This  is  a  i)art  of  the  problem,  yes. 

Mr.  Blum.  Is  the  delinquency  experience  somewhat  parallel? 

Mr.  Duncan.  Somewhat  parallel.  Yes,  sir. 

Mr.  Blum.  Would  you  mind  expanding  a  little  bit  on  the  comment 
that  delinquency  ratio  reflects  the  cumulative  effect  of  loans  and 
foreclosure?  That  may  be  a  little  hard  for  people  to  understand. 

Mr.  Duncan.  Yes,  sir.  Let's  say  on  January  1  of  1970,  we  put  a 
loan  in  foreclosure,  and  as  of  today,  it  is  still  there.  This  loan  still 
counts  as  a  delinquent  mortgage. 

In  other  jurisdictions,  we  may  have  already  completed  the  fore- 
closure and  taken  it  out  of  our  account.  That  is  why  it  would  not 
have  counted  on  that  statistic  on  arrearage. 

The  longer  it  stays  in  foreclosure,  the  more  cumulative  the  effect  it 
has  on  the  statistics. 

Mr.  Blum.  As  long  as  it  sits  in  foreclosure,  in  other  words,  it 
counted  as  an  arrearage,  and  that  will  push  the  percentages  up  quite 
high? 

Mr.  Duncan.  Yes. 

Mr.  Blum.  Once  it  is  paid  off  by  FHA,  it  ceases  showing  on  your 
books  at  all?  Is  this  correct? 

Mr.  Duncan.  Right. 

Mr.  Blum.  So  at  that  point,  assuming  you  were  paid  off  by  HUD, 
the  delinquency  ratio  would  drop  sharply? 

Mr.  Duncan.  That's  right. 

Mr.  Blum.  What  is  the  definition,  just  for  the  record,  of  a  loan  in 
foreclosure? 

Mr.  Duncan.  A  loan  is  placed  in  foreclosure  when  the  attorney 
files  a  complaint. 

Mr.  Blum.  So  as  a  practical  matter,  that  might  be  any  loan  that 
is  in  excess  of  90  days  in  arrears  on  which  legal  proceedings  have 
been  started. 

Mr.  Duncan.  Yes,  sir. 

Mr.  Blum.  And  do  you 

Mr.  Chumbris.  Mr.  Blum,  will  you  yield  the  floor  so  I  can  cite 
this  case  for  the  record? 

On  page  1,  you  state,  "My  comments  on  the  mortgage  financing  in 
the  New  York  City  area  will  be  limited  to  FHA  home  mortgages  which 
are  defined  to  one  in  four  family  units." 

Now,  when  you  refer  to  the  statistics  that  Mr.  Blum  is  getting  to 
now  in  New  York  City,  are  you  limiting  to  that  particular  point  only? 

Mr.  Duncan.  Mr,  Chumbris,  I  believe  that  those  statistics  may 
include  VA  mortgages  as  well  as  FHA  mortgages. 

Mr.  Chumbris.  But  I  would  like  to  get  clear  for  the  record,  are  we 
talking  about  low-income  financing  now,  or  are  we  talking  about 
total  FHA  financing? 

Mr.  Duncan.  We  are  talking  principally  about  sections  203, 
221(d)(2),  and  some  223(e)  mortgages;  we  are  not  talking  about  the 
low-income  types  of  mortgages.  Very  few  235's  are  in  this  area. 
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Mr.  Chumbris.  Thank  you  very  much.  Thank  you,  Mr.  Blum. 

Mr.  Blum.  Most,  in  fact,  Mr.  Duncan,  are  under  section  203,  are 
they  not? 

Mr.  Duncan.  This  is  my  understanding,  yes. 

Mr.  Blum.  203  is  the  FHA  program  that  most  people  in  suburbia 
would  know  about,  isn't  it? 

Mr.  Duncan.  Yes,  it  is. 

Mr.  Blum.  Is  it  correct  to  say  that  once  Fannie  Mae  is  paid  by 
HUD,  the  loan  is  no  longer  on  the  books?  I  think  I  just  asked  you 
that. 

Mr.  Duncan.  Yes,  sir. 

Mr.  Blum.  It  washes  out  of  your  computer  altogether? 

Mr.  Duncan.  Yes. 

Mr.  Blum.  Do  you  know  how  many  New  York  City  loans  HUD 
has  paid  off  on  for  Fannie  Mae? 

Mr.  Duncan.  No,  sir;  I  do  not  know  that. 

Mr.  Blum.  Shortly  after  the  indictment  of  Eastern  Servicing, 
HUD  officials  in  Hempstead  suggested  that  total  foreclosure  loss 
in  New  York  City  was  $24  million.  I  assume  that  that  must  have 
referred  to  the  amounts  that  HUD  paid  out  in  claims  as  of  that  date. 

Can  you  give  us  a  rough  dollar  estimate  of  the  amount  of  claims 
that  might  be  expected  on  the  Fannie  Mae  mortgages  now  in  fore- 
closure that  have  not  been  paid  off? 

Mr.  Duncan.  Well,  assuming  on  the  1,079  loans  that  we  mentioned 
were  in  foreclosure,  the  average  mortgage  in  New  York  City  would 
range  somewhat  between  $15,000  and  $20,000. 

So  a  rule  of  the  thumb  on  this,  I  would  say  that  we  probably  have 
somewhere  now  in  the  neighborhood  of  $20  million  worth  of  mort- 
gages within  the  processes  of  foreclosure. 

Mr.  Blum.  Now  that  the  numbers  make  sense,  we  have  to  add 
your  $20  million  to  the  $24  that  HUD  has  already  paid  on  because 
that  would  have  dropped  out  of  your  statistics? 

Mr.  Duncan.  I  do  not  know  how  HUD  got  their  figures,  but  I  would 
assume  this  would  be  correct. 

Mr.  Blum.  And  your  Fannie  Mae  holdings  of  New  York  City 
mortgages  re])resent  only  a  portion  of  the  mortgages  that  were  under- 
written in  New  York  City? 

Mr.  Duncan.  That  is  right. 

Mr.  Blum.  Do  you  regularly  furnish  HUD  with  information  about 
the  number  of  loans  in  foreclosure  by  area  or  by  company? 

Mr.  Duncan.  No,  sir;  we  do  not. 

Mr.  Blum.  HUD's  information  on  foreclosure  comes  from  notifi- 
cation mailed  by  the  mortgage  company  to  the  HUD  insuring  Office? 
Is  that  correct? 

Mr.  Duncan.  That  is  right. 

Mr.  Blum.  If  a  problem  in  these  mortgages  is  bad  underwriting, 
that  is  somebody  not  doing  the  FHA  requirements,  isn't  it  likely 
that  mortgages  would  get  into  trouble  no  matter  how  good  a  job 
that  you  do  getting  the  servicers  to  collect? 

Mr.  Duncan.  I  think  that  that  is  a  fair  assumption.  You  cannot 
expect  the  mortgagor  to  carry  a  burden  of  a  mortgage  that  he  could 
not  have  possibly  been  able  to  handle  originally.  Once  he  gets  mort- 
gage that  is  beyond  his  capability,  it  does  not  imj)rove  with  age. 
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Mr.  Blum.  So  the  core  of  the  problem  is  in  the  underwriting. 
If  you  have  very  serious  servicing  problems,  can  you  expect  that  there 
will  be  some  difficulties  in  the  underwriting  side? 

Mr.  Duncan.  I  don't  know  how  to  answer  that  question  to  be  sure 
that  I  answer  it  correctly.  I  could  not  necessarily  assume  because  of 
high  delinquencies  that  there  were  underwriting  problems.  Generally 
you  might  consider  that  this  might  be  a  factor  involved  in  it;  yes. 

Mr.  Blum.  It  is  possible,  in  other  words,  that  the  mortgage  com- 
panies simply  did  not  make  any  effort  to  collect?  That  might  be  the 
reason.  It  is  also  possible  that  the  loans  were  not  very  good  to  begin 
with,  so  that  all  of  the  efforts  to  collect  in  the  world  would  not  have 
worked. 

Mr.  Duncan.  These  are  contributing  factors.  Of  course  you  have 
economic  factors  which  could  have  created  a  problem  in  this  area. 

Mr.  Blum.  For  example,  the  homes  might  be  in  foreclosure,  and 
that  could  be  an  explanation  that  did  not  relate  either  to  the  under- 
writing or  the  servicing? 

Mr.  Duncan.  Right. 

Mr.  Blum.  The  law  requires  that  Fannie  Mae  buy  its  mortgages 
at  par  or  at  a  discount;  is  that  correct? 

Mr.  Duncan.  The  law  does  not  prohibit  our  paying  a  premium 
for  a  mortgage,  but  we  do  not  as  a  matter  of  FNMA  policy. 

Mr.  Blum.  Do  you  have  a  feel  as  to  whether  or  not  there  was  a 
significant  discount  in  the  market  during  the  years  of  peak  activity 
in  New  York — 1968,  1969,  and  1970?  Were  there  pretty  good  discounts 
for  most  of  the  mortgages  you  bought?  Do  you  have  any  fee)  for  that? 

Mr.  Duncan.  On  May  7,  1968,  the  interest  rate  was  6%-percent. 
On  Januarv  24,  1969,  it  went  to  7^.  And  on  January  5,  1970,  it  w-ent 
to  8K. 

The  amount  of  discount  would  relate  to  the  interest  rate  and  the 
market  situation  as  of  that  particular  date. 

My  recollection,  without  referring  to  a  particular  record,  is  that 
just  before  we  went  to  an  eight  and  a  half  percent  rate,  the  discounts 
were  rather  deep. 

Mr.  Blum.  What  would  it  be,  six,  seven,  or  eight  points? 

Mr.  Duncan.  Around  seven  or  eight  points. 

Mr.  Blum.  Would  that  seven-  or  eight-point  discount  have  been 
sufficient  to  insure  that  you  would  not  lose  money  on  a  foreclosure? 
That  is,  that  you  would  recapture  that  discount  and  other  expenses 
of  foreclosure? 

Mr.  Duncan.  On  that  particular  mortgage,  with  a  7-  or  8-percent 
discount,  my  assumption  would  be  that  we  could  recover,  through  the 
discount,  sufficient  to  offset  all  the  losses  that  we  would  incur  other- 
wise. 

Mr.  Blum.  Would  you  mind  explaining  for  the  record  the  concept 
of  yield  to  maturity,  and  what  that  discount  means  in  terms  of  interest 
rate? 

Mr.  Duncan.  Generall}-,  in  the  prices  of  our  mortgages,  the  yield 
is  computed  on  the  assumption  that,  a  30-year  term  mortage,  will  be 
paid  off  within  12  years.  This  is  an  average  life  expectancy  in  the 
mortgage  industry.  A  30-year  mortgage  will  ordinarily  be  paid  off 
within  a  12-year  cycle. 
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The  mortgages  that  we  deal  in  are  priced  accordingly  on  that  basis. 
Fannie  Mae  borrows  its  money  according  to  the  market  yield  at  the 
time,  and  in  all  probability,  at  the  time  of  those  deep  discounts,  we 
were  also  paying  a  high  price  for  our  money  in  the  market. 

Now  when  a  mortgage  goes  into  foreclosure,  Fannie  Mae  receives 
the  note  rate  on  the  FHA  mortgage  up  until  the  date  that  foreclosure 
is  started. 

From  then  until  we  complete  the  foreclosure,  and  obtain  our  re- 
imbursements from  FHA,  we  are  reimbursed  at  the  FHA  deben- 
ture rate,  which  is  generally  one  to  two,  or  sometimes  three  points 
below  the  note  rate. 

Then  on  the  foreclosures,  we  have  to  pay  at  least  one-third  of  the 
foreclosure  exi)enses  that  are  incurred  during  foreclosure. 

So  the  fact  that  we  have  a  discount  does  not,  in  itself,  mean  that 
we  make  a  profit  on  the  mortgages  that  go  into  iforeclosure. 

I  would  say  overall,  on  an  average,  we  probably  come  out  fairh' 
close  to  even  when  we  consider  the  various  type  of  mortgages  in 
foreclosure. 

Mr.  Blum.  Is  it  true,  that  if  legal  costs  escalate  sharply,  they  eat 
up  the  amount  that  3-ou  capture  on  yield  to  maturity,  and  possibly 
put  you  in  a  loss  position? 

Mr.  Duncan.  Yes.  Legal  costs,  foreclosure  costs,  add  to  the  ques- 
tion of  W'hether  we  do  or  do  not  make  any  profit. 

Mr.  Blum.  Do  you  think  on  balance  that  Fannie  Mae  will  make  or 
lose  money  on  the  New  York  situation? 

Mr.  Duncan.  I  think  on  balance  we  would  j)robably  come  out  at 
least  even,  or  better.  This  is  purely  a  guess.  I  do  not  have  any  basis 
for  it.  It  is  only  a  guess. 

Mr.  Blum.  The  fact  that  it  will  not  come  out  ahead  will  probably 
be  based  on  the  great  delays  that  you  are  experiencing  on  foreclosures 
in  New  York;  isn't  that  correct? 

Mr.  Duncan.  This  could  add  to  it;  yes. 

Mr.  Blum.  When  Fannie  Mae  was  a  Federal  agency,  the  attorneys 
were  selected  on  a  patronage  system.  That  S3'stem,  does  that  still 
prevail? 

Mr.  Duncan.  The  attorneys  that  we  select  at  the  regional  office 
level  are  referred  to  us  by  our  Washington  office.  Since  we  also  func- 
tion for  Ginny  Mae,  it  is  my  understanding  that  we  use  the  same 
attorneys  that  Ginny  Mae  uses,  and  I  would  suspect  that  we  are  still 
using  the  same  system  on  that. 

Mr.  Blum.  Aren't  some  of  the  New  York  City  delays  attributed 
to  the  backlog  that  developed  when  the  administration  ran  into 
trouble  in  selecting  its  patronage  attorneys? 

Mr.  Duncan.  We  had  a  delay  in  appointment  of  a  few  counsel  in 
early  1969  or  mid-1969  so  that  we  did  build  up  a  few  cases  in  our 
inventory.  Possibly  this  may  have  contributed  to  the  overload  of 
cases  of  some  of  our  attorneys,  to  what  extent  I  am  not  certain. 

Mr.  Blum.  What  do  foreclosure  expenses  run  in  New  York  City? 

Mr.  Duncan.  A  foreclosure  fee  for  an  attorney  is  $875  if  he  does 
not  run  into  a  problem  of  service  of  i)rocess.  If  he  had  to  go  to  publica- 
tion, there  is  an  additional  $100. 

Mr.  Reed.  That  varies  somewhat.  The  initial  fee  in  this  area  is 
$350,  and  as  Mr.  Duncan  has  stated,  if  you  nm  into  absent  defend- 
ants, the  costs  \\ill  run  up  from  $75  to  $150. 
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In  the  event  of  contest,  which  we  sometimes  run  into,  it  can  run 
higher.  That  is  the  foreclosure  cost.  That  does  not  include  possessory 
action  if  needed. 

Mr.  Blum.  What  might  the  cost  of  the  action  to  take  possession 
run? 

Mr.  Reed.  We  start  with  a  basic  fee  of  $100,  but  if  there  is  a 
successive  continuation,  or  postponement  of  the  action,  and  the 
attorney  may  have  to  get  a  moving  van  and  actually  supervise  the 
moving,  it  can  run  up  more. 

There  is  no  real  standard  on  that.  I  would  say  that  it  would  usually 
run  somewhere  between  a  hundred  and  $300,  and  in  unusual  cases,  it 
could  skyrocket.  That  does  not  include  the  costs  as  distinguished  from 
the  fees. 

Mr.  Blum.  We  can  go  then  to  a  point  of  the  foreclosure  costing  as 
much  as  a  thousand  dollars? 

Mr.  Reed.  Oh,  yes.  Yes,  sir. 

Mr.  Blum.  Fees  might  make  up  what  portion  of  that? 

Mr.  Reed.  Well,  they  are  so  variable,  depending  on  the  situation. 
I  would  say  roughly  half,  or  a  little  less. 

Mr.  Blum.  How  do  the  New  York  City  legal  fees  and  expenses 
compare  with  the  fees  and  expenses  in  other  cities? 

Mr.  Reed.  They  are  generally  higher  except  in  Puerto  Rico,  and 
pefhai)s  in  northern  New  Jersey  where  we  have  a  rather  involved 
procedure. 

Mr.  Blum.  How  much  of  that  extra  cost  is  attributable  to  the 
complexity  of  New  York  State  foreclosure  law? 

Mr.  Reed.  That  is  a  ver}^  difficult  question  to  answer.  I  am  sure 
that  a  good  deal  of  it  could  be  attributed  to  that,  especially  the 
additional  expenses  that  you  run  into  in  other  than  routine  fore- 
closures. 

But  it  is  basically  a  high  cost  area  in  any  event. 

Mr.  Blum.  When  a  house  goes  into  foreclosure,  and  it  is  a  two, 
three,  or  four  family  house,  does  Fannie  Mae  collect  the  rents  on  those 
other  apartments? 

Mr.  Duncan.  Until  Fannie  Mae  acquires  title  to  the  property,  it 
certainly  has  no  right  for  the  collection  of  rents,  except  under  the 
terms  of  a  mortgage  instrument. 

We  could  possibly  appoint  a  receiver,  but  we  do  not  desire  a  landlord- 
tenant  relationshi}). 

Mr.  Blum.  Why  don't  you  appoint  a  receiver?  What  are  the 
problems? 

Mr.  Duncan.  We  have  discussed  this  in  our  office,  but  we  have  not 
made  a  cost  study  of  it.  Based  on  our  preliminary  discussion,  it  would 
not  be  of  any  particular  benefit  to  Fannie  Mae  to  use  this  type  of 
system. 

Mr.  Blum.  From  the  records  that  you  have  supplied  to  the  sub- 
committee, it  seems  that  some  of  these  houses  have  been  in  foreclosure 
for  periods  of  up  to  3  years.  Who  bears  the  responsibilit}'  maintaining 
the  essential  services  on  these  i)roperties  while  the  foreclosure  processes 
is  underway? 

Mr.  Duncan.  If  the  mortgagor  does  not  provide  it,  it  ma}^  not  be 
provided  unless  the  city  comes  in  and  decides  that  it  has  got  to  be 
undertaken. 

Mr.  Blum.  If  they  are  provided,  who  pays  for  the  services? 
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Mr.  Duncan.  If  we  get  any  notices  of  services  performed  b}'  the 
city,  we  do  not  pay  for  anv  such  services  but  would  send  the  notices  to 
FHA. 

Generally  we  have  not  had  any  of  these  notices  as  far  as  I  know. 

Do  3^ou  know  of  any  cases  on  that? 

Mr.  Reed.  No. 

Mr.  Blum.  Who  makes  repairs  once  the  landlord  has  stopped  mak- 
ing ])ayments?  Who  is  responsible  for  keeping  that  building  in  shape? 

Mr.  Reed.  We  try  to  avoid  w-aste,  of  course,  on  the  part  of  the 
mortgagor.  Usually,  where  a  loan  is  in  foreclosure,  anfl  until  we 
acquire  title  we  try  to  avoid  any  type  of  repairs. 

Now  there  are  times  when,  even  before  or  after  foreclosure,  the 
service  might  receive  an  unsafe  building  notice  from  the  city  of  New 
York,  in  which  case  the  service  would  refer  the  matter  to  the  FHA 
because  eventually  it  would  have  to  pay  the  claim. 

Mr.  Blum.  There  is  no  surcharge  against  Fannie  Mae  for  waste? 
In  other  words,  if  the  building  is  turned  over  to  HUD  in  something 
less  than  perfect  condition,  there  is  no  penalty  to  Fannie  Mae;  is 
there? 

Mr.  Duncan.  That  is  correct,  except  b}'  damage  because  of  fi^'" 
or  something  like  that. 

Mr.  Blum.  Would  it  be  correct  to  assume  that,  generally,  between 
the  time  of  the  last  payment  and  time  that  you  convey  title  to  HUD, 
very  little  maintenance  work  is  done  on  the  buildings? 

Mr.  Duncan.  That's  a  very  good  assumption;  yes,  sir. 

Mr.  Blum.  So  the  delay  in  foreclosure  means  that  when  HUD 
finally  takes  title  of  the  building,  it's  likely  to  be  in  pretty  bad  shape? 

Mr.  Duncan.  I  think  that's  a  good  assumption;  yes,  sir.  particularly 
if  it's  a  building  that's  partially  vacated  or  only  partially  occupied. 

Mr.  Blum.  In  your  statement  you  mentioned  the  problem  of 
"equity  skimming."  Would  you  mind  describing  that  for  us  in  a  little 
more  detail? 

Mr.  Duncan.  Well,  of  course,  the  ownership  of  a  home  can  be 
transferred  without  the  services  knowing  anything  about  it.  The 
tW'O  parties  get  together  and  settle,  subject  to  the  mortgage. 

And  even  the  person  who  receives  the  house  does  not  have  to  record 
the  deed.  It  is  not  unusual  that  the  servicer  does  not  know  of  a  transfer 
of  ownership,  particularly  if  his  payments  come  through  the  mail  on 
a  routine  basis. 

In  a  situation  such  as  we've  had  in  New  York,  it's  not  unusual  to 
find  some  people  learning  of  these  distressed  mortgages,  w^ho  will  go 
in  and  offer  some  kind  of  inducement  to  the  mortgagor  to  get  the 
property  transferred  to  him.  Whether  there's  any  consideration,  I 
don't  know.  But  once  he  gets  the  property,  all  he  intends  to  do  is 
collect  the  rents  during  the  period  of  time  it  takes  to  foreclose,  and 
therefore  benefits  from  the  collection  of  rents. 

Mr.  Blum.  Have  you  also  had  reports,  in  New  York,  of  rent  col- 
lections by  individuals  wdio  have  no  ownership  interest  at  all  in  the 
property? 

Mr.  Duncan.  My  records  show  that  we  sent  notices  to  our  Wash- 
ington office  for  transmittal  to  FHA,  involving  six  properties  owned 
by  a  Mr.  Dennis  Pemberton,  seven  that  w^ere  owned  by  Mr.  Samuel 
Goddard  and  two  that  were  owned  by  Mr.  John  Corey.  Those  are  the 
only  cases  that  we've  run  across  that  had  any  indication 


545 

Mr.  Blum.  What  is  the  date  of  that  notification  to  your  Washington 
office  for  subsequent  transmittal  to  HUD? 

Mr.  Duncan.  August  24,  1971. 

Mr.  Blum.  In  a  non-FHA  situation,  wouldn't  the  normal  procedure 
be  to  appoint  a  receiver  who  takes  responsibility  for  the  maitntenance 
of  the  property,  collects  the  rents,  does  the  repair  work,  and  then 
finally  make  an  accounting  at  the  time  the  foreclosure  takes  place? 
Wouldn't  that  be  the  way  a  foreclosure  is  handled  in  a  non-FHA 
situation? 

Mr.  Duncan.  Would  you  repeat  that  again,  Mr.  Blum? 

Mr.  Blum.  Ves.  What  I'm  asking  is,  in  a  non-FHA  situation, 
wouldn't  the  typical  procedure  be  to  appoint  a  receiver,  have  the  re- 
ceiver collect  the  rents,  maintain  the  building,  make  the  repairs,  and 
then  give  an  accounting  at  the  time  of  foreclosure? 

Mr.  Duncan.  I'm  not  sure  that  I  understand  the  workings  of  the 
community  in  this  particular  area,  since  we  deal  principally  in  FHA 
and  VA's.  I  don't  know  what  the  other  people  do  as  far  as  appointing 
receivers.  But  I  would  think  that,  in  connection  with  a  project  mort- 
gage where  there  are  substantial  rents  involved,  there  would  be  an 
appointment  of  a  receiver  for  collection  of  rents. 

Mr.  Blum.  I  take  it  this  is  not  done  in  New  York  on  FHA  1-4 
family  simply  because  it's — economics  don't  make  it — it's  too  expen- 
sive to  do? 

Mr.  Duncan.  This  is  what  we've  concluded;  yes,  sir. 

Mr.  Blum.  What  steps,  if  any,  do  you  take  to  warn  the  tenants 
about  rent  payments?  Do  you  take  any  steps?  Do  you  tell  them  whom 
it  should  go  to? 

Mr.  Duncan.  No,  sir.  Let  me  make  a  correction  in  testimony  I 
gave  you  a  date  a  moment  ago  on  which  we  notified  Washington  on 
the  "equity  skimming."  Actually,  it  was  February  26,  1971.  I  have  to 
correct  that. 

Mr.  Blum.  All  right.  In  your  statement  you  say  that  when  a  mort- 
gage goes  into  arrears,  the  mortgage  servicer  is  encouraged  to  find 
wa3's  of  reinstating  an  owner  of  the  property.  Is  refinancing  an  accept- 
able way  out? 

Mr.  Duncan.  Refinancing,  as  such,  generally  would  require  the 
payoff  of  the  whole  mortgage  and  a  new  mortgage.  And  this,  generally, 
is  not  a  feasable  method  of  doing  it  because  of  the  cost  of  obtaining 
the  new  mortgage. 

The  best  method,  I  think,  is  to  recast  the  mortgage  within  its  terms 
and  amortize  the  remaining  portion  of  the  loan  over  the  remaining 
term  of  the  mortgage. 

Mr.  Blum.  Has  that  been  done  successfully  with  any  frequency  in 
New  York?  Do  you  know?  Do  you  have  any  feel  for  it? 

Mr.  Duncan.  I  don't  recall  that  we've  had  very  many  cases  of  that 
kind.  In  fact,  I  don't  recall  any  offhand. 

Mr.  Blum.  Well,  with  such  a  high  delinquency  rate,  wouldn't  you 
expect  much  more  activity  in  such  things  as  recasting  and  reworking 
the  terms  of  the  mortgages? 

Mr.  Duncan.  Of  course,  this  has  to  be  coordinated  with  the  bor- 
rower. If  the  borrower  doesn't  want  to  recast  it,  there's  not  much 
use  in  trying  to  force  it  on  him. 

Most  of  the  time,  I  think  the  borrower  is  more  interested  in  getting 
the  back  payments  caught  up,  rather  than  to  recast  his  mortgage. 
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Mr.  Blum.  Can  he  do  that  with  a  settlement  plan,  some  sort  of 
agreement  to  pay  back?  Wliat  would  the  usual  procedure  be? 

Mr.  Duncan.  Normally,  in  a  case  of  that  nature,  the  servicer  would 
enter  into  an  agreement  with  him  where  he  could  pay  a  full  installment 
and  a  portion  of  another  installment  each  month  in  order  to  catch  rp 
the  arrears. 

Mr.  Blum.  And  once  you've  started  one  of  those  agreements,  it  no 
longer  counts  as  paying  in  arrears?  Is  that  correct? 

Mr.  Duncan.  This  is  a  liquidating  plan  I  just  mentioned.  Under  a 
liquidating  plan,  it  does  count  as  an  arrearage.  A  forebearance  plan 
is  a  type  of  modification.  Although  it's  not  formally  recorded  and  so 
forth,  we  treat  it  as  if  it  were  modification  to  the  mortgage.  And  as 
long  as  the  terms  of  that  modification  agreement  are  complied  with, 
we  treat  it  as  if  it  were  current,  even  though  the  regular  mortgage  is  not. 

Mr.  Blum.  When  the  property  is  sold  to  another  person,  I  take  it  a 
mortgage  in  arrears  is  cleaned  up  by  the  time  of  the  closing? 

Mr.  Duncan.  Since  we  don't  have  control  over  the  sale  of  property, 
we  don't  know.  I  mean,  one  man  assumes  the  obligation  of  another 
without  saying  anything  else  about  it. 

Mr.  Blum.  Maybe  this  is  an  assumption,  but  where  there's  a  sale 
of  a  new  mortgage,  the 

Mr.  Duncan.  Where  there's  a  new  mortgage,  it  would  be;  yes,  sir. 

Mr.  Blum.  You  would  receive  notice  if  there  was  a  sale  simply 
because  the  old  one  would  be  paid  off;  is  that  correct? 

Mr.  Duncan.  That's  right;  yes. 

Mr.  Blum.  But  you  might  not  receive  notification  of  a  transfer 
subject  to  the  existing  mortgage?  Is  that  correct? 

Mr.  Duncan.  We  might  not,  on  the  payoff,  get  the  new  mortgage 
either.  We  would  just  be  satisfying  our  existing  mortgage,  not  neces- 
sarily getting  a  new  mortgage. 

Mr.  Blum.  In  the  past  year,  Fannie  Mae  moved  to  an  aggregate 
exception  accounting  system.  Can  you  tell  us  a  little  bit  about  how 
that  operates? 

Mr.  Duncan.  Yes,  sir.  We  have,  in  our  computer  system  in 
Washington,  the  detailed  data  as  it  relates  to  each  individual  loan 
that  Fannie  Mae  owns,  as  to  the  unpaid  principal  balance,  the  amount 
of  principal  and  interest  that's  required  to  be  paid  each  month,  and 
other  characteristics,  the  zip  codes,  and  this  type  of  information. 

And  at  the  25th  of  each  month,  we  update  that  record  one  full 
installment,  as  if  every  payment  were  made  on  time. 

FNMA  mails  that  report  out  to  the  servicer,  and  he  reconciles  it 
with  reports  of  his  actual  collections,  and  sends  in  exception  notices, 
exceptions  for  cases  that  are  in  foreclosure,  cases  that  are  under 
forebearance  plans,  or  other  categories  of  nonconformity  with  what 
would  happen  under  a  Utopian  situation. 

Mr.  Blum.  And  then  that  amount  is  deducted  from  the  bill,  and  in 
fact,  he  sends  you  the  reduced  amount?  Would  that  be  the  way  it 
works? 

Mr.  Duncan.   Yes;  that's  right. 

Mr.  Blum.  T  take  it  that  what  you're  trying  to  do,  in  terms  of 
managing  your  relationshij)  of  the  servicers,  is  to  cut  to  a  minimum 
the  amount  of  paperwork  required  on  your  part? 

Mr.  Duncan.  This  is  it.  Now,  ])rior  to  the  date  of  this,  we  were 
using  a  system  just  exactly  the  reverse,  where  the  servicer  made  what 
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we  called  the  single  debit  report,  and  sent  it  into  us,  and  we  did  the 
reconciling.  And  we  reversed  it,  and  we  sent  him  the 

Mr.  Blum.  And  let  him  do  the  -reconciling? 

Mr.  DucAN.  Right. 

Mr.  Blum.  This  should  be  more  efficient  and  cut  your  costs? 

Mr.  DucAN.  We  think  after  we  get  it  operative  and  get  the  bugs 
out  of  it,  it  should  be  very  efficient. 

Mr.  Blum.  I  take  it  that  you  don't  keep,  in  your  computer,  records 
of  each  of  the  j)roperties  by  street  address  or  by  name  of  mortgagor? 

Mr.  Duncan.  We  have  the  street  address.  We  do  not  have  the  name 
of  the  mortgagor. 

Mr.  Blum.  As  I  understand  your  statement,  Fannie  Mae  has  had 
a  history  of  problems  with  United  Institutional  servicing  dating  back 
to  1968;  is  that  correct? 

Mr.  Duncan.   Yes,  sir;  I  think  that's  correct. 

Mr.  Blum.  And  Mr.  Katz,  the  chairman  of  United,  told  you  as 
early  as  October  1969,  that  United  felt  it  had  no  responsibility  for 
quality  of  the  loans  that  originated?  Is  that  correct? 

Mr.  Duncan.   Yes,  sir. 

Mr.  Blum.  Did  you  report  any  of  the  ongoing  difficulties  with 
United  to  the  Washington  office  of  Fannie  Mae? 

Mr.  Duncan.  I  don't  recall  making  any  special  reports  to  them; 
no,  sir. 

Mr.  Blum.  Well,  when  might  your  first  contact  with  the  Wash- 
ington office  about  the  difficulties  you  were  having  with  United 
have  come? 

Mr.  Duncan.  They  would  have  received  copies  of  each  one  of  the 
audits;  yes,  sir. 

Mr.  Blum.  And  to  your  knowledge,  did  copies  of  the  United  audit 
report  go  to  the  FHA  in  the  usual  manner? 

Mr.  Duncan.  Not  to  my  knowledge,  but  to  my  belief,  this  is  our 
procedure,  and  I  assume  this  was  followed. 

Mr.  Blum.  That  procedure  was  followed.  When  was  United's 
bidding  privilege  suspended? 

Mr.  Duncan.  We  never  did  suspend  United's  bidding  privilege. 

Mr.  Blum.  Perhaps  I'm  a  little  confused  here.  Did  they  voluntarily 
withdraw?  Was  that  it?  Did  they  agree  not  to  bid  at  a  certain  point 
in  time? 

Mr.  Duncan.  Actually,  when  they  asked  for  the  last  60  days  ex- 
tended time,  they  said  they  would  refrain  from  bidding  in  the  auction 
system  on  their  own.  My  understanding  of  this — and  this  is  an  assump- 
tion— was  that  Mr.  Katz  preferred  not  to  have  a  suspension  of  the 
company  when  he  was  trying  to  sell,  because  this  might  have  impaired 
his  capability  of  selling. 

Mr.  Blum.  Technically,  there  was  no  suspension,  and  you  knew 
that  the  company  was  bound  to  be  sold  and  that  would  have  simply 
scrambled  up  the  ability  to  sell? 

Mr.  Duncan.  That's  right,  sir. 

Mr.  Blum.  They  were  put  on  probation,  however;  is  that  correct? 

Mr.  Duncan.  Yes,  sir. 

Mr.  Blum.  I  have  a  notation  on  a  servicing  record  which  you 
furnished  to  me  under  subpena,  that  they  were  placed  on  probation 
on  April  11,  1969. 

Mr.  Duncan.  Yes,  sir,  this  is  correct. 


548 

Mr.  Blum.   Would  that  probation  have  been  reported   to  Wash- 
ington, or  is  that  simply  a  regional  office  action? 
Mr.  Duncan.  That's  the  regional  office. 

Senator  Hart.  Mr.  Blum  and  Mr.  Duncan,  there  remains,  perhaps, 
another  20  or  30  minutes  of  questioning.  I  suggest  a  recess  of  10 
minutes,  and  we'll  continue  before  taking  a  lunch  break. 
(Whereupon,  a  brief  recess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order,  and  I  think  we 
resume  with  Mr.  Blum  continuing  questioning. 

Mr.  Blum.  Mr.  Duncan,  just  before  the  recess,  we  had  gone  into 
the  question  of  the  United  bidding  privilege.  You  mentioned  that  they, 
voluntarily,  withdrew  from  the  Fannie  Mae  auction. 

You  said  that  was  in  connection  with  the  sale — was  that  in  con- 
nection with  the  sale  of  the  servicing  or  with  the  sale  of  the  company? 
Mr.  Duncan.  I  understand  they  were  trying  to  sell  the  servicing, 
not  the  company. 

Mr.  Blum.  I  see.  Was  the  servicing  taken  away  by  Fannie  Mae? 
Was  United's  servicing  taken  away  by  Fannie  Mae? 
Mr.  Duncan.  No,  sir. 

Mr.  Blum.  Did  you  suggest  to  them  that  it  be  sold? 
Mr.  Duncan.  No,  sir.  Mr.  Katz  told  me  that  unless  he  could  im- 
prove the  conditions,  he  planned  to  place  the  servicing  elsewhere. 

Mr.  Blum.  In  other  words,  the  situation  was  that  you  had  re- 
peatedly said  to  United,  "Look,  this  servicing  record  is  not  very  good. 
You  are  going  to  have  to  improve  it."  And  the  response  was,  "If  we 
cannot  improve  it,  we  will  sell  it." 
Is  this  correct? 

Mr.  Duncan.  Yes,  this  is  correct. 
Mr.  Blum.  Finally,  it  was  sold;  is  that  correct? 
Mr.  Duncan.  Yes. 

Mr.  Blum.  How  large  was  United's  servicing  portfolio  for  Fannie 
Mae  when  it  was  sold? 

Mr.  Duncan.  Approximately  $110  million,  I  have  it  in  my  state- 
ment— 6,084  loans. 

Mr.  Blum.  Roughly  $110  million.  If  that  portfolio  had  been  free 
of  trouble  at  the  time  of  the  sale,  what  might  the  market  price  have 
been? 

Mr.  Duncan.  The  value  of  a  servicing  portfolio  will  vary.  I  really 
do  not  know  too  much  about  the  negotiations  for  the  transfer  of  these, 
but  I  have  known  of  cases  where  the  value  of  a  servicing  portfolio  was  1 
percent  of  the  unpaid  principal  balance  of  the  mortgages,  which  in 
this  case  would  have  been  in  excess  of  a  million  dollars. 

Mr.  Blum.  But  that  would  be  for  a  portfolio  which  was  relatively 
clean,  and  this  was  one  that  was  in  pretty  bad  shape;  would  you 
not  say? 

Mr.  Duncan.  Well,  I  do  not  know.  As  I  say,  I  do  not  know  how 
they  establish  the  values.  I  say  I  have  known  some  to  go  that  high 
and  I  have  known  some  to  go  for  less.  Generally  we  do  not  require 
them  to  tell  us  the  considerations  involved  in  the  transfers. 

Mr.  Blum.  In  you  statement  you  indicated  that  you  told  officials 
of  the  Jacksonville  National  Bank  that  United's  servicing  portfolio 
might  be  for  sale;  is  that  correct? 
Mr.  Duncan.  This  is  correct. 
Mr.  Blum.  Who,  at  the  bank,  did  you  mention  the  possibility  to? 


549 

Mr.  Duncan.  Mr.  Beason,  Mr.  Phillips,  and  Mr.  Winston. 

Mr.  Blum.  Were  you  aware  that  other  institutions  were  aware  of 
the  portfolio  and  were  talking  to  United? 

Mr.  Duncan.  I  had  heard  that  Mr.  Katz  had  been  in  touch  with 
some  other  fii'ms,  yes,  sir. 

Mr.  Blum.  Did  you  warn  Jacksonville  that  the  portfolio  had 
serious  servicing  problems? 

Mr.  Duncan.  They  visited  my  office  on  January  8.  I  did  tell  Mr. 
Phillips  and  Mr.  Beason  that  we  thought  the  servicing  portfolio  could 
be  approved  for  transfer  to  them,  but  we  suggested  that  they  take  a 
good  look  at  the  portfolio  because  we  had  had  some  problems  with  it. 

Mr.  Blum.  Why  is  a  portfolio,  with  a  large  number  of  foreclosures 
or  incipient  foreclosures,  a  liability  to  the  servicer  rather  than  an 
asset? 

Mr.  Duncan.  It  gets  no  compensation  for  the  completion  of 
foreclosures. 

Mr.  Blum.  So  it  has  to  bear  some  of  the  costs  without 
compensation 

Mr.  Duncan.  Yes,  sir,  bear  the  expense  of  supervising  it,  not  out- 
of-the-pocket  costs  per  se  except  for  the  supervision  of  it. 

Mr.  Blum.  And  they  will  not  be  able  to  collect  the  servicing  fee, 
normally  on  the  anticipated  life  of  the  mortgage.  Is  that  correct? 

Mr.  Duncan.  Yes,  sir;  that  is  right. 

Mr.  Blum.  Could  you  have  suspended  the  servicing  contract  with 
United  and  transferred  it  to  another  company  without  paying  United 
anything? 

Mr.  Duncan.  It  is  possible.  But  I  could  not  have.  It  is  possible 
that  Fannie  Mae  could  have.  I  do  not  recall,  after  about  12  years  of 
being  with  Fannie  Mae,  that  we  have  involuntarily  taken  a  portfolio 
away  from  anybody  and  then  sold  it. 

Mr.  Blum.  Perhaps  you  have  seen  the  articles  in  the  New  York 
Post  relating  to  the  transfer  of  servicing  from  United  to  Jacksonville 
National  Bank.  Have  you  seen 

Mr.  Duncan.  Yes,  sir;  I  have. 

Mr.  Blum.  Do  you  have  any  comment  on  that? 

Mr.  Duncan.  Yes.  I  would  comment  that  the  statement  to  the 
effect  that  there  was  a  relationship  between  the  California  situation 
and  the  New  York  situation  was  completely  improper  because,  at  the 
time  of  the  transfer — the  transfer  took  place  in  New  York — I  had 
never  heard  of  the  $250,000  mentioned  by  the  Post. 

In  fact,  I  learned  about  it  in  the  Post.  That  is  the  first  time  I  knew 
anything  about  it. 

Mr.  Blum.  And  you  did  not  receive  any  sort  of  reward  or  compen- 
sation for  steering  the  Jacksonville  Bank  to  United? 

Mr.  Duncan.  Absolutely  not. 

Mr.  Blum.  And  Fannie  Mae  did  not  receive  any? 

Mr.  Duncan.  None  whatsoever. 

Mr.  Blum.  Is  it  usually  left  up  to  the  company  selling  the  servicing 
portfolio  to  decide  who  the  buyer  is? 

Mr.  Duncan.  Subject  to  Fannie  Mae's  approval,  yes. 

Mr.  Blum.  If  a  buyer  is  a  Fannie  Mae  approved  servicer,  can  you 
object  to  the  deal? 

Mr.  Duncan.  If  the  buyer's  servicing  record  with  us  is  not  com- 
pletely satisfactory,  we  might  object  to  it,  yes,  sir. 
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Mr.  Blu.m.  When  you  discussed  the  underwriting  problems  with 
Mr.  Katz  of  United,  did  you  ever  suggest  to  him  that  some  of  the 
mortgages  were  of  questionable  character? 

Mr.  Duncan.  I  suggested  to  Mr.  Katz  that,  if  he  were  having 
difficulty  with  certain  loans,  that  it  might  be  a])propriate  to  take  a 
look  at  those  ])articular  loans  that  were  giving  him  a  ])roblem  to  see 
if  they  were  coming  from  a  particular  broker  or  any  particular  brokers. 

I  mentioned  that  to  him  in  October  of  1969,  and  in  January  of  1970 
we  discussed  it  again.  And  Mr.  Katz  informed  me  that  he  had  dis- 
continued doing  business  with  one  broker,  and  he  had  two  others 
under  surveillance. 

Mr.  Blum.  In  your  statement  you  mentioned  that  you  required 
United  to  buy  back  12  loans  that  went  into  foreclosure  without  a 
single  payment  being  made.  Would  that  not  indicate  that  there  were 
serious  problems  with  those  loans,  and  at  least  the  possibility  of  fraud? 

Mr.  Duncan.  I  did  not  consider  it  fraud.  I  considered  either  that 
they  had  not  done  a  good  job  of  underwriting  or  they  had  not  done 
a  good  job  of  servicing.  I  did  not  consider  it  fraud. 

Mr.  Blum.  Is  the  line  between  good  job  of  underwriting  and  the 
possibility  of  fraud  a  rather  thin  one? 

Mr.  Duncan.  Well,  I  have  never  really  been  experienced  in  fraud 
enough  to  know  what  the  difference  is.  But  my  judgment  was  that 
there  was  nothing  wrong  with  the  underwriting  on  these  loans. 

Mr.  Blum.  Was  HUD  notified  of  that  transaction? 

Mr.  Duncan.  I  did  not  notify  them,  no,  sir. 

Mr.  Blum.  Did  you  know  that  Washington  notified  them? 

Mr.  Duncan.  I  do  not  know,  no,  sir. 

Mr.  Blum.  Were  those  loans  repurchased  by  United  at  a  discount? 

Mr.  Duncan.  Yes,  sir;  at  the  same  price  that  we  paid  for  them. 

Mr.  Blum.  Is  it  possible  that  the  amount  of  the  discount  recovered 
by  United  more  than  paid  whatever  expenses  they  might  have 
incurred  in  foreclosure? 

Mr.  Duncan.  It  is  possible,  yes,  sir. 

Mr.  Blum.  So  they  might  very  well  have  come  out  ahead  on  that 
transaction? 

Mr.  Duncan.  It  is  possible,  yes,  sir. 

Mr.  Blut^i.  At  the  time  the  Jacksonville  Bank  bought  the  United 
portfolio  how  much  of  it  was  in  foreclosure? 

Mr.  Duncan.  Out  of  the  6,084  loans  that  were  transferred,  410 
were  in  foreclosure. 

Mr.  Blum.  And  that  in  money  terms  would  be  roughly  how  much? 
Do  you  know? 

Mr.  Duncan.  In  dollars? 

Mr.  Blum.  Yes;  $8  million,  $10  million? 

Mr.  Duncan.  Between  $6  to  $8  million. 

Mr.  Blum.  $6  to  $8  million.  What  has  happened  since  then?  Have 
the  number  of  loans — how  many  of  those  loans  that  were  sold  have 
subsequently  been  foreclosed?  Do  you  have  any  idea? 

Mr.  Duncan.  Not  through  my  records,  I  do  not.  I  did  get  a  report 
from  Jacksonville  National  Bank  recently  that  would  give  us  some 
indication. 

Mr.  Blum.  Can  you  tell  us  what  the  substance  of  that  report  was? 

Mr.  Duncan.  I  thought  I  had  that  report  with  me,  Mr.  Blum, 
but  I  do  not,  apparently.  I  could  supply  that  to  you  later. 
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Mr.  Blum.  We  would  very  much  appreciate  your  furnishing  it  for 
the  record. 

You  have,  I  take  it,  conferred  with  officials  at  Jacksonville  in  an 
effort  to  solve  the  problems  of  that  portfolio;  have  you  not? 

Mr.  Duncan.  Yes,  sir.  They  have  visited  our  office  on  at  least  two 
occasions,  and  they  have  given  us  written  reports  on  them. 

Mr.  Blum.  Is  it  your  surmise  that  the  core  of  the  problem  in  that 
portfolio  is  the  underwriting,  or  was  it  the  combination  of  under- 
writing and  servicing? 

Mr.  Duncan.  I  would  think  it  would  be  a  combination  of  the  two. 
We  have  found  a  number  of  cases  in  which  the  records  were  not  main- 
tained correctly,  and  it  looked  as  if  there  were  not  adequate  personnel 
involved  in  the  servicing  or  there  were  records  kept  without  too  much 
concern  about  accuracy. 

Mr.  Blum.  On  the  basis  of  your  statement,  it  appears  that  Fannie 
Mae's  experience  with  Eastern  was  somewhat  better  than  it  was  with 
a  number  of  other  servicers  in  the  New  York  City  area.  Is  that  correct? 

Mr.  Duncan.   Yes,  sir. 

Mr.  Blum.  You  say  that  you  suspended  Eastern's  bidding  priv- 
ileges, in  fact,  on  April  3,  1972,  following  indictments  in  the  Eastern 
District  of  New  York.  Did  you  continue  to  purchase  mortgages  al- 
ready committed  for? 

Mr.  Duncan.  Those  commitments  that  they  had  obtained  in  our 
auction  system,  they  were  allowed  to  fill  with  mortgages  that  they 
had  originated;  yes,  sir. 

Mr.;BLUM.  Were  you  obliged  to  do  that  under  contract? 

Mr.  Duncan.  It  is  my  understanding  that  we  did  have  a  contrac- 
tual relationship  that  we  had  to  honor;  yes,  sir. 

Mr.  Blum.  And  you  continued  to  permit  Eastern  to  service 
mortgages? 

Mr.  Duncan.  Yes,  sir;  they  are  continuing  to  service  mortgages. 

Mr.  Blum.    And   is   that  with   the   same   contractual   obligation? 

Mr.  Duncan.   Yes,  sir. 

Mr.  Blum.  What  sort  of  finding  would  be  necessary  for  you  to 
remove  the  servicing  portfolio  without  your  being  afraid  of  litigation? 

Mr.  Duncan.  This  of  course,  would  require  the  consideration  of 
our  committee,  our  Business  Integrity  Committee,  to  make  this 
determination. 

I  could  only  conjecture  as  to  what  might  be  considered  sufficient  to 
do  this.  My  own  opinion  would  be  that,  if  there  were  fraud  involved, 
it  might  be  a  basis  on  which  to  take  this  step. 

Mr.  Blum.  In  other  words,  if  Eastern  were  party  to  fraud  that 
could  lead  to  taking  away  the  servicing, portfolio? 

Mr.  Duncan.  That  would  be  my  opinion;  yes,  sir. 

Mr.  Blum.  Have  you  been  approached  by  other  mortgage  com- 
panies in  New  York  offering  to  sell  you  Eastern  originated  mortgages? 

Mr.  Duncan.  Yes,  sir;  we  have. 

Mr.  Blum.  Who  has  approached  you,  and  what  did  you  tell  them? 

Mr.  Duncan.  Colonial  Mortagee,  and  they  approached  us  on  the 
basis  that  they  had  accepted  an  agreement  with  Eastern  to  handle 
something  in  the  nature  of  $4  million  worth  of  mortgages  from  them. 

We  told  them  that  we  would  not  let  them  deliver  the  mortgages  to 
us  if  they  were  closed  by  Eastern.  Now,  if  they  assigned  the  commit- 
ment, the  FHA  commitment,  from  Eastern  to  Colonial,  and  Colonial 
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supervised  the  underwriting  and  closing  of  the  loan,  then  we  would 
accept  it.  But  we  would  not  accept  it  on  the  basis  of  the  loan  that  was 
already  closed. 

Mr.  Blum.  In  your  statement  you  said  that  Inter-Island  had  a 
high  delinquency  ratio  and  was  put  on  probation. 

When  you  talked  to  Mr.  Sirote  about  that,  what  kind  of  explanation 
did  he  offer  you? 

Mr.  Duncan.  I  am  just  looking  at  a  note  we  have  here  on  one  of 
our  conferences  that  we  had  with  him;  he  indicated  that  insufficient 
collection  personnel  was  causing  his  delinquency  problem,  and  that 
he  was  going  to  add  additional  stafT  to  offset  this. 

Mr.  Blum.  He  would  increase  his  collection  effort? 

Mr.  Duncan.  Yes,  sir. 

Mr.  Blum.  Were  you  here  when  Mr.  Morales  testified  on  Friday 
last? 

Mr.  Duncan.  Yes,  I  was. 

Mr.  Blum.  And  did  you  hear  Mr.  Morales  say  that  Mr.  Sirote 
had  put  pressure  on  him  to  collect  the  payments? 

Mr.  Duncan.  Yes,  I  did. 

Mr.  Blum.  I  take  it  that  is  not  what  you  thought  Mr.  Sirote  was 
referring  to  when  he  said 

Mr.  Duncan.  No,  sir.  I  thought  he  was  using  his  own  personnel  to 
make  collections. 

Mr.  Blum.  What  are  the  Fannie  Mae  requirements  as  to  payments 
of  matured  installments  when  mortgages  are  shipped  to  you? 

Mr.  Duncan.  Fannie  Mae  has  changed  its  requirements  within 
the  last  few  years.  At  the  present  time,  the  loan  must  be  delivered 
within  45  days  of  the  due  date  of  the  last  paid  installment. 

In  other  words,  the  loan  that  is  bought  today,  which  is  the  15th  of 
the  rnonth,  must  have  had  the  April  installment  paid  before  it  would 
be  eligible. 

Mr.  Blum.  In  effect,  you  want  the  loan  shipped  to  you  to  be  current 
at  the  time  it  is  shipped? 

Mr.  Duncan.  Yes,  sir,  that  is  right. 

Mr.  Blum.  What  explanation  is  there  for  a  loan  that  is  not  current 
at  the  time  it  is  in  fact  shipped  to  Fannie  Mae? 

Mr.  Duncan.  Many  of  our  audit  reports  have  found  this  condi- 
tion existing,  and  the  explanations  that  we  obtained  from  the  servicers 
that  had  this  condition  existing  generally  was  that  the  coordination 
between  the  shipping  department  and  the  accounting  department 
was  not  completely  effective  at  these  times,  and  the  loan  was  shipped 
without  knowledge  of  whether  the  installment  was  received  or  not. 

They  may  have  made  a  call  to  the  accounting  department,  and  got 
some  indication.  But  they  did  not  have  a  ledger  card  in  front  of  them. 

Mr.  Blum.  To  collect  from  the  FHA  insuring  fund,  it  is  Fannie 
Mae's  obligation  to  convey  good  title  on  the  property  to  HUD; 
is  that  correct? 

Mr.  Duncan.  Yes,  sir. 

Mr.  Blum.  Who  orders  the  title  search  of  the  last  conveyance? 

Mr.  Duncan.  I  will  ask  Mr.  Reed  to  discuss  this. 

Mr.  Reed.  After  foreclosure? 

Mr.  Blum.  Yes. 

Mr.  Reed.  The  counsel  representing  us. 
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Mr.  Blum.  Which  title  company  is  generally  employed  to  do  that 
search? 

Mr.  Reed.  Ordinarily,  counsel  will  get  the  foreclosure  search  from 
the  company  that  originally  insured  the  loan,  unless  that  company 
perhaps  is  at  a  distance  and  does  not  give  particularly  good  service. 
Then  they  will  obtain  the  owner's  policy  from  the  same  company 
that  made  the  foreclosure  search. 

Mr.  Blum.  Can  you  recall  the  claim  against  Title  Co.  by  Fannie 
Mae?  Was  the  search  prior  to  conveyance  to  HUD  showing  a  defect 
in  the  title? 

Have  you  come  up  with  defects  in  title  on  those  searches  prior 
to  conveyance  to  HUD? 

Mr.  Reed.  We  have;  yes,  sir. 

Mr.   Blum.   Do  you  recall  how  frequently   that  might  happen? 

Mr.  Reed.  Quite  seldom.  I  do  not  hear  about  the  routine  cases. 
These  things  may  occur  and  the  regional  office  would  not  hear  about 
them. 

Mr.  Blum.  To  your  knowledge,  it  is  not  a  very  frequent  occurrence? 

Mr.  Reed.  No,  sir. 

Mr.  Blum.  Is  one  of  the  things  for  which  you  are  insured  forgery 
and  the  identity  of  the  mortgagor,  are  those  part  of  the  title  policy? 

Mr.  Reed.  Yes. 

Mr.  Blum.  Mr.  Duncan,  in  your  statement  you  mentioned  several 
cases  of  phantom  mortgagors  having  referred  that  to  HUD.  Do  you 
know  whether  or  not  HUD  came  back  to  make  a  claim  on  that  title 
insurance  on  any  of  those  cases? 

Mr.  Duncan.  I  think  in  my  statement  I  said  I  got  no  reaction  at 
all  back  from  HUD. 

Mr.  Blum.  No  reaction  in  terms  of  anything  they  did  and  certainly 
no  attempt  to  make  a  claim  against  the  insurance? 

Mr.  Duncan.  I  have  no  knowledge  of  it. 

Mr.  Blum.  Have  you  ever  attempted  to  recover  against  a  mortgage 
company  on  the  warranties  that  accompany  the  purchase  of  the 
mortgage,  rather  than  on  the  HUD  insurance?  There  are  a  number  of 
warranties.  Perhaps  you  would  want  to  elaborate  on  that. 

Mr.  DuivcAN.  Not  to  my  recollection,  we  did  not,  no. 

Mr.  Blum.  The  warranties  include  a  warranty  that  the  mortgages 
are  regular,  that  there  is  no  fraud  involved.  What  are  they  precisely? 

Mr.  Duncan.  The  circumstances  that  they  are  warranting  are 
that  they  have  no  knowledge  of  anything  that  would  impair  the 
marketability  of  this  loan,  such  as  delinquencies  and  this  type  of 
thing. 

Mr.  Blum.  Has  Fannie  Mae  had  difficulties  with  condemnation  in 
New  York  City? 

Mr.  Duncan.   Yes,  we  have. 

Mr.  Blum.  Could  you  tell  us  a  little  bit  about  them? 

Mr.  Duncan.  We  have  had  in  excess  of  100  properties  that  have 
been  condemned.  I  am  not  certain  of  the  exact  numbers,  approximately 
somewhat  around  135  cases. 

It  is  very  difficult  for  us  to  get  notice  that  a  condemnation  is  going 
to  take  place.  Consequently,  it  takes  us  what  seems  like  forever  to 
get  the  settlement  of  a  condemnation.  We  had  some  that  ran  as  much 
as  2  years  to  get  our  awards  out  of  the  condemnation. 
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Mr.  Blum.  Can  a  condemnation  give  rise  to  a  claim  against  FHA 
insurance? 

Mr.  Duncan.  No,  we  cannot  make  a  claim  against  FHA,  because 
we  cannot  transfer  title  to  them. 

Mr.  BlUxM.  And  the  problem  in  New  York  is  a  problem  of  the  lack 
of  or  failure  to  notify  the  people  that  a  property  has  been  condemned? 

Mr.  Duncan.  This  is  one  of  the  jn-oblems  that  we  have  encountered 
there.  We  tried  to  get  this  information;  we  found  a  kind  of  a  run- 
around  situation. 

Mr.  Blum.  What  steps  have  you  taken  to  try  to  improve  that?  Can 
you  describe  that  for  us? 

Mr.  Duncan.  We  have  asked  each  of  our  servicers  to  try  to  use 
every  means  that  it  could  to  identify  the  cases  when  they  go  into 
condemnation. 

Apparentl}',  we  are  over  the  cycle  when  they  had  a  heavy  number 
of  these.  It  seems  to  have  occurred  during  the  year  1970,  the  most  of 
them.  And  I  do  not  know  whether  this  is  because  the  city  had  a  lot  of 
funds  for  schools  or  what  caused  them  to  be  concentrated  at  that 
particular  time,  but  that  was  when  most  of  our  problems  occurred. 

Right  now  I  do  not  think  we  are  having  nearly  the  number  that 
we  had.  I  did  write  to  the  mayor  of  the  city.  He,  in  turn,  referred  me  to 
Mr.  Walsh,  the  administrator,  who  in  turn,  referred  us  to  the  corpora- 
tion counsel.  Mr.  Reed  went  up  and  visited  the  corporation  counsel 
and  spent  a  couple  of  days  trying  to  ascertain  if  there  was  any  way  we 
could  get  notice.  And  we  ended  up  with  the  conclusion  we  could  not 
get  it. 

Mr.  Blum.  Mr.  Reed,  I  take  it  it  was  your  feeling  that  there  was 
just  no  way  through  the  maze? 

Mr.  Reed.  Well,  it  is  very  difficult.  Their  method  of  notice  is  to 
publish  the  upcoming  condemnations  in  the  City  Register,  and  then 
clip  that  article  and  mail  it  to  the  mortgagor  or  to  the  person  receiving 
the  tax  bill.  And  that  does  not  tie  in  with  the  servicer's  records;  and, 
of  course,  these  mortgagors,  if  they  receive  the  notice,  in  many  cases 
might  not  understand  it.  They  might 

Mr.  Blum.  They  receive  them  by  mail,  is  that  correct? 

Mr.  Reed.  Yes. 

Mr.  Blum.  Would  the  condemnation  not  show  up  in  a  title  search? 

Mr.  Reed.  H  the  vesting  has  already  taken  place,  it  probabl}' 
would.  But  if  you  had  your  title  search,  and  then  came  the  condem- 
nation, you  might  not  know  about  it.  And  there  may  be  some  other 
circumstances  where  it  would  not  show  u]). 

Mr.  Duncan.  I  might  mention  that  some  of  our  discoveries  occurred 
during  the  foreclosure  period,  when  we  found  that,  as  we  attempted  to 
foreclose,  the  j)roperty  had  already  been  condemned. 

Mr.  Blum.  Have  you  had  any  difficulty  at  Fannie  Mae  with  the 
New  Y^ork  City  demolition  program?  Have  j^ou  discovered,  in  de- 
molishing proi)erties,  some  should  not  have  been  demolished? 

Mr.  Duncan.  We  have  had  a  number  of  cases  where  the  ])roperties 
have  been  demolished,  and  our  services  have  found  that  they  were 
demolished,  and  in  those  cases  we  go  ahead  with  our  foreclosure.  We 
do  not  get  a  surcharge  from  FHA  on  our  claim  because  the  i)roperty  is 
being  demolished. 

Mr.  Bluai.  In  eflfect,  the  loss  in  that  situation  falls  on  the  FHA 
insuring  fun(i  if  the  demolition  is  unwarranted. 
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Mr.  Duncan.  Mr.  Blum,  may  I  interrupt  for  just  a  second.  The 
figures  you  were  asking  earlier  about  Jacksonville  National  Bank,  I 
have  them  here,  of  the  cases  that  they  took  over  from  United.  They 
have  566  that  are  now  in  foreclosure. 

Mr.  Blum.  What  would  that  dollar  amount  come  to? 

Mr.  Duncan.  Pardon? 

Mr.  Blum.  What  might  that  dollar  amount  add  up  to? 

Mr.  Duncan.  You  can  figure  roughly  about  $10  million,  I  would 
say. 

Mr.  Blum.  That  would  have  dropped  down — mortgages  which  had 
already  been  paid   off. 

Mr.  Duncan.  They  show  227  during  the  period  of  time  that  have 
dropped  out,  they  have  already  been  completed. 

Mr.  Blum.  So  the  total  of  227  plus  how  many? 

Mr.  Duncan.  556,  which  makes  a  total  of  793,  I  believe.  In 
addition  to  that,  we  have  had  one  third-party  sale  and  53  that  are  in 
the  process  of  being  referred  to  foreclosure. 

Mr.  Blum.  So  the  total  there  runs  to  about  850  mortgages. 

Mr.  Duncan.  I  have  got  to  add  another  75  to  that.  We  have 
acquired  227  which  were  occupied,  75  which  were  vacant;  so  there  is 
a  total  of  302  that  were  acquired  rather  than  the  227  figure  I  gave  you. 
The  total  is  921  cases. 

Mr.  Blum.  The  921  again,  in  dollar  terms  roughly,  do  you  have  a 
feel  for  it — $20  million  or  thereabouts? 

Mr.  Duncan.  I  would  say  at  the  lowest  $15  million — between 
$15  and  $20  million;  yes,  sir. 

Mr.  Blum.  Between  $15  and  $20  million.  Do  you  have  a  feeling 
if  that  is  the  end  of  the  trouble?  Will  the  rest  of  them  stick,  or  are 
there  still  problems? 

Mr.  Duncan.  This  is  a  very  difficult  question  to  answer.  My 
feeling  is  that  we  have  reached  a  point  in  time  that  we  have  already 
noted  the  worst  cases.  Generally,  our  experience  in  foreclosures  has 
been  as  much  as  2  to  3  years.  I  expect  to  see  foreclosures  reduced 
rather  drastically.  Foreclosures  generally  occur  within  the  first  year 
or  two  of  their  life. 

In  New  York,  I  do  not  know  whether  this  experience  factor  will 
apply  or  not.  But  my  guess  is  at  the  moment  we  are  reducing  the 
number  going  in,  so  over  a  long  period  of  time  we  may  still  have  the 
same  number,  but  the  frequency  of  it  is  being  reduced  at  the  moment. 

Mr.  Blum.  Would  it  be  correct  to  say  that,  for  the  most  part,  that 
because  of  the  discounts,  a  secondary  market  buyer,  such  as  Fannie 
Mae,  might  make  money  in  a  foreclosure  situation,  but  it  becomes 
unprofitable  when  foreclosure  costs  rise  very  high?  Is  that  a  fair 
statement  to  make? 

Mr.  Duncan.  Now,  we  have  tried  to  ascertain  that  our  position 
is  concerning  gains  and  losses  on  foreclosures.  And  we  conducted 
two  studies.  One  assumption  shows  we  made  a  little  bit  of  money; 
one  showed  we  lost  a  little  bit  of  money. 

We  have  concluded,  overall,  we  do  not  lose  money  on  foreclosures. 
We  break  about  even  on  total. 

Mr.  Blum.  Points  are  supposed  to  equalize  market  interest  rate 
and  the  FHA  face  rates.  We  have  had  testimony  to  the  fact  that 
mortgage  companies  try  to  originate  at  a  markup  of  several  points 
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and  to  make  their  profit  on  the  markup  in  points.  Is  that  not  a  kind  of 
turning  upside  down  of  the  market  situation? 

Mr.  Duncan.  Do  you  mean  that  the  mortgage  company  originated 
a  greater  number  of  points  than  the  ones  required  to  sell 

Mr.  Blum.  We  have  had  testimony  that  it  was  routine  business 
for  mortgage  companies  to  try  and  get  2  or  3  points  beyond  the 
Fannie  Mae  price,  as  they  put  it.  Do  you  think  that  goes  beyond 
the  function  of  points  in  the  market  system? 

Mr.  Duncan.  I  do  not  really  know  the  impact  of  mortgage  com- 
panies on  points,  because  we  do  not  ask  them  what  they  originate 
the  loan  for.  So  any  comments  I  might  make  would  be  speculative 
and  supposition. 

Mr.  Blum.  I  wonder  if  you  would  mind  furnishing  for  the  sub- 
committee's record  copies  of  the  various  audits,  the  audit  letters  of 
the  audits  themselves,  that  were  referred  to  in  your  prepared  state- 
ment. 

Mr.   Duncan.   You   want  the  reports? 

Mr.  Blum.  Yes. 

Mr.  Duncan.   Yes,  sir;  we  would  be  glad  to  furnish  those. 

Mr.  Blum.  And  also,  if  you  would 

Mr.  Duncan.  Are  you  talking  about  for  each  one  of  the  companies 
that  were  audited? 

Mr.  Blum.  Right,  the  various  companies  that  you  discussed  in  this 
statement;  and  also  if  you  would,  for  our  records,  submit  copies  of  your 
memoranda  of  conversations  with  these  various  mortgage  company 
officials  that  you  have  referred  to  here. 

Mr.  Duncan.  In  the  audits  or  in  the  other 

Mr.  Blum.  No.  These  were  when  they  visited  your  office  and  you 
had  discussions  with  them. 

Mr.  Duncan.   Yes. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  Chumbris.  Thank  you.  This  may  sound  like  an  elementary 
question,  but  if  you  break  even  on  a  foreclosure  and  the  evidence 
shows  that  some  of  the  houses  that  were  purchased  by  these  people 
had  inflated  prices,  who  loses  in  the  process? 

Mr.  Duncan.  FHA.  FHA  pays  us  the  amount  of  our  indebtedness 
at  the  time  of  foreclosure,  plus  a  percentage  of  the  foreclosure  expenses. 

M  r.  Chumbris.  So  the  taxpayers  pay  for  the  losses  to  FHA? 

Mr.  Duncan.  I  do  not  know  how  much  the  taxpayers  get  involved 
with  FHA  mortgage  insurance.  This  is  supposed  to  be  self-sustaining 
through  the  ])remium  that  is  paid  for  the  mortgage  insurance.  I  do 
not  know  how  solvent  it  is,  but  this  is  the  theory. 

Mr.  Chumbris.  Now,  primarily,  what  I  think  most  of  us  are  inter- 
ested in  in  these  hearings  are  what  we  might  be  calling  the  impact  of 
this  program  that  seems  to  have  originated  with  the  1968  act,  where 
it  was  the  will  of  Congress  that  homes  be  made  available  for  ])ersons 
of  low-income  and  moderate-income  areas,  to  live  in  moderate-income 
areas. 

We  get  several  reactions  that  we  have  had  in  the  hearing  thus  far. 
Some  ])eo])le  seem  to  think  the  ])rogram  is  not  serving  its  purpose 
because  of  the  jieople  who  are  talked  into  buying  a  house  do  not 
really  understand  it,  the  consequences  of  buying  a  house;  and,  if  there 
is  a  foreclosure,  they  lose  it.  They  feel  similar  to  what  they  may  have 
been  paying  rent  on  all  the  time.  Do  you  have  any  comment  on  that? 
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Mr.  Duncan.  I  mieht  mention  that  in  our  conversations  with  the 
l)eople  with  whom  we  do  business,  they  have  indicated  at  times  that 
some  of  the  mortgagors  spoke  of  paying  rent,  rather  than  mortgage 
payments;  and  that  apparently  these  people  were  not  really  understand- 
ing of  their  responsibilities  under  a  mortgage.  They  still  considered 
it  rent,  rather  than  mortgage  payments.  Is  this  responsive  to  your 
question? 

Mr.  Chumbris.  Yes.  Do  you  have  any  suggestions  that  might  help 
a  situation  like  that,  so  that  the  intent  of  Congress  in  seeing  that 
people  of  low  income  to  moderate  income  are  able  to  buy  homes  and 
still  be  able  to  gain  the  fruits  of  being  homeowners? 

Mr.  Duncan.  My  only  suggestion  would  be  that  these  people  be 
given  much  closer  counseling  as  to  what  their  obligations  are  and 
what  their  responsibilities  are  and  what  they  are  entitled  to  under 
the  act. 

Mr.  Chumbris.  Well,  what  suggestions  do  you  have  as  to  how  that 
could  be  done? 

Mr.  Duncan.  I  think  the  237  program  has  this  in  it  now.  Whether 
or  not  this  is  adequate,  I  do  not  know.  But  I  think  something  similar 
to  this  would  have  to  be  done.  This  is  just  speculation  on  my  part. 
I  really  do  not  know  the  answer. 

Mr.  Chumbris.  Mr.  Chairman,  Mr.  Charles  Kern  has  a  few  ques- 
tions, and  in  view  of  the  long  questioning  that  the  witnesses  have  had 
here  this  morning,  I  think  we  have  fairly  well  covered  quite  a  few 
points. 

Senator  Hart.  Mr.  Kern? 

Mr.  Kern.  With  reference  to  the  auditors,  would  you  tell  me  who 
these  auditors  are?  Would  they  be  Fannie  Mae  employees? 

Mr.  Duncan.  Yes.  Mr.  Kern.  Fannie  Mae  has  its  own  auditors. 

Mr.  Kern.  Has  there  ever  been  any  question  of  any  collusion 
between  the  auditors  and  the  servicers  to  conceal  or  minimize  any 
deficiencies? 

Mr.  Duncan.  Absolutely  not. 

Mr.  Kern.  What  advance  notice  do  these  servicers  receive  that 
the  auditors  are  coming? 

Mr.  Duncan.  I  personally  sign  the  letter  notifying  them  that  the 
auditors  will  be  coming  into  their  shop,  and  this  is  done  somewhere 
from  maybe  a  week  to  10  days  on  the  average  before  the  auditing 
begins. 

Mr.  Kern.  Do  you  ever  have  a  surprise  audit? 

Mr.  Duncan.  No,  sir;  we  do  not  use  surprise  audits. 

Mr.  Kern.  On  ])age  9  and  10  of  your  testimony,  you  give  these 
figures  on  the  FHA  insured  mortgages  which  are  in  arrears  in  New 
York  City,  and  on  i)age  9  you  say  that  the  mortgage  which  you  own — 
you  had  15,303  in  New  York  City  on  the  25th  of  March  1972,  and 
of  these  3,805,  about  24.8  percent,  were  in  arrears,  including  the 
1,079,  about  7.05  percent,  that  were  in  foreclosure. 

On  the  next  page  you  give  other  arrearage  statistics  which  came 
from  the  regional  records.  As  I  understand,  the  first  figures  came 
from  your  Washington  Fannie  Mae  computer. 

Mr.  Duncan.  Yes. 

Mr.  Kern.  And  you  chiefly  distinguish  these  regional  figures  on 
the  basis  of  a  6  day  time  difference  and  also  on  a  geographical  problem, 
apparently.  The  second  set  of  figures  will  represent  all  of  the  loans 
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being  serviced  by  services  located  in  New  York  City,  and  in  that  case, 
might  inchide  these  Puerto  Rican  loans  as  well  as  the  New  York  City 
loans. 

Now,  in  the  second  set  of  statistics  lor  the  31st  of  March  1972, 
you  state  that  you  have  17,596  loans  in  your  ])ortfolio,  and  the  number 
in  arrears  is  1,433.  Now,  on  the  basis  of  the  earlier  set  of  statistics,  I 
was  a  little  sur})rised  by  this. 

I  would  expect  that,  doing  a  little  arithmetic  here,  that  there 
would  be  at  least  about  2,700  loans  in  arrears  6  days  after  the  first 
figures,  and  something  like  17.8  ])ercent  of  the  total  would  be  repre- 
sented by  those. 

Instead  there  is  just  about  a  50  percent  drop  in  the  number  of 
loans  in  arrears  in  the  6-day  ])eriod.  Could  you  tell  me  why?  Is  this 
excluding  foreclosures? 

Mr.  Duncan.  Yes,  I  will  try.  The  statistical  rei)ort,  the  report  we 
get  from  our  computer  at  that  point,  is  at  the  25th  of  the  month, 
whereas  the  report  that  we  get  from  the  region  is  at  the  end  of  the 
month. 

I  took  a  reading  on  the  Jacksonville  National  Bank,  for  example, 
I  believe  it  was  their  A])ril  figures — I  think  this  is  the  figure  I  looked 
at — and  thev  had  collections  between  the  25th  of  the  month  and  the 
end  of  the  month  totaling  $160,000. 

Now,  if  we  related  this  to  how  many  loans  that  were  collected  during 
this  period  of  time,  and  if  we  assume  that  an  average  monthly  install- 
ment is  somewhere  in  the  neighborhood  of  $200,  this  could  have 
meant  a  difference  of  800  loans  during  that  one  period  of  time,  which 
to  me  indicates  that  we  are  having  a  substantial  number  of  our 
mortgagors  who  are  paying  in  the  last  few  days  of  the  month. 

Is  this  what  you  are  referring  to? 

Mr.  Kern.  The  collection  is  normally  due  on  the  first  of  the  month? 

Mr.  Duncan.  That  is  right. 

Mr.  Kern.  They  make  the  last  month's  payment  just  before  the 
end  of  the  month? 

Mr.  Duncan.  Before  two  payments  come  due;  yes,  sir. 

Mr.  Kern.  Do  you  keep  any  record  of  the  dollar  amount  actually 
involved  in  these  arrearages? 

Mr.  Duncan.  Not  in  our  regional  offices.  We  do  not  have  any  dollar 
figures  in  the  regional  office  at  the  moment.  We  started  converting  to 
this  aggregate  exception  system  in  1970,  and  at  the  moment  we  are 
expecting  some  management  reports  will  be  coming  out  of  this  computer 
within,  probably,  6  to  8  months.  Then  we  can  have  that  kind  of  data 
available. 

But  it  is  not  on  a  return  basis.  It  is  not  available  to  us  at  the  moment. 
I  had  this  particular  figure  printed  out  from  our  computer  on  a  special 
project  basis  for  this  particular  report. 

Mr.  Kern.  Thank  you.  That  is  all  I  have.  Ihank  you. 

Senator  Hart.  Thank  you  very  much.  Are  there  any  further 
questions? 

Mr.  Blum.  One  final  (question. 

I  gather  from  your  discussion  of  the  statistics,  the  development  of 
information  which  is  reliable  on  numbers  of  mortgages,  number  in 
foreclosure,  and  the  number  originated,  is  extremely  difficulty  because 
of  the  constantly  shifting  factors. 
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People  make  payments  and  thus  change  the  numbers,  is  that 
correct? 

Mr.  Duncan.  Yes,  sir.  We  have  quite  a  number  of  cases  reinstated 
after  we  have  reviewed  them  and  determined  they  warrant  foreclosure 
and  after  they  go  to  the  servicer  for  foreclosure  and  after  we  send  them 
to  field  counsel.  We  attribute  this  to  the  fact  that  these  people  have 
become  sufficiently  smart  to  know  that  they  can  put  off  the  inevitable 
until  the  day  that  they  get  this  notice  of  foreclosure. 

This  may  be  the  real 

Mr.  Blum.  The  central  point  is  that  keeping  statistical  records 
that  are  meaningful  in  this  area  is  very  difficult.  And  if  someone 
wanted  to  make  a  point  with  these  statistics,  he  could  rearrange  them 
by  the  date  of  the  month  on  which  he  took  them  or  by  category,  or  by 
anything  he  wanted  to  look  at. 
Mr.  Duncan.  Yes,  sir. 
Mr.  Blum.  They  sort  of  float  on  quicksand. 
Mr.  Duncan.  This  is  possible  with  our  present  data. 
Mr.  Blum.  You  have  managed  to  produce  them  on  a  special  project 
basis  only  from  the  computer.  But  to  your  knowledge,  HUD  does  not 
do  this;  does  it? 

HUD  does  not  keep  its  own  data  on  arrearages  and  foreclosure. 
Mr.  Duncan.  I  do  not  think  they  do.  I  do  not  know  that  they  do 
not,  but  I  do  not  know  that  they  do  either. 
Mr.  Blum.  You  have  not  seen  any? 

Mr.  Duncan.  I  saw  something  recently — the  regulations  that  just 
came  out  asking  that  the  mortgagees  give  them  a  summary  report 
now  at  the  end  of  the  month,  giving  this  type  of  data.  But  as  of  the 
date  of  this  time  period,  it  was  not  in  existence. 

Mr.  Blum.  Does  it  not  strike  you  that  this  kind  of  data  is  one  of 
the  most  important  management  control  tools  that  they  could  possibly 
have  as  to  how  effectively  mortgage  programs  are  operating,  and  how 
the  servicers  or  originators  are  performing? 
Mr.  Duncan.  It  is  very  central;  yes,  sir. 

Mr.  Blum.  Mr.   Chairman,   I   ask  that  records  furnished   to   the 
subcommittee  by   Fannie  Mae  under  subpena   be  made  part  of   the 
record,  and  particularly  the  summary  servicing  record  of  a  number 
of  New  York  mortgage  companies. 
Senator  Hart.  No  objection. 
Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Duncan,  at  the  recess — I  did  not  have  an 
opportunity  to  put  this  in  the  record — I  told  you  that  we  were  im- 
pressed not  only  by  your  cooperation,  but  by  your  knowledge.  We  do 
appreciate  your  testimony,  and  appreciate  also  the  help  given  you  by 
your  associates. 

Mr.  Duncan.  Thank  you  very  much,  sir. 

Senator  Hart.  We  are  adjourned.  We  will  resume  this  hearing  in 
this  room  tomorrow. 

I  would  like  to  correct  the  record — I  am  told  that  it  will  be  room 
6202. 

(Whereupon,  at  2:10  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene the  following  day  at  11  a.m.  Testimony  resumes  at  p.  753.) 
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Material  Relating  to  the  Testimony  of  Kenneth 
Duncan  and  Oakley  Hunter 

EXHIBIT  1 

Letter  to  Antitrust  and  Monopoly  Subcommittee  From  FNMA  Transmitting 
Documents  Received  Under  Subpena  Dated  June  21,  1972 

Federal  National  Mortgage  Association, 

Washington,  D.C.,  June  21,  1972. 
Hon.  Philip  A.  Hart, 

Chairman,  Suhcovimittee  on  Antitrust  and  Monopoly,  Committee  on  Judiciary, 
U.S.  Senate,  Washington,  D.C. 
Dear  Mr.  Chairman:  In  connection  with  the  appearance  of  Mr.  Kenneth  A. 
Duncan  of  the  Federal  National  Mortgage  Association  before  your  Subcommittee 
on  May  15,  I  am  returning  herewith  the  corrected  copy  of  the  transcript  for  that 
date. 

In  addition,  and  in  response  to  the  subpoena  issued  on  June  19,  1972  and 
further  in  response  to  the  request  of  Mr.  Jack  A.  Blum,  Assistant  Counsel  to  the 
Subcommittee,  I  am  forwarding  herewith  the  following  documents: 

1.  Inter-Island  Mortgagee  Corp. 

a.  The  November,  1966  audit  report  (memorandum  dated  February  9, 
1967). 

b.  The  December,  1967  audit  report,  with  related  correspondence,  (mem- 
oradum  dated  February  26,  1968). 

c.  The  February,  1971  aurJit  report  together  with  related  correspondence, 
(memorandum  dated  May  24,  1971). 

d.  The  May,  1972  audit  is  now  in  progress  and  therefore  not  yet  available. 

2.  Dale  Funding  Corp. 

a.  The  March,  1968  audit  report,  and  related  correspondence  (mem- 
orandum dated  June  3,  1968). 

b.  The  December,  1971  audit  report,  and  related  correspondence  (mem- 
orandum dated  Mq,rch  28,  1972). 

3.  Eastern  Service  Corp. 

a.  The  November,  1967  audit  report  and  related  correspondence  (memoran- 
dum dated  February  6,  1968). 

b.  The  December,  1970  audit  report,  and  related  correspondence  (memo- 
randum dated  April  30,  1971). 

4.  Springfield  Equities,  Ltd. 

a.  The  July  1970  audit  report,  and  related  correspondence  (memorandum 
dated  October  6,  1970). 

5.  United  Institutional 

a.  The  August,  1968  audit  report,  and  related  correspondence  (memoran- 
dum dated  November  7,  1968). 

b.  The  February,  1970  audit  report,  and  related  correspondence  (memo- 
randum dated  May  6,  1970). 

0.  The  February,  1971  audit  report — this  audit  has  not  been  finally  cleared 
(memorandum  dated  August  23,  1971). 

Also,  the  Subcommittee  has  subpoenaed  and  we  have  otherwise  been  asked  to 
supply  for  the  record  memoranda  of  conversations  between  our  Philadelphia 
Regional  Office  and  officials  of  the  various  mortgage  companies  mentioned  in 
Mr.  Duncan's  testimony. 

We  regret  to  advise  the  Subcommittee  that  in  not  every  case  do  we  have  all  of 
the  supporting  data.  Many  of  the  references  made  by  Mr.  Duncan  in  his  prepared 
testimony  were  based  on  entries  in  our  Regional  Office  records,  diaries,  etc.  The 
copies  that  might  normallj^  be  expected  to  be  available  were  destroyed  by  the 
Regional  Office,  following  normal  procedures,  after  a  period  of  six  months.  How- 
ever, in  some  instances,  we  have  been  able  to  find  some  of  memoranda  of  con- 
versations and  they  are  attached. 

Specifically  we  are  attaching  the  following: 

1.  Dale  Funding  Corp. 

a.  Letter  of  April  11,  1969,  placing  the  comi>any  on  probation. 

b.  Letter  of  March  11,  1970,  lifting  prol)ation. 

c.  Letter  of  April  12,  1971,  placing  the  company  on  "special  reporting". 

2.  Inter-Island. 

a.  Letter  of  July  8,  1971,  lifting  probation. 
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b.  Copy  of  Regional  Office  telegram  to  Inter-Island  on  May  10,  1972, 
suspending  the  company. 

c.  Letter  of  May  11,  1972,  suspending  Inter-Island. 

d.  Letter  of  May  11,  1972,  suspending  Inter-Island  Mortgagee  corporation 
of  Puerto  Rico. 

3.  Eastern  Services,  Ltd. 

a.  Letter  of  April  3,  1972,  suspending  Eastern. 

4.  Springfield  Equities,  Ltd. 

a.  Letter  of  April  11,  1969,  placing  the  company  on  probation. 

b.  Letter  of  June  25,  1969,  extending  probation. 

c.  Letter  of  October  7,  1969,  lifting  the  suspension. 

5.  United  Institutional. 

a.  Internal  Memorandum  December  19,  1968,  concerning  meeting  on 
audit. 

b.  Letter  of  December  20,  1968,  from  FN  MA  concerning  certain  audit 
findings. 

c.  Internal  memo  April  23,  1969,  covering  a  meeting  with  United  on  April 
21,  1969. 

d.  Internal  memo  of  October  31,  1969,  covering  meeting  with  United 
on  October  31,  1969. 

e.  Letter  of  January  14,  1970,  from  FNMA  re  delinquency  and  extending 
probation. 

f.  Letter  of  February  9,  1970,  from  FNMA  extending  probation. 

g.  Internal  memo  of  December  23,  1970,  re  meeting  with  United. 

h.  Letter  of  December  29,  1970,  from  United  to  FNMA  re  reduction 
in  dehnquenc}'. 

i.  February^  16,  1971,  letter  from  FNMA  to  United  re  repurchase  of  12 
loans. 

6.  Jacksonville  National  Bank. 

a.  Letter  of  December  29,  1970,  from  FNMA  approving  Bank  as  FNMA 
seller/servicer. 

b.  Audit  on  transfer  of  servicing  from  United  to  Jacksonville  and  related 
documents  (memorandum  4/12/72). 

We   trust  that  the  foregoing  fully   complies  with  both  the   Subcommittee's 
subpoena  and  with  several  requests  otherwise  made  of  us  by  the  Subcommittee. 
Sincerely, 

James  E.  Murray, 
Vice  President  and  General  Counsel. 
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-/?/)  Y'"f  ^^ 


T..-      I'EOHiAL  •oATir?;AL  y.iKTGAf.K  A.jSOu.ATIUi*                                                                           V 
211  ojuth  n-road  SM-ect,  Dal-^:     March  8,    1971 


Dale   Funding   Corporation  l  ,,   -,  -       -,,                 „  j     ,,       T^onii   nnn    t 

"    _„    -         :,          ,  ;  Seller/ Servioer  Code  Mo:   i:><fU4~UUU-l 

9520  SsEvlevf  Avenue  ' 

Brooklyn,    Ne'^  York  11236 [ 


Area  oC  Opera t-lonr:  ^g^  york  Metropolitan  Area ■,&_^iitaxrJbgJL  Oount-.l  ea 

Branch  Offices  and  Addresr.Oo:  I  Ui'i'i.';n  Manager: 


NiDio  Jind  Titles   of  princiral  Oiiictrs:  _ 

Mitchell  Chiert,    President  "  Charles  Shusterhoff,    Secretary /Treasurer 

Servi-ing  Super visoi-    (Kaine  aiul  Ti'-!''.-);  i  Fei  son   to   Concact  on  Delinquencies: 

Charles  Shusterhoff  !    Charles  Shusterhoff 


Person  to   Contact   on   Insuratic:  !  Person   to   Contact  on  Accounting  Reports 

Charleo  Shusterhoff  i  Mitchell  Chiert 


NuL^ber  of  Field  Men;  ^  '     Fi'u  Time:  '         "^    '        Part  Time:         None 


Do  you  service  loans    for  any   other  FiiMA  of  rice?  No Mamo  Region  and  No.    of  Loans: 


Names  and  addresses   of   other    i'lvesbcrs  whoi:;  you  repr'jsc.  t,   and   the  approximate  nuaiber  of 
mortrages   serviced   for  eacli   (A'tuc--   list   if  you   prefer)  ;At    12/31/70    ue    do    not    service    PIIA 
and   vh  loans  for  any  other  institutional   investors.      Servicing  for  other 

Institutional  investors  will  commence   1971_. 

CUSTODIAL  ACCOUNTS  HJiji  CIJMA 

Name  and  Address  of  Eank:  National   Bank  Of  North  America 

60  Hempstead   Avenue,    Weet  Hei.ipstead,   N.Y. 

Highest  Dollar  Balance   lasL  year:  •i^_?!l.^.',^'£-'- •??_  t 

Date   of  Highest   P«i'ance:  10/55^0_ 


Type  and  Anount  of  Fidelity   I.'irj,irance:» 

Individual   $ ^  Blanlcet   $     40,000.00       Direct  Surety  $^-- '^/   ^y 

Deductible   $ Cancellatl  "   Cl,-;i:se   to  fJotify  FriMA :  i  /^//T^s'  /_/  Wo 

I-lame  and  Address  of  Cairier:    Mai-yland   Ca.sualty   Company  -   59  iohn   street,    N.Y.,N,Y 

(90-721587)  '  10Q38 


specify  Officers  or   B:iployeec   :iy.cJua;;C.   fr^.ni  Fidelity   Govera, 
None 


Do  you  carry  Errors  and  Omissions   TnMtran-j.  ?      No       Anioimi   .J 

Furnish  a   copy  of  your   latest  audit  report  oj-  a   copy   of  last  financial   statement,    cei-tified   by 
a  Certified  Public  Accountant  oi-  Public  Accountant.      If  you  are  a  state  or  federally  supervised 
bank  or  savings  and   loan  ar,.=!Ociatlnr;^   a   printed   cor'/  of   l-"! -^^<  J'i'i:,IiAliY'l  JLijip"'^V  V'''^'' '^'^"'f  ^       '"" 
acceptable.      Date  fiscal  yea^-  c nd.^j   .JPec.ein>Lej?_5l'jt'._1270_£?-eBlirfed°  Bfr.'K' , 

Are  advance   notices  of  mortgage   ir.stallmcnt  payjients  duo  Kailod   to  mortgagors?  _^^ 

If  so,   how  many  days   in  advance   jr.   tlie   r.otice  sc-ni?    at    cut— Off 

VJhat  day   of  the  month  do  you  ir.ail    notice  of  delinquency   to  ucrtga -ors? 

First  Notice  lOfch      Second  Notice i5th  Third  Notics  25th 

What  day  cf  delinquency  do  you  ma!:!:   pf;r.';onal    ccntaet    (not   by    telephone)   with  your  morLj^agors 
regarding  delinquencies?  Prixir  Jbq_the   75_dHY_PX.J?e.liil9uency . 

If  you  service  FilMA   owned  iiicr  I  ('apcs   "n   rr.-.pcrties   consistinfr  oi'    ten  or  more  living  units   owned 
by   one  mortgagor,    complete   the   foliowinp   r.cb.edule: 

Section  Ko.    of  No.   of 

Naiiic   of  Mortf-^age  Loc:ation   of  Prnpsrty  of  Act  Loons  Livirr;  U.-lt." 


lljjforiiL'it.io;'.   coiujiiied    \  ;y< — s 

3/8/71  i2_-2)_6p6-3200_        K^>^xl[jJ'''^^XXk<^'-^,t  Prcr.lder 

DATE  TEL/'.PiIOi;K  tiCiiri'K         'I'    "  ":'.bj;;AT 'I'.K  TITLF 

V4itchell  Chiert 

*    increaocd   to    $fiO,C00.0O      1/1971 
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FNMA    FOUM    i:« 

iii:v__i.|..i..-ii  (^      ; 


'    SELLER'S  [T]    OR   SERVICER'S  [7]      RECORD 

FOR  YEAHS..J?65_.-_1?(>6 

Name     DALE  fUNDING  CORPCKATJi.^ (     6^0 


APPrOVED   FOP. 

[XJVA  [XlFIlA 


)  Phone  212-liX_6r88pO 


Address  787^aratof;a  Avenue,   Drooklyn.   Neu  York     11212 

Area  Scrvcd_1e1^opol itan  NeS _York 

}3ranch  Offices . : 


Principal   Officers Mitj?Jiell_GMeri.,»Jr.es_i_i3harli;iLT>hilSterilQfJ^^ 


Servicing  Supervisor Charles   Shusterhoff 


No.    Field   Men  i 


No.    Other 
Serv.    Emps. 


Other  Investors   Rppresent^d- Boro   Investinp  Corn;    Harriet  B.    Chiert 


Total  196g;   IB') 


Highest    Dollar   Amount   in  Custodial   Account:  $ 

Fidelity   Insurance:    [^  Ind.    [^Blanket      [^Direct  Surety  $_ 

Financial  Data:  Assets  Liabilities  Net   Worth 

As  At  3-23z(^ i3^1.539 55_1^39 ^5U^qn 


A'^-i  W'-yV/ 


Handling   of  Delinquencies: 

First  Notice  15  da.     Second  Notice  23  da. 


Third  Notice 33  da. 


Personal  Contacts  28  days 


Form   301   Signed     12-6-65 


Form   302   Signed     12-6-65 
P&S   Signed 


_  Terminated  _ 
.Terminated_ 


Terminated. 


Triennial   Inspection  Certificates    Rec'd: 

Field  Visits:__ 

Remarks 


FNMA   Audits, 
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Vif  Fo™   128  ,^.3  2.   d'/'     OdO^   /  A   /^l'  APPROVprOR 

ftev.    2/H/66  ^--^  [x|vA  IxIfUA. 

SELLER'S  [x]    OR  SERVICER'S  [3      RECORD  \~ 


J 


roH  YBARs IW  -  1970 ^j,^^  ^^_.^^^^ 

Name  DAI,E  nillDIjt'JG  CORPORATJON ( 6^0 )  Phonc-S±2i-ltt_-6=22Q£t 

952CI  Seaviev/ Tlve.                                                              ""n'l  oqa 
AddreBB        -76?-6fHf rbot-i-i-AAfef nte ,    Brooklyn  ^   New  York     ligi-2    i-i-'^jo ^ , 

Area  Served      New  York  Mctrc5^olitan  Area    and   SiihiirhRn   nonntinr; _ 

Branch  Offlc-cn . ■ 


Principal  offlcprH        Mitchell  Chiert.    President;    Charles  Shiustgrhollf .   Sec-TreafiUrar-T 


Servicing  Supervisor Charles   Shiinterhof  f ,    Secretary-Trcasiirer  . 


No.    Other     _  w:. 
No.    Field  Men         ,  A c„„,    ^ „^-  7^ 


Serv.   Emps. 


Other  Inveatora  RppreHPntndt     Roro  Investing  Corporation.  Harriet   B.   Chiert.  Minna.. 
Schaffhauser,   Ethel  Delman,  Marion  Fein.   Phil  Davis,    Sam  Shusterhoff 

'66  y ' 0^ '/  o /         cy 


Highest   Dollar  Amount  in  Custodial  Account:  S  3 .  A  A  2  . 1 0  $  /f/-^-^^  ^  V$^-^C/,/<^' '  '^^  _ZVA.^^ilL-2.^ 
Fidelity  Insurance:   □  Ind.    [T]  Blanket     Q  Direct  .<;urety  $5  .000     %~rya^>      %//,C-f-0      U/O.  On.  V>. 

Financial   Data:  Assets  Liabilities  Net   Worth        Net   Profit    (Loss; 

An   At    a'3/-C4-  /7'/,  3c7.  ^^  /^X.  /SS.  A-r^  ^,  /^^/ 

/^-3/'CJ  >/^->:  7?'/.  ^77,     (?//-  /S7,   07^"-  ^,  j>-C.C 

f^'3nt  /,5^x,6c/.        /,  3^1  yof.        //5:  (7f^.        /^c^^of- 

.     LAiIU^lI^  IX/JJ^16^^^  ^,'^^lMiM  ^  .japy,  (O.-??-    .  • 

Handling  of  Delinquencies: 

First  Notice  5th-10thSecond  Notice      15th      Third  Notice       25th      Personal  Contacts     30th 

Form  301   Signed 12/6/65 Inactive Terminated 

~*  Form  302  Signed 3  2/6/65 Inactlve___i: Terminated 

PStS  Signed . Terminated . L_, 

Triennial  inspection  Certificates   Rec'd:     /"    -^  u     e" ■, 


Field  Vlfllts:  //-/LCJJ FNMA  Audltn     3-Aff'(^f    '. 

Remarks y, 


t^ 


//JXi.<  fctb.  ,,,,.^t  ip,/7/' 
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fNMA   Fonii    128 
Rev,    2/11/66 


/ 


''^[r'/-  r/r-/ 


't 


vpproved  for 

0va[i]p1ia 


SELLER'S  [x]    OR  SERVICER'S  Q]      RECORD 

FOR  VKARS        1971    - 

Nome     Dale  Funding  Corporation (        ^--  ''/C      )  Phone  21 2-696-3200 

Addreaa     9520  Seavlew  kvemie ,   Brooklyn.    New  York        11236 

Area  Served   New  York  Metropolitan  area  &  suburban  counties 


Branch  nfficew      nana 


'.^r.A^,K^^    /^O^v^ 


-iyy-- 


'^-/  .^-^^ 


Principal  Offlcera        Mitchell  Chlert.   Pres.;   Charles   Shusterhoff,   Sec-Treas. 


Servicing  Supervlaor  Qgagge  S-fattefafanry 


No.    Field  Men  _A. 


Other  Investora  Roprpnented;     3oro   Investing  Corp. 


No.    Other        2 
Serv.   Empe. — 


Total:    70' 


mr 


Hlghebt   Dollar   Amount  In  Cuotodlal  Account:  Sl11»360      $ 


Fidelity  Insurance:   Q  Ind.    [x]  Blanket     Q]  Direct  Surety  $A.OTh      $ ^$ $ 

Financial    Data:  Assets  Liabilities  Net   Worth        Net    Profit    (Loss) 


As  At. 


12/31/69 


1.891,085 


1,682,0^6 


209,039 


/Vy^^        ^o^sr-<i^7f.     .;ij^;j,^''-4- ^y^A^s",    t^,  ^  f^g 


Handling  of  Delinquencies: 

First  Notice  5-10         Second  Notice     15  Third  Notice    25 


Personal  Contacts 


30 


Form  301  Slgned_ 
Form  302  Slgned_ 
P&S  Signed 


12/6/65 


12/6/65 


.Terminated. 
.Terminated. 


.Terminated. 


Triennial  Inspection  Certificates   Rec'd: 
Field  Visits: 


FNMA  Audits. 


Remarks     FNMA  Letter  3/26/69  executed. 
AES 


1025   letter  sent    1/21/71 
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Federal  National  Mortgage  Association 

memorandum 

March  28,   1972. 
To:  K.  A.  Duncan,  Regional  Vice  President,  FNMA. 
From:  A.  W.  Miller,  Regional  Director,  Internal  Audit,  Philadelphia. 
Subject:  Audit  of  Servicer,  Dale  Funding  Corp.,  Brooklyn,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mort- 
gages, and  reviewed  its  procedures  for  servicing  these  mortgages.  The  audit  began 
on  February  14  and  ended  on  February  25,  1972.  At  December  25,  1971,  the  effec- 
tive date  of  our  audit.  Dale  Funding  Corporation  was  servicing  the  following 
mortgages:  FNMA  955  with  principal  balances  of  $20,170,980.89;  Itself  242;  and 
other  Investors  123. 

The  Servicer  is  also  administering  escrow  funds  in  the  aggregate  of  $322,355.35 
for  FNMA. 

Servicing  fees  paid  by  FNMA  during  the  audit  month  of  December  amounted 
to  $7,267.79,  and  during  the  past  twelve  months  the  Servicer  earned  $80,339.99. 

Attachment  No.  1  contains  12  findings.  All  findings  were  discussed  with  Mr. 
Mitchell  Chiert,  President,  who  agreed  to  take  appropriate  corrective  action. 

The  current  audit  findings  has  caused  us  to  classify  the  Servicer's  records  and 
procedures  as  inadequate.  The  Servicer's  deficiencies  are  due  mainly  to  (1)  inade- 
quate training  of  personnel  in  relation  to  the  rapid  increase  in  the  number  of 
mortgages  serviced  for  FNMA  (since  our  previous  audit  as  of  March  25,  1968,  the 
Servicer's  FNMA  portfolio  has  increased  from  52  mortgages  to  955,  and  (2)  failure 
to  insist  that  the  Service  Bureau  (Financial  Services  Inc.)  maintain  records  and 
accounts  in  line  with  FMNA's  requirements.  Incidentally,  we  believe  that  most 
of  the  Servicers  in  the  New  York  City  area  who  use  the  above  service  bureau 
will  have  continuing  problems  in  maintaining  and  producing  acceptable  records 
and  reports  until  the  bureau  reprograms  its  processing  of  transactions  for  the 
Servicers  involved. 

In  regard  to  the  findings  reported  in  this  audit,  we  recommend  that  the  Servicer 
be  required  to  confirm  agreement  to  clear  all  findings,  describe  in  detail  the  action 
taken  to  clear  findings  No.  1,  No.  3,  No.  4,  No.  5  and  No.  6,  and  complete  the 
reconciliation  required  by  finding  No.  2  and  submit  a  schedule  to  FNMA  showing 
the  reconciled  items. 

In  our  opinion,  the  Servicer  should  be  given  an  opportunity  to  establish  the 
procedures  and  controls  outlined  in  the  numerous  findings  and  an  accelerated  audit 
(within  a  year)  be  made.  If  by  that  time  the  Servicer's  performance  has  not 
improved  materially,  it  is  our  opinion  that  consideration  should  be  given  to  a 
transfer  of  servicing. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  a  copy  of  your  letter  to  Mr.  Mitchell  Chiert,  President, 
confirming  the  agreements  for  clearance  and  a  copy  of  the  Servicer's  replj'. 

Arthur  W.   Miller. 

Re  audit  of  servicer,  Dale  Funding  Corp.,  Brooklyn,  N.Y. 

Attachment  No.  1 

Federal    National    Mortgage    Association,    Internal    Audit    Division — 
Field  Office,  Philadelphia 

deficiencies  which  the  servicer  agreed  to  correct 

1.  Servicer's  records  not  in  agreement  with  FNMA's  trial  balance  of  unpaid 
principal  accounts. — Prior  to  our  visit,  FNMA  had  furnished  the  Servicer  with  an 
Aggregate  Exception  System  Trial  Balance  at  December  25,  1971.  During  our 
visit,  the  Servicer  compared  the  trial  balance  with  its  mortgage  ledger  cards  and 
the  reconciliation  showed  14  loans  with  balances  not  in  agreement  with  FNMA's 
records,  although  in  all  cases  the  dates  of  the  last  paid  installments  were  in  agree- 
ment. The  loans  involved  are  shown  on  Exhibit  A-1  attached. 

The  Servicer  has  not  followed  a  practice  of  reviewing  and  analyzing  FNMA's 
Monthly  Exception  Update  Listing  (FNMA  Form  476)  in  order  to  determine  the 
adjustments  and/or  correcting  reports  required  to  bring  its  records  and  FNMA's 
records  into  agreement. 
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(a)  Mr.  Mitchell  Chiert,  President,  stated  that  the  Servicer  would  examine 
each  of  these  cases  to  determine  the  correct  principal  l)alance  and  then  take  the 
required  corrective  action  to  bring  the  records  of  FNMA  and  the  Servicer  into 
agreement.  He  also  stated  that  in  the  future,  the  Servicer  would  review  the  reports 
from  FNMA  when  they  are  received  and  determine  if  any  corrective  action  is 
required. 

2.  Escrow  control  account  (col.  1  of  FNMA  form  179)  not  in  agreement  with  trial 
balance  of  escrow  and  month-end  overdrafts  of  principal  and  interest  (col.  2  of  FNMA 
form  179)  not  identified. — (1)  The  control  account  of  escrow  fujids  as  reported  on 

-line  13,  column  1  of  Form  179  (Report  of  FNMA  Custodial  Account)  for  the 
month  of  Deceml)er  was  less  than  the  total  of  the  escrow  trial  balance  at  December 
25,  1971    by   $.34,768.37    (mostly   advances   posted,    but   not   made  finding  #4). 

The  Servicer  had  sent  a  reconciliation  fo  the  deposit  acccnmt  to  FNMA  Wash- 
ington Office  along  with  the  required  semi-annual  trial  balance,  but  it  included 
an  amount  of  $G.o.3.^  termed  "not  reconciled." 

(2)  The  month-end  balance  of  FNMA  Principal  and  Interest  on  the  FNMA 
Form  179  (Col.  2)  showed  a  deficit  of  $7,416,99.  The  Servicer  did  not  identify  the 
nature  of  this  balance  during  our  visit. 

(u)  Mr.  Chiert  stated  that  the  Servicer  will  review  prior  transactions  in  the 
FNMA  Account  to  the  extent  necessary  to  reconcile  the  escrow  control  account 
with  the  mortgage  escrow  balances  and  to  identify  and  properly  adjust  the 
month-end  deficit  balance  of  Principal  and  Interest.  From  now  on,  reconciliations 
will  be  made  monthly. 

3.  NSF  checks  not  reversed  on  loan  ledgers. — The  Servicer's  procedures  did  not 
provide  for  NSF  checks  to  be  reversed  if  they  were  not  made  good  promptly 
after  being  returned  from  the  bank  a  second  time. 

Twenty-one  checks  requiring  payment  reversals  were  on  hand  at  the  time  of 
audit.  The  advices  from  the  bank  stating  that  these  checks  would  not  be  honored 
dated  as  far  back  as  April  of  1970.  The  Servicer's  failure  (over  an  extended 
period)  to  reverse  NSF  checks  on  mortgagors'  records  also  resulted  in  the  inac- 
curate reporting  of  month-end  delinciuencies. 

(a)  Mr.  Chiert  instriicted  the  service  bureau  to  reverse  the  paymc^nts  repre- 
sented by  these  checks,  or  to  reverse  the  latest  payment  credited,  where  ai)pro- 
priate.  He  stated  that  in  the  future  he  will  see  that  all  jjayments  requiring  reversal 
t)ecause  of  NSF  checks  will  l)e  reversed  on  the  mortgagor's  permanent  payment 
record  inunediately  upon  notice  that  a  check  has  been  returned  after  being 
presented  twice.  During  the  audit,  Mr.  Chiert  made  arrangements  with  the  bank 
to  automatically  present  NSF  checks  a  second  time  for  payment,  to  avoid  the 
Ijossibility  of  delays  by  the  bookkeeping  department  in  redepositing  such  checks 

4-  Escrow  overdrafts   not  covered  as    required. — (Sec.    124.01   Servicers    Guide): 

The  computer  program  used  by  the  Servicer's  service  bureau  (F.S.I.)  prohibits 
a  negative  escrow  balance  from  appearing  on  the  trial  balance  of  escrow  or  on  a 
mortgagor's  loan  ledger. 

If  a  disbursement  is  made  that  is  greater  than  the  mortgagor's  balance  of  escrow 
on  hand,  a  separate  receivable  card  is  produced  and  the  word  "ADVANCED" 
is  printed  in  the  description  column  on  the  mortgage  ledger  card.  (This  is  mis- 
leading because  no  actual  cash  advance  is  made  at  the  time  of  the  disbursement.) 

The  Servicer  does  not  analyze  the  so-called  "advances"  made  during  a  month 
and  then  make  a  deposit  of  his  own  funds  into  the  FNMA  Custodial  Account  to 
cover  the  actual  overdraft  that  has  occurred.  There  was  a  fixed  deposit  in  the 
Custodial  Account  of  $11,992.66,  but  this  was  obvioiislv  insufficient  as  the  "ad- 
vances" at  12/22/71  totaled  $33,368.16. 

During  our  visit  the  Servicer  computed  the  total  overdrafts  and  as  a  result 
deposited  an  additional  sum  of  $24,157.01  into  the  FNMA  Custodial  Account  on 
2/22/72. 

(a)  Mr.  Chiert  stated  that  in  the  future  this  computation  will  be  made  at  the 
end  of  each  rejiorting  i)eriod  and  the  Servicer's  deposit  of  advances  will  be  ad- 
justed to  the  true  amount  of  fiverdrafts  in  the  escrow  account. 

5.  Escrow  analysis  inadequate;  arrangements  not  made  to  collect  shortages. — (Sec. 
207   Servicers    Ciuide) : 

The  Servicer  did  not  make  an  analysis  of  all  of  its  deposit  accounts  in  1971, 
so  that  for  some  mortgages  purchased  in  1970  it  will  be  as  long  as  25  months  before 
an  analysis  is  nuide  (February  1972).  The  service  bureau  computer  produced 
analyses  in  March  of  1971  but  only  for  those  accounts  where  the  Servicer  had  paid 
the  taxes.  The  Servicer  did  not  make  any  manual  analyses  to  cover  this  deficiency. 

The  machine  a'lalysis  did  not  consider  the  amount  of  any  existing  shortage 
(except  overdrafts)  in  determining  the  new  monthly  payment  and  lus  a  result 
no  arrangements  were  made  to  bill  the  mortgagor  and  collect  such  shortages. 
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(a)  Mr.  Chiert  stated  that  all  accounts  would  be  analyzed  at  least  annually 
in  the  future,  by  hand  when  necessary  for  new  loans  and  that  shortages  would 
be  considered  in  determining  the  amount  of  the  monthly  payment  for  each  twelve 
month  period. 

6.  Kemiltances  to  FN  MA  not  made  as  required. — (Sec.  205  Servicers   Guide) : 
To  comply  with  the  FN  MA  requirement  of  making  interim  remittances  of 

regular  collections  whenever  $2,500.00  has  been  collected,  the  Servicer  should  have 
made  at  least  16  such  remittances  during  the  month  of  aduit  (December  1971). 
However,  only  six  interim  remittances  were  made. 

The  Servicer's  j^rocedures  do  not  provide  for  an  exact  determination  of  the 
distribution  of  each  day's  collections  to  principal  and  interest.  Instead,  at  periodic 
intervals,  the  Servicer  remits  approximately  60%  of  the  collections  (on  hand) 
to  FNMA.  This  procedure  results  in  a  large  adjusting  figure  on  the  final  month-end 
remittance  (over  $16,000.00  in  December)  and  withholds  funds  from  FNMA 
during  the  month;  for  example,  after  collections  of  December  10,  $107,746.28 
•  of  principal  and  interest  had  been  deposited  in  the  bank  and  only  $84,000.00 
of  it  had  beea  remitted  to  FNMA. 

(a)  Mr.  Chiert  stated  that  in  the  future,  the  Servicer  will  remit  funds  to  FNMA 
as  soon  as  $2,500.00  of  principal  and  interest  has  been  collected  by  applying 
a  percentage  of  collections  for  remittance  that  will  closely  approximate  the  exact 
amount  due  FNMA. 

7.  Inadequate  records  of  balances  of  unapplied  funds. — (Sec.  202  Servicers  Guide) : 
The  "Loan  Ledger"  produced  by  the  service  bureau  (Financial  Services,  Inc.) 

used  by  the  Servicer  does  not  provide  space  to  indicate  the  latest  outstanding 
balances  of  unapplied  payments  as  required  under  Section  202  of  the  FNMA 
Servicers  Guide. 

No  other  suitable  record  of  such  balances,  which  might  be  considered  a  part 
of  each  mortgagor's  permanent  account  record,  is  maintained  by  the  Servicer. 
Evidence  of  this  appears  in  the  listing  of  negative  unapplied  balances  on  Form  179 
(Monthly  Report  of  Custodial  Account)  in  support  of  Column  6  (Other)  thereof. 
A  laborious  reconstruction  by  the  Servicer  of  all  entries  of  unapplied  funds  during 
the  year  was  required  to  explain  these  balances  and  determine  necessary  cor- 
rections. 

(a)  Mr.  Chiert  stated  that  the  Servicer  will  maintain  a  hand-posted  ledger 
card,  to  be  considered  a  part  of  the  mortgagor's  permanent  payment  record, 
that  will  reflect  the  debits,  credits  and  balances  of  all  transactions  that  a  mortgagor 
may  have,  involving  unapplied  funds. 

8.  Month-end  delinquency  reports  late  and  inaccurate. — The  month-end  delin- 
quency report  (Form  437)  and  its  supporting  list  of  delinquent  loans  (Form  470) 
were  filed  late  in  October,  November  and  December  of  1971,  and  follow-up 
letters  from  the  Philadelphia  Regional  Office  were  sent  to  the  Servicer. 

Examination  of  the  loans  crossed  off  the  November  Report  of  Delinquencies 
(Form  470/Code  50)  filed  as  of  the  cut-off  date  to  arrive  at  the  number  of  de- 
linquent accounts  (used  in  the  month-end  ratio  computation)  revealed  seven 
loans  that  were  improperly  deleted.  Five  of  these  were  received  on  the  first  or 
second  day  of  December,  but  had  been  postmarked  in  November.  The  other  two 
loans  had  back  payments  made  on  them  in  the  period  between  cut-off  and  month- 
end  but  the  current  payments  were  still  due  at  November  30.  Inclusion  of  these 
seven  loans  as  delinquent  would  change  the  reported  delinquencv  ratio  of  6.9% 
to  7.6%. 

(a)  Mr.  Chiert  stated  that  the  reports  noted  above  as  being  delayed,  had 
been  inadvertently  sent  to  FNMA's  Washington  Office  and  that  the  Servicer 
would  make  sure  that  delinquency  data  be  sent  to  the  Philadelphia  Office  in  the 
future.  Mr.  Chiert  also  stated  that  only  the  payments  actually  received  in  the 
Servicer's  office  by  the  last  day  of  a  month  would  be  deleted  from  the  cut-off 
report,  and  that  they  would  delete  loans  only  when  the  payment  brought  the 
account  current. 

9.  Report  of  custodial  account  not  prepared  correctly;  balance  of  principal  and 
interest  not  analyzed. — The  Servicer's  Report  of  FNMA  Custodial  Account 
(Form  179)  was  not  prepared  correctly  as  shown  below: 

(i)  The  excess  T  &  I  computation  (line  11,  column  1)  was  not  completed  at 
12/25/71.  It  should  have  shown  an  amount  of  $142,862.73  to  be  remitted  to 
FNMA,  or  an  explanation  given  or  retaining  these  funds. 

(ii)  Application  of  previously  unapplied  funds  was  not  shown  on  line  4  (Ad- 
justments and  Reapplications). 

(iii)  The  nature  of  the  unapplied  funds  listed  in  support  of  the  balance  of  column 
6  (Other)  was  not  shown. 
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(iv)  The  date  of  receipt  of  the  amounts  itemized  as  deposits  in  transit  (line 
15)  was  not  shown. 

(v)  The  dates  of  the  checks  itemized  as  outstanding  checks  (line  17)  were 
not  shown,  nor  was  any  explanation  given  of  the  action  taken  to  clear  three  of 
them  outstanding  for  more  than  three  months.  Two  of  these  three  checks  were 
voided,  but  the  cash  book  balance  had  not  been  increased  accordingly. 

(vi)  The  amount  of  a  check  drawn  by  the  Servicer  to  FN  MA  to  make  up  for 
excessive  service  fees  withdrawn  in  a  prior  month  was  reported  in  column  3 
(Service  Fees  From  Mortgagors)  instead  of  in  column  2  (FN MA  Principal  and 
Interest). 

(a)  Mr.  Chiert  stated  that  the  Servicer  will  take  the  following  steps  to  cure 
the  above  noted  deficiencies  (the  numbering  of  these  steps  corresponds  to  that 
of  each  item  above) : 

(i)  Starting  with  the  report  for  February  1972,  the  computation  of  excess 
T  &  I  funds  will  be  completed  in  the  future  and  any  excess  either  remitted 
promptly  to  FNMA  or  an  explanation  will  be  given  as  to  reasons  for  re- 
tention of  th3  funds  in  whole  or  in  part. 

(ii)  Line  4  will  be  used  to  record  the  application  of  unapplied  funds  in  the 
future. 

(iii)  The  nature  of  unapplied  funds  (e.g.,  partial  payments,  rejections  of 
payments  by  the  service  bureau)  will  be  shown  when  explaining  the  balance 
of  column  6  (Other). 

(iv)    Dates  of  receipt  for  deposits  in  transit  will  be  shown. 
(v)    Dates  of  checks  listed  as  outstanding  will  be  shown  and  notations  made 
of  the  Servicer's  efforts  to  clear  checks  outstanding  for  more  than  three  months. 
Also,  the  cash  book  will  be  adjusted  for  the  voided  checks  that  were  listed. 

(vi)   Checks  drawn  by  the  Servicer  to  adjust  service  fees  to  the  amount 
computed  by  FNMA  will  be  recorded  in  the  proper  column  in  the  future. 
10.  Dates   on   mortgage   ledger   cards   not   adequate. — The   dates   shown   on   the 
individual  loan  ledgers  are  not  satisfactory  in  the  following  situations: 

(i)  The  date  of  transfer  of  escrow  funds  after  purchase  of  a  loan  by  FNMA  is  not 
shown  on  the  ledger. 

(ii)  The  date  of  receipt  of  regular  installments  is  shown  as  one  day  later  than 
actual  receipt  by  the  Servicer  in  instances  when  the  service  bureau  combined  two 
days'  work  into  a  single  run. 

(iii)  The  date  of  disbursements  from  escrow  is  not  the  same  as  the  date  of  the 
related  check  in  many  cases.  (Delaj's  of  5  to  13  days  were  found.) 
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Art  3  QJ  OroraLlo:!.-: Metropolitan^  New_York ' 

Bra.-ica  Ol'l'ices  a"(i  .-.djroir;  i- :  _  |r  ','jcc  ;ia:(-^j-£-;- : 

Eastern   Service   Corporation  j  ~ 

2801   Ponce   DeLeon   Blvd.  I     Mr.    Al   Bernstein,    Vice    President 

Coral   Gables,    Florida       _ ^ 

Nacio  .i',d  Titles     ''  "rir.cif    1  .i^i';     ■■  ..   Harry   Bernstein,    President;    Louis    B.    Bernstein, 
Exec.    V.    P.;    Laurence  J.    Sharkey,    Vice    Pres.    &  Sec'y.;    Roger   Fred,    Vice    Pres.£. 
Controller;    Vice    Presidents:    Frank   Fey,    Emanuel   Hirsch,    Larry   Taylor 
3ci'" -irnj  Suppj-.  I.'  r    '[la-i-   •,■1   Vii'.';:                    j  I'-"  ■  ■  .^r    t-.'    r..j.ic;:ct    -Tn   T"' -^  inquerjies: 
Laurence   J.    Sharkey,    Vice   President        i     Ronald   Cusano,    Collection  Supervisor 
PorEor.   to   Contac.    on   I --.urai.  j.,:                                    ;  1%  .■,,.'' ■   t,.     C-.ni,'ict    '■n  Accouncing   Reports: 
(Mrs.)    Bea   Blank                                                      i     Roger   Fred,    Vice    President 
Nm-ibcr   of   FieldTnTiiT"                   §~1SZ1'.   ''"^  ''^    "■f~~'            4  "   " r? i'rTii!^? :         "  1 

Do   vu^   service   loans    I'vr    ■_;-••      -.v-.r   i-'..";,.     .;:"l-.'r';    _  No      _;.   :.o  rrjio:.  a  J   !:3.    of   Loans: 

Naracs  and  address. -S   oi    ctr.t?;    ii!Vu::i-j  s    ja'.i    .Oi    :>■;..:  i-.-Tv'nt.    a:.'    tne  appi'cxirriate  naaihcr  of 
mortgages  serviced  for  eac!i   .'ALi.aii.   .I^.j,    ':■■:  yoj   pi'-^fe't  ) ; 

■  See  List  Attached 

CdSTOOUL  ACCOunTt:  '      tZ^  '-         rjJMA 

Mamr^  and  Address  ''■'   Panl  : 

The   Chase  Manhattan   Bank 

lfi|?.?5<S3ftSy,,,pjjijC"rs-LfJV.cU211         ._    144,92  9.66  %      23,9o7.22 

Date   of  iagn^Gt   lulance: ^ i _^-~.^M/?M^3^. l-^lu/i^ZT/T." '^Ty     -  '    •  '' 

Type  a:.d  Amount  o'2  Fidelity   iiir.,ii-ar;.-,j:  ^-~ZZ^ 

Individual   $ !:"'aiii.;t   .?  1,200^,050.00  Liroct  .'3...-et;^   ^-■,—, 

Deductible   % Ca  ..r-i  jl^,  ;    :.    Itai,;  ,    to  Notify   Vl^A:      f^'  Yes       ZI7"Ho 

Name  and  Address  of  Cairier:      The   Continental   Insurance   Company 
80  Maiden    Lane,    N.    Y. ,    N.    Y.    10038 

■JL-£ndor.'--£iTignt-ALt£jched  ■ . 

Specil'y  infi^or.;   ^  r   r.ii p  ■  ■. _     ■  f    :,-■■,_■■■_.        .  .ji  ri.^c-i;'   ■    Covi.---a,. -- ; 

None _  

Do  you   carry   Erro^c   and  P....i  gs: .,.  I  ''  '„  .1  "yc^s  "■T"j^'^'-;-^"^rp^^^^;^^^  q^  

Furnish  a  copy  of  jour  JalesL  ai.d.  .   cp;,    .f  JaoL  fi,\a,-,cj.-)l  sLat.eE-r:t,   certified    by 

a   Certified  Public  Acccui.i  a'.l.  -.  •  :-,,  'i:   ...         -    a;,.      •f  >oi:  .-re  r,  sinte  or  federally   superviiicd 
tank   or  savJnKS  ard   "Icnr.   '.r,?r."i^  i  i.-  ,    :.    p.-     i  •.  !    ,'-•    -„■    UUr-.-^t   ful-lisl.ed    fii.ar.cial   stntemsnt   is 

acceptable.      Date  fiscal  year  ,  ■■-.dt-:   ^12/31/70       (report  _to    follow) 

Are  advance  noticcT  of  iiiortt;a,:i'    ir.  ;!.:.J..iii-e"t   p'i  r,!"  ■- ;  >■;  d,.>    :n/iiJcd    Ij  !!iort.f;a!jor3?         Yes 
If  so,   ho-j  many  daj  n  in  advanrv   .' :■■   liv.;  r.i.'LO  .ifcri.j'  6-8  ' 

What  day  of  the  Konth  do  you  mil  ii-~t:--.-e  o'.'  dnl- -.  i  ..?.';.•   to  !:rirt7'a,'ors? 

First  Notice    10-12 S"crn,.'  ^-i:  :■■     Ifi-lg' ' Third   tot  ice      7-^^-,^ 

What  day  of  deli.iquency  dc  yov  iva!  ;.   i.-rr-  .ii!    e-.  i.-ci,  '('i.oi  "by    ■.el.- :i:,.ino)   with  vour  mortrayors 
regarding  delinqueiicjo.-,? _60_  _ 

If  you  service  FiVU  ou-nvd  m.  n^  ' 'e:-.  >   :   i'l-   .;f.-i.: .-.   ,;..-:;  r.i  i,-,;^  ,/    i.~~ ^rZZT^-^~runlto  owned 
ly   oije  mortgagor,   complete  tl-.e   f.vHovir,,  :-c:h(d:.Jo:        None 

Jieci.ior;  .\'o.    of  Ko.    of 

_ir.e_of_Mortf2iie  LocaMuii  uf  Proporty  of  A.-.t  I^iiZL"..  Livjr.p  Ifnlt.-- 


5J.6 -J:V_  _3-4.2flfl_. .  _ 

TKLi'.HllOflK  I'llU-li.i;!.- 


Vice    Pres.    &  Secreta r^ 

TITLE  . 
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:    '?  of      i1i.'Mn'':n  30t 


•r  j'a: 


rr~^'  ".'riVTC"'':  cm 


\ 


rflT-TON- 


ManufReturorn    llnnnver  "^rvr.t   Co 

KBnch,    Inc.    ■ 

Comruinlty  Bnnl.* 

Soft    Drink    ''orlcorn    "nion 

Dime    S8vltir.3    '^nril<   "f"   ^''"' • 

Ilaasau  r.avlnrs    '■■  I.onn   ARnn. 

AFT.ATO   Staff 

nhnso   Mnnhnttnn   Mank 

ratiunnl   Rnnk   o*"   •'orth   Aner>n 

V4LI.EV  MATTOt!/\I.  HWK     . 

First   rntionnl    Bn-k    o*"   ^or;t.cri 

nnornttn"   ^nrinoora    Tenn'on 
Tj-iint  I'und 

INVP'-.T'iPS   rrTITRAf,   Hftf'AO.    nR'^.Tor 
Hond    CnrrioTT,    l,ocnl    y^^ 

'lan'kers  "rust    Co-'nrmy 

Trustees    of    Tnflnsl.rv    '< 
Local   33^   I'cmion   ^-'und 

Hamaroneck  FtidoMl    faviri'.T 
f:   Lonn  Assoc  int;  on 

Lar-cliinont   Peclor-r.l   r,nvii;-Tn 

1:   IjOdn  Ansocintion  •    ' 

Barton   Snvln";;!    "'.  T.onn    Anrsn. 

3uffftlo  Savin/'n    Dank 

?Iow   Ilnnnahlrr!    r>nvin-r.    Hank     •, 

Pirat   rpdornl    "ai-'pra    'c   7, can 
Assoc)  fit  ion    o*"    "ric 

''edernl  Untionnl  "n.rtrnrtr:   Ar.r.r:, 

AFT./CTO  Orrnnl^f-rn 

Rollornnker-'^51ark<;rnth    I'nt  innnl 
Tons  ion  ""rnnt 

"  I.    B.   v..  \I. 

fienarftl  Buil'Hnf  T^nborofn 

Prudential    Tn.iurnncn    Co.    '■; 
Ita    Ilortf;np;orn  - 

1iiT.lert  I'odoral   Tinvinrn    ';  l.ofm 
A'saoclut Ion    of  !:ow  "'ork 

.T!Mioii  nrir/'TMO  cnnr. 

Ilotropol  1 1.  nn     LI  Pn 


On. 

9 

6. 

13? 

h 

l?A 

2li0?   •  J 

32 

2h 

ll 

6 

3li 

71 
^9 


350   park  ^^e-'^g^Jj^^ 

c/o   The   Chnse   Manhntl^ 

nank.    ^  C^i^f^Nf^^^^^iBbiS   Pl^^ 
15   Atlant^gJ^^g^j^Lynbiook. 

799  Broadway,  N.Y.,  N.Y. 
209  llavemeyer  St.,Dklyn,  NY 
2B15  Atlantic  Ave.,Bklyn,  m 


96 

9 

9?6 

1?0 

23 


17 

?n 

31 
33 

66,7 

32 
V.Z 

«n 


815   16th  St.,  N.W.,  Washing  ' 

t6n,  D.C. 
1  ChJ^sc  Manhattan  Plaza,  NY 

-  60  Jlempstead  Ave.,  West 
Hempstead,  New  York  11512 

-  Montauk  Hw.,  Hampton  Days, 
New  York  . 

-  1  Federal  Street,  Boston, 
Massachuset  ts 

-  c/o  Carday  Associates,    

1003    K  St.,N.W.,    Washington,!, 
D.C.  •  '. 

-  c/o   Investors   Central   Mat.CcJt 
220   E.    42nd   St.,    NY, NY    100i7j' 

-  200'  park  Ave.,  N.Y. , NY  1001", 

-  g/o  County  National  Bank  .   ', 
43  Market  St..  PoUijhkeepsie,* 
New  York  ,  f 

-  300  Mamaroneck  Avenue 
Hamaroneck,  NY  10543 

-  1940  palmer  Ave.,  Larchmont, 
Now  York  I 

-  llf>f>  Raymond  Blvd.  .Newark',  ' 
'New  Jersey  ■ 

-  545  Main  St.,  Buffalo.  NY 

.-  27  North  State  St.,  Concord, 
New  Hampshire.  N    •        1 

-  State  at  12th  Street        I 
.Frie,  Penna.   16512         l' 

-  211  South  Broad  St., 
^')iiladelphia,  Ponna.  19107 

-*B15   ICth  St. ,  N.  W. 
WnshincjLon,  D.  C. 

-  Brotherhood  Bldg..  '^•,"2 
K.insas  City,  Kansas  66101 

-  97  Gazza  Blvd. 
Farmingdale,  New  York 

-  IGOO  Walt  Whitman  Rd, 
•Melville,  L.  I..  NY  11743 

-  250  Broadway        ,  r^nnn 
Now  York,  New  York  10007 

-115-02  Merrick  BivO. 
Jamaica,  N.  Y.  11434 

-  nOOO  K.  Jefferson       .    . 
Inlroit  ,  Michigan  40214      I 

-  1  Madison  Avenue 
New  York,  New  York 
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APPROVED  FOn 

L3va  Mfiia 


AES  12/26/70 
FNMA  Fonn  128 
Hov.  2/11/66  l.-jlll-OaO-fl- 

SELLER'SQ]    OR  SERVICER'S  Q      RECORD 

"  516- 

Name   Eastern  Service  Corporation (   550    1  Phone  A.8 3-^200 


FOR  YEAnS_ 


1971 


Addreaa  175  Fulton  Avenue,  Hempstead,  New  York  11550 


Area  Served    N.Y.  Metropolitan  Area 


Branch  Offlcoa  Eastern  Service  Corp..  2801  Ponce  DeLeon  Blvd.,  Coral  Gables,  Florida 


Princlfwil  nfflrprwHarrv  Bernstein.  Pres..  Louis  B.  Bernstein.  Exec. V. P..  LfytrrgfKtgJrt . 
j%ai!]i^'_;:_y4e<rJ^Ef^s«=A-f!gc'<y ,  Roger  Fred,  Vice  Pres  &  Controller  & 
Fysrst=Eey-,  Emanuel  Hirsch,  Larry  Taylor,  Vice  Presidents 


A(' 


Servicing  niipgrvlnor  ■-^aiir£nc£Tf.'~SharfccyT-^Vice-Pr€6ident 
_5 Ko.    Field  Wen  ^ 


1 


No.    Other 
Serv.   Emps 


Other  Invcfitorn  RppreBented:  Phase  Manhattan  Baak,   2/t05-  Buffalo  Savings  Bank,   296 
Prudential   Insurance  Co.,   667 Total  5848   Total  Investors     39 


i;2J,y!JV  .22.— i2/2V;70  \ 

Highest    Dollar   Amount   in  Cuotodlal    A gro'inf;  £l  /, /,  ^  QPQ .  6(1  

Fidelity  Innurance:   Qlnd.   [x]  nianket     Q]  Direct  Surety' 5 $. 


Financial   Da^^^.^g^  y^^jjA^^^.^^gg       Liabilities  Net   Worth        Net   Profit    (Loss) 

^-  Ab  At  12/31/70  20./'^93.800 17.991.399  2.502-.A01_  323,656 

Fiscal    i-^i^--^  "l^""-'  I^milL—     "^■''^^'''■"''  "'  "^''-  "'■"  3:^0.  oc:S 

Year 

Ends  _ 

12/31 


Handling  of  Dellnquenclts: 

Flrat  Notice Serond  Notice 

Form  301  Sinned       5/16/60 
6/1/6(1 


Tlilrd  NoHcc 


Peroonal  Contacte 


'Form  302iSlBncd 
P&S  Slgnad, 
TrlennlQl  Inopactloii  C'.TUf;r:)ten    Rcc'd. 

Field  ViHltB-. 

Rem  or  1^ 


_lnactive_ 

.  Inactive  _ 

_Torminnled_ 


_  Terminated. 
_  Terminated, 


.  PNMA   Audits. 


to  Eastern  11/25/70 


Services  for  Brewster  Reserve  Corp. 


*FtiMA  Letter  3/2b/b'^)   Executed 

Transfer  of  servicing  from  Nat'l  Rk.  of  N.A.  to  Eastern  10/26/70 
Transfer  of  servicinf;  from  Heritage  Ccrp.  of 


Y.l...^^.ylMA^i^^lImiii 
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=^-FWlA.fo™.128  /^-V     ,--''  -  ^y.    ,^  APPa<WED  FOR 

,Rov.    2/11/66  .  ,  ,  .  L>  [X}vAT3rilA 

. 4  SELLER'S  [x]    OR  SERVICER'S  Q]      RECORD 

■  '^, '  Fon  YEARS  1966  -  1970 


Name     EASTERN  SERVICE  CORPORATION  (     550 )  Phone    516-/.BT-Z.?00 

Addreaa    175  Fulton  Avenue.  Hempstead.   New  York     11550  ' ' 

Area  Served        N.Y.   Metropolitan  Area ^ , 

Branch  Offices_ __^ . 

Principal  nfflepra  Harry  Bernstein,   President.  Frank  A.   Fev.   V.P:'  Laurence  J.   Sharkey, 


Servicing  SupervlHor  -Laur-ance-i}-.— Sharifey-     fonr^ReynoWs    :^C-M.'>--^ ~  fSM^ .   ,^>-rc  •   .■^ift^- 
El,  ^00-n^,MT(ft-   AcL^,-^.                                     ^,   ,^  „       ^-3-^^         No.    Other      ^^^w 
___ _ _No.    Field  Men  :&.5:XX_  s,„    Empa.^^r^ 

Other  Inveetors  RpprpHented-   Chase  Manhattan  Bank.  Buffalo  Savinps  Rank.   Manch.   Inc. 


I     26  investors;  ll^n  /Z9 


Hlgheet    Dollar   Amount   In  Custodial   Account:  $1011.40      j^J./^Sl      j /p,7i/- !^  S'HD  '}?/ 
Fidelity  Insurance:    I     llnd.    pH  Blanket     npirect  Surety  $  3  c  r  -^;  $   i/co  f!    $  ^^t>  "^    $    '^OO  Th 
Financial   Data:  .         Assets  Liabilities  Net   Worth        Net    Profit    (Loss) 

ab  a.  12-31-66       -^/,yy<  f//...;/  4ja^¥,a12j^  _,iu£o^MM^  ^jdl^A^L/^ 
JJ^TT^  fTruflT^P^     1.5-nu  cU  ^'.S'^t,  0  t,  o 


Handling  of  Delinquencies:  .       ^j,,^^^  <^^J^i,^^ 

Flrat  Notice       -jT"^*'       Second  Notice/^ y*^       Third  Notice  ^<^>'^ Personal  Contacts  ^-r^^TJ^Tc^f^ 

Form  301  Signed    c,-l6-6Q Inactive ., Terminated 

"^  Form  302*"Slgned    6-1-60 Inactive Terminated 

P&S  Signed Terminated 

Triennial  tflspectlon  Certificates   Rec'd:    /O ■i.:,.'? 


"/^^■/(■r:, 


Field  Vlalts:  FNMA  Audits.^    _  ^     __    _         _     

Remarks  'tt,a.c^  ; '^-T*  ,<'       i  i  -  ^.A  /y<:<^Q--?t^g.rc<^X><^g^  ^-o  ,^-t^^f-f,  ^^^ 

— r~^ — ?"'=7^ ''    \  I ' 
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Z^^. 


^«v-. 


DELINQUEI^     :  STATUS  -  COMBINED  OPE      .TIONS        "^^  ' 


*0i 


Jan.    19^7 


April 


May 


/Tune 


Jan.    IQa* 


April 


May 


Aug. 


Sept. 


Jan.   1847 


Marctv 
April 


May 


July 


Aug. 


Sept. 


Oct.  4'^^7 


Jan.    197a 


July 


Aug- 


5££L 


Oct. 

Nov. 


JL£- 


fon 
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/J»^ 


/^>r 


^/-■^ 
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_ZojL 
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^s/_ 


112 


/O^'/ 
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/^.io 
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/7fo 
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c^/-^/ 
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3V^ 


11 
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1£JIL 
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vv^v 
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i^^^TA 


V7  73 


lii::c,^i,  I  So'Nl  .n'^\  ,T5',-|    /■ 


..^ 


X- 


-^ 


^^ 


:2? 


J3 


5J 


-5.-r 


/■=? 


-^^ 


V/ 


4C 


-^ii 


gy 


^ 


i62. 


S2 


7  35 


Xiil 


E^M 


2i!:z 


;'v? 


^7V 


AAS. 


.^ 


^^ 


J^ 


J^ 


M. 


JT 


J£- 


J£l_ 


.zai 


/■^V 


.Zi£. 


.^O^ 


>^.*V 


AJ^ 


-A2: 


M 


/^^ 


/:3t' 


.ZZL 


^^ 


S-L 


±ii± 


Xl 


iM- 


Akl 


JL2A 


JSJ±_ 


M2A 


■^AX 


jj:L 


111. 


/at) 


■J-'/L. 


.^ 


^^ 


M- 


^.-^ 


^/ 


3^ 


-^v 


..^2. 


^i- 


.»^ 


J)^ 


J^ 


f^ 


Al. 


^4C 


ZK 


a 


3-^ 


Tj 
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<&/ 


J10_ 


±U^ 


.14^ 


j£0_ 
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/r 
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.yo. 
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c^ 


Ja 


_3^ 
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.iLiL 


:h1 
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lU-- 
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Y/ 
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/iJ 


.,£/ 


-^ 


^± 


JA. 


9^ 


^_± 


/^ 


/f^ 


2At 


/^ 


A  5 


^/:g 


3£^ 


c<">^/ 


c^"-?;:' 


/^z_ 


^/. 


■^-r^ 


14^ 


/^ 


JJA 


Mn 


lit 


SAL 


■  v'  // 


j?/(j 


^2Z 


332 


;^g 


£3. 


^14 


^.r 


^Z 


x^ 


A^ 


^^Cli^ 


4£ 


j^jj^ 


£JL 


^^ 


V-^ 


.^£V 
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SERVICmO   NOTES 


6-  (- 


^'^a^z  /'M7. 


f-v'    /-/A^r; 


~UT~wi7~rT7^~rY 


^ 


ii^:^:^^^^^!,^  /<?'/<(' -^5) 


r^- 


.^. 


T(<r>2i" 


"A 


Servicer's  HamejEa^rEE-C-! AgU  Ul(g<- 


CgnPrtH^'Kr 


t.-. 
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"C5 


^^^iHRiU   SeRi;iC£    (2orft)(^Af-/OAj 


DELINQUENCY- STATUS  -  COMBINED  OPERATIONS 


MoJV.'JoES 

OCKUBE 

r,^o 

r„l;; 

/r.K 

'Z^^ 

"""US' 

SEaViriNO    NOTES 

inn.    19  •// 
Feb. 

^.5T^Jy 

-^9,? 

j/^ 
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^J.it'/ 

^r<^ 

Jy7 

-z^- 

/-^ 

.^fV 
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Oct. 

Nov. 

!-'!-:__ 
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(a)  Mr.  Chiert  stated  that  he  would  instruct  the  service  bureau  to:  (i)  reflect 
on  the  ledger  card  the  date  escrow  funds  are  transferred;  (ii)  post  each  day's 
work  as  a  separate  run  showing  the  true  dates  of  collection;  (iii)  show  disburse- 
ment dates  as  the  transaction  dates  indicated  by  the  Servicer  rather  than  the 
posting  dates  now  used. 

11.  Collection  efforts  not  adequately  documented;  reports  not  filed  promptly. — The 
Servicer  did  not  have  adequate  records  on  each  delinquent  mortgage  to  enable  a 
reviewer  to  determine  that  a  sufficient  effort  at  collection  of  past  due  payment 
was  being  made. 

In  at  least  five  cases  the  FN  MA  Form  145  (Residential  Loan  Service  Report) 
was  filed  from  21  to  66  days  late  (average  48  days).  Mr.  Chiert  was  not  aware 
that  this  form  must  be  filed  in  default  cases  by  the  90th  day  of  delinquency  to 
summarize  loan  servicing  action  (not  just  to  recommend  foreclosure). 

(a)  Mr.  Chiert  stated  that  the  Servicer  has  hired  a  full-time  collection  man 
who  will  fully  report  on  all  phone  calls  and  personal  contacts  with  delinquent 
mortgagors,  and  that  copies  of  all  correspondence  with  mortgagors  will  go  into 
their  files.  He  also  stated  that  the  Forms  145  would  be  filed  timely  in  the  future. 

12.  Deficiencies  in  handling  foreclosure  cases. — In  the  examination  of  five  cases 
that  have  been  in  foreclosure  for  extended  periods,  we  did  not  find  evidence  to 
show  that  the  Servicer  has  maintained  an  adequate  follow  up  with  Field  Counsel 
and/or  maintained  adequate  communication  with  FN  MA  on  the  progress  of 
foreclosure  and  causes  of  delay.  These  cases  are  as  follows: 


Mortgagor 


Loan  No. 


Date 
referred 
to  field 
counsel    Comments 


Williams 1-31-803134-7    Nov.  19, 1970    Except  for  payment  of  fore:losure  costs  on  Sept.  27,  1971,  W3  found 

norecordof  contact  by  servicer  with  field  counsel  until  January  1972. 

Fain 1-31-800052-0  Jan.  20,1971  On  Nov.  19,  1970  regional  office  CDntacteJ  sarvicer  to  expsjite  fore- 
closure action.  VA  cut-off  interest  on  Jan.  3, 1972  (dua  to  extended 
period). 

Santana 1-31-804066-1    Jan.  26,1971    No  record  of  servicer's  contact  v^ith  field  counsel  until  January  1972  . 

Rieber 1-31-805511-1    Apr.  28,1971    In  contacts  with  field  counsel,  servicer  not  successful  in  expediting 

the  foreclosure. 
Hart_. 1-31-804717-6    July   13, 1971    Received  bill  (Oct.  25,  1971)  from  field  counsel  for  title  search,  etc. 

Servicer  wrote  to  field  counsel  on  Feb.  22, 1972  requesting  status 

of  case. 

(a)  Mr.  Chiert  and  Mr.  Charles  Shusterhoff,  Secretary-Treasurer,  stated  that 
the  Servicer  had  already  started  to  follow  up  with  Field  Counsel  more  closely  on 
foreclosure  cases,  and  that  in  the  future  they  would  advise  FN  MA  promptly  when 
Field  Counsel  did  not  cooperate. 

FEDERAL  NATIONAL  MORTGAGE  ASSOCIATION,  INTERNAL  AUDIT  DIVISION     FIELD  OFFICE,  PHILADELPHIA 


Differences  in  principal  trial  balance  between 
servicer  and  FNMA,  at  Dec.  25, 1971 


Loan  No. 


FNMA's 

Servicer's 

balance 

balance 

Difference 

$21,479.93 

$21,515.08 

($35. 15) 

17,132.77 

17,131.46 

1.31 

22, 009. 09 

21,976.49 

32.60 

19,578.94 

19,  552. 03 

26.91 

18,322.97 

18,310.46 

12.51 

35,457.57 

35,433.42 

24.15 

18,186.41 

18, 185.  00 

1.41 

19,821.44 

19,761.31 

60.13 

27,218.31 

27,216.06 

2.25 

10, 360. 88 

10, 309. 44 

51.44 

24, 397.  56 

24,  582. 39 

(184.83) 

21,368.14 

21,384.52 

(16.38) 

19,899.35 

19,895.90 

3.45 

30,618.94 

30,618.77 

.17 

305, 852. 30 

305, 872. 33 

(20.03) 

131-503788-3. 
131-509829-1. 
131-511849-3. 
131-705546-3. 
131-805364-4. 
131-805512-3. 
131-804459-0. 
131-806214-0. 
131-806575-2. 
131-806693-8. 
131-807377-3. 
131-807596-5. 
131-808027-1. 
131-802223-1. 

Total... 
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Federal  National  ]\Iortgage  Association,  Internal  Audit  Division, 
Field  Office,  Philadelphia 

Appendix  to  Audit  Report 

servicer's  handling  of  delinquencies 

Re  audit  of  servicer.  Dale  Funding  Corp.,  Brooklyn,  N.  Y. 

The  Servicer's  overall  delinquency  ratio  at  December  31,  1971  was  6.8%  on  a 
portfolio  of  1,303  mortgages,  as  compared  to  8.2%  for  FNMA  mortgages.  A 
copy  of  the  delinquency  report  on  the  Servicer's  total  portfolio  is  available  in 
our  working  paper  files  if  the  Regional  personnel  wish  to  examine  it. 

Mr.  Mitchell  Chiert,  President,  stated  that  the  dehnquency  procedures  for 
other  investors  do  not  differ  from  those  used  for  FNMA. 

At  the  request  of  Regional  Office  Management,  the  Servicer's  representatives 
visited  the  Regional  Office  on  2/9/72  to  discuss  with  Regional  Office  officials 
certain  servicing  deficiencies,  particularly,  the  high  delinquency  ratio.  The 
Servicer's  report  at  February  29,  1972  shows  a  dehnquency  ratio  of  6.8%. 

FEES   COLLECTED    FROM    MORTGAGORS 

The  Servicer  collects  a  $25.00  fee  for  mortgages  paid  in  full  (satisfaction  fee) 
and  has  charged  sucli  fees  to  FNMA  mortgagors. 
Field  Auditor:  Charles  M.  Brinton. 


March  30,   1972. 
To:  A.  W.  Tibbetts,  Director,  Internal  Audit,  FNMA,  Washington. 
From:  A.  W.  Miller,  Regional  Director,  Internal  Audit,  FNMA,  Philadelphia. 
Subject:  Audit  of  servicer,  Dale  Funding  Corp.,  Brooklyn,  N.Y.  (deficiencies  in 
reports  to  Loan  Accounting  Division). 
Finding  #9  of  our  audit  report  dated  March  28,  1972,  shows  that  the  Servicer 
was  preparing  the  Reports  of  the  FNMA  Custodial  Account  (FNMA  Form  179) 
incorrectly  and  was  not  remitting  excess  escrow  funds  to  FNMA. 

These  deficiencies,  which  were  evident  from  our  perusal  of  the  December  1971 
report,  are  as  follows: 

(1)  Tho  amount  of  the  excess  T  &  I  funds  (line  11,  col.  1)  was  not  shown. 
From  our  computations,  we  determined  that  the  Servicer  should  have  remitted 
$142,862.73  to  FNMA.  The  Form  did  not  include  an  explanation  for  the 
Servicer's  failure  to  complete  the  computation  or  any  reason  for  retaining 
the  funds. 

(2)  Detailed  information  was  not  given  regarding  the  unapplied  funds 
included  in  the  month-end  balance  of  col.  6  (Other). 

(3)  The  dates  of  receipt  of  the  amounts  itemized  as  "Deposits  in  Transit" 
(line  15)  were  not  shown. 

(4)  The  dates  of  the  checks  listed  as  outstanding  (line  17)  were  not  shown 
and  no  explanation  was  given  for  the  non-clearance  of  three  of  the  checks 
that  were  outstanding  for  more  than  three  months. 

The  copies  of  correspondence  received  with  our  preliminary  audit  working  paper 
package  did  not  indicate  that  the  Loan  Accounting  Division  had  contacted  the 
Servicer  in  regard  to  these  deficiencies  in  the  preparation  of  the  Form  179. 

Arthur  W.  Miller. 


Federal    National     Mortgage    Association,    Internal    Audit     Division, 
Field  Office,  Philadelphia 

March  30,   1972. 
Re  audit  of  servicer,  Dale  Funding  Corp.,  Brooklyn,  N.Y.  (deficiencies  in  reports 
to  the  regional  office) . 

MEMORANDUM    FOR    FILE 

The  following  findings  in  our  audit  report  dated  March  28  show  certain  defi- 
ciencies of  the  Servicer  in  submitting  reports  to,  and  communicating  with,  the 
Regional  Office: 

Finding  number  and  nature  of  deficiency 

8     The  month-end  Delinquency  Reports  (FNMA  Form  437)  were  filed  late  for 
the  three  months  preceding  the  date  of  our  audit. 
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11  In  at  least  five  cases,  the  Loan  Service  Reports  (FNMA  Form  45)  were  filed 

from  21  to  66  days  (average  48)  after  the  due  dates. 

12  The  Servicer  did  not  maintain  an  adequate  follow  up  with  Field  Counsel  or 

with  FNMA  on  the  progress  of  foreclosure  cases. 
Prior  to  the  date  of  our  audit  report,  the  Regional  Office  had  contacted  the 
Servicer  regarding  the  above  deficiencies.  These  contacts  were  by  telephone,  letters 
and  in  addition,  a  meeting  with  the  Servicer's  representatives  was  held  in  the 
Regional  Office. 

Arthur  W.  Miller. 


Dale  Funding  Corp., 
Brooklyn,  N.Y.,  May  12,  1972. 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Attention  of  Mr.  Kenneth  Duncan). 

Gentlemen:  This  will  acknowledge  receipt  of  your  letter  dated  April  2.5,  1972 
We  are  taking  the  following  steps  to  improve  our  internal  controls  and    comply 
with  the  recommendations  of  your  Auditor,  Mr.  Brinton. 

1.  We  have  hired  a  Certified  Public  Accountant  Mr.  Angelo  Carbone  to  super- 
vise all  Mortgage  Service  Operations  and  Internal  Auditing. 

2.  We  have  hired  a  full  time  employee  whose  duties  are  limited  to  the  super- 
vision of  delinquencies  and  the  filing  of  required  reports  with  the  FHA,  VA  and 
FNMA. 

3.  The  Attorney  for  Dale  Funding  Corporation,  Bernard  Chiert,  has  now 
assumed  the  obligation  of  following  foreclosures  in  progress  and  the  filing  of 
required  reports  to  Field  Counsel,  FHA,  VA  and  FNMA. 

4.  In  addition  to  the  above  we  have  employed  additional  clerical  help. 

In  reference  to  Items  1  thru  12  we  are  taking  the  following  corrective  step 
measures. 

1.  Servicer's  records  not  in  agreement  with  FNMA's  trial  balance  of  unpaid  principal 

accounts 

Several  of  the  errors  were  due  to  incorrect  balances  carried  by  Dale  Funding 
Corporation  and  several  of  the  errors  are  apparently  due  to  incorrect  balances 
carried  by  the  FNMA. 

On  Mar.  7,  1972  we  wrote  to  the  FNMA  in  Washington,  D.C.,  requesting 
that  they  analyze  the  loans  which  we  believe  you  are  carrying  at  incorrect  balances. 
We  have  corrected  our  loan  balances  and  brought  them  to  schedule. 

2.  Escrow  control  account  {col.  1  of  FNMA  form  179)  not  in  agreement  with  trial 

balance  of  escroivs  and  month-end  overdrafts  of  principal  and  interest  (col.  2  of 
FNMA  form  179)  not  identified 

A.  We  expect  the  Certified  PubUc  Accountant  now  in  our  employ  to  estabUsh 
tight  internal  controls  and  to  reconcile  Line  13  Column  1  of  Form  179  with  the 
totals  of  individual  escrow  balances. 

B.  The  reconciliation  of  the  P&I  on  Form  179  reflects  payments  in  conformance 
with  the  P&I  due  under  the  AES  Reports.  We  will  analyze  Form  179  to  see  how 
179  shows  a  monthly  deficit,  whereas  the  AES  Report  shows  a  balance  due  to 
the  FNMA.  Mr.  Carbone  our  Internal  Auditor  intends  to  reconcile  these  items 
but  has  not  as  yet  done  so. 

3.  NSF  checks  not  reversed  on  loan  ledgers 

At  the  suggestion  of  Mr.  Brinton,  we  advised  the  National  Bank  of  North 
America  to  redeposit  NSF  Checks  when  returned  for  non-payment  and  requested 
that  if  these  checks  were  returned  a  second  time,  to  return  same  to  us,  at  which 
time  we  would  reverse  the  entry  on  our  books.  However,  we  found  that  the 
Custodial  Bank  was  redepositing  all  checks  regardless  of  the  number  of  times 
they  were  returned,  thus  causing  confusion  in  the  bookkeeping  records.  When 
requested  to  redeposit  these  checks  only  One  time  and  then  return  these  items  to 
our  office  if  not  collected,  they  said  that  they  would  be  unable  to  maintain  this 
type  of  control.  We  then  decided  to  handle  all  NSF  Checks  in  our  Bookkeeping 
Department,  and  if  these  checks  are  marked  NSF  a  second  time,  to  immediately 
reverse  the  payment  on  the  mortgagors  permanent  ledger. 

4-  Escrow  overdrafts  not  covered  as  required 

We  are  carefully  checking  Form  179  each  month  to  insure  that  the  fixed 
deposit  is  sufficient  fot  cover  over-drafts  in  individual  T&I  Accounts. 
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5.  Escrow  analysis  inadequate:  Arrangements  not  made  to  collect  shortages 

All  accounts  were  analyzed  as  of  March  1,  1972  and  all  accounts  will  be  analyz- 
ed at  least  once  within  every  12  month  period. 

6.  Remittances  to  FNMA  not  made  as  required 

Mr.  Carbone  our  Auditor  is  advised  of  the  requirement,  that  funds  be  remitted 
to  FNMA  as  soon  as  $2,500.00  on  P&I  is  collected. 

7.  Inadequate  records  of  balances  of  unapplied  funds 

Although  the  loan  ledger  produced  by  Financial  Services,  Inc.,  does  not  show 
the  balance  in  the  mortgagors  unapplied  account  the  monthly  billing  statement 
to  the  mortgagor  shows  this  total.  At  the  suggestion  of  Mr.  Brinton  we  agreed 
to  maintain  a  card  index  showing  the  current  transactions  in  each  mortgagors 
unapplied  account. 

8.  Month-end  delinquency  reports  late  and  inaccurate 

Our  Servicing  Supervisor,  Mr.  Brewster  is  now  responsible  for  the  preparation 
of  Month-End  Delinquency  Reports.  He  has  been  advised  of  the  necessity  of 
prompt  and  accurate  reporting.  In  the  future  all  payments  received  on  the  1st 
or  2nd  day  of  the  month  even  though  post-marked  prior  to  the  end  of  the  month 
will  be  shown  as  delinquent. 

.9.   Report  of  custodial  account  not  prepared  correctly:  balance  of  principal  and  interest 
not  analyzed 
All  items  shown  in  this  section  and  required  for  the  proper  completion  of  Form 
179  will  be  complied  with. 

10.  Dates  nn  mortgage  ledger  cards  not  adequate 

(I)  The  only  solution  that  I  have  for  solving  this  problem  without  upsetting  the 
continuous  flow  of  the  Bookkeeping  records  is  to  cancel  the  loan  under  the  old  ac- 
count number  and  set  up  a  now  loan  on  the  date  that  the  mortgage  is  purchased  by 
FNMA.  However,  this  might  result  in  a  duplicate  billing  to  the  Home-Owner  and 
is  not  really  a  satisfactory  solution. 

(II)  The  date  of  the  reporting  sheet  is  the  date  of  the  Cash  Receipt  of  the  pay- 
ment and  the  date  shown  (m  the  mortgagors  permanent  record  .We  have  advised 
Financial  Services,  Inc.,  to  post  each  days  work  separately,  and  to  use  the  re- 
porting sheet  date  as  the  transaction  date. 

(III)  At  the  present  time  all  disbursements  are  reported  to  Financial  Services, 
Inc.,  one  day  after  the  check  is  written  and  should  hereafter  reflect  this  disburse- 
ment date  on  the  mortgagors  permanent  record. 

11.  Collection  efforts  not  adequately  documented:  reports  not  filed  promptly 

Mr.  Brewster,  our  Servicing  Supervisor  is  aware  of  the  requirement  to  detail  in 
writing  all  collection  efforts  and  to  file  all  reciuired  reports  when  due. 

12.  Deficiencies  in  handling  foreclosure  C2ses 

Bernard  Chicrt,  Attorney  for  Dale  Funding  Corporation,  is  now  responsible  for 
the  follow-up  and  submission  of  all  data  required  bv  FNMA,  Field  Counsel,  and 
FHAorVA. 

We  wish  to  thank  the  FNMA  and  Mr.  Brinton  for  the  advice  given  during  the 
Audit  Period  and  also  to  advise  the    FNMA  of  our  sincere  intention  to  up-grade  the 
quality  of  our  servicing. 
Very  truly  yours, 

MiTCHKLL  Chiert,  President. 

ArniL  11,   1969. 
Re  Delinquencies. 

Mr.   Mitchell  Chiert, 
President,  Dale  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Chiert:  For  several  months,  your  delinquency  ratio  has  been 
completely  unsatisfactory.  Even  in  March,  when  delinquencies  were  computed 
AS  of  the  end  of  the  month,  your  ratio  was  not  reduced  to  an  acceptable  level. 
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This  is  notification  to  you  that,  effective  immediately,  your  Company  has  been 
placed  on  progation  for  an  indefinite  period.    Unless  immediate  and  suhstnntinl 
improvement  is  shown,   we  will  pive  serious  consideration  to  suspending  your 
privilege  of  bidding  in  the  weekly  FN  MA  auctions. 
Please  acknowledge  receipt  of  this  letter. 
Sincerely  yours, 

Kevin  E.  Keegan, 
Regional  Vice  President. 

Makch  11,   1970. 
Mr.   Mitchell  Ciiikrt, 
President,  Dale  Fundinq  Corp., 
Brooklyn,  N.Y. 

De.\r  Mr.  Chikut:  We  are  encouraged  by  the  progress  which  your  corporation 
has  achieved  in  reducing  your  delinquency  ratio,  since  your  firm  was  placed  on 
probation,  from  14.4%  to  a  present  ratio  of  3.9%. 

In  view  of  this  favorable  trend  regarding  your  delinquency  status  and  because 
of  other  improvements  relative  to  your  selling  and  servicing  performance,  we  are 
removing  your  corporation  from  prol:)ation  effective  immediately. 

We  trust  that  the  imprf)vement  which  you  have  made  during  the  past  few 
months  will  contin\ie,  and  that  we  may  look  forward  to  additional  progress  during 
the  coming  months. 

Sincerely  yours, 

K.  A.  Duncan, 
Regional  Vice  President. 

Aphil  12,  1971. 
Re  Special  Reporting. 
Mr.  Mitchell  Chiert, 

President,  Dale  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Chieut:  We  were  disappointed  to  note  the  marked  increase  in  your 
delinquency  ratio  of  7.7%  reported  for  the  month  ended  March  31,  1971.  This 
increase  of  1.9%  came  at  a  time  when  other  servicers  in  our  region  made  a  sub- 
stantial effort  in  reducing  delinquencies  during  March. 

What  specifically  caused  the  increase  and  let  us  know  the  exact  steps  you 
plan  to  take  to  improve  collections. 

We  are  placing  your  firm  on  special  reporting  for  April,  which  means  that  you 
will  have  to  furnish  us  with  fully  completed  FNMA  Forms  145,  Loan  Service 
Reports,  on  all  one  and  two  month  delinquencies  as  of  the  close  of  business 
April  30.  These  reports  will  be  in  addition  to  your  regular  ones  for  those  three 
months  and  more  delinquent. 

The  reports  for  the  one  and  two  month  delinquents  for  April  must  be  in  our 
office  no  later  than  May  10. 

This  special  reporting  will  continue  until  you  have  substantially  reduced  your 
delinquencies. 

Sincerely, 

Joseph  R.  Eldred, 
Senior  Loan  Representative. 


June  3,  1968. 
Memorandum  to:  Keegan,  Agency  Manager,  FNMA — Philadelphia. 
From:  Miller,  Agency  Director,  Examination  and  Auditing — Philadelphia. 
Subject:  Audit  of  Servicer,  Dale  Funding  Corp.,  Brooklyn,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mortgages, 
and  reviewed  its  jjrocedures  for  servicing  these  mortgages.  The  audit  began  on 
May  9  and  ended  on  May  10,  1968. 

At  March  25,  1968,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
52  mortgages  for  the  Philadeli)hia  Agency,  and  32  for  itself. 
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The  Servicer  began  servicing  for  FNMA  in  April  1966,  and  has  not  been 
previously  audited. 

One  finding  is  shown  on  Exhibit  A.  This  finding  was  discussed  with  Mr.  Mitchell 
Chiort,  President,  who  agreed  to  correct  the  deficiency. 

The  finding  is  serious,  in  our  opinion,  because  it  shows  a  material  deficiency 
in  the  Servicer's  records  or  procedures. 

Exhibit  B  contains  three  findings  which  we  did  not  consider  serious.  These 
were  discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessary.  However,  as  this  is  the  first  audit  of  the 
Servicer,  we  suggest  that  for  informational  purposes,  you  enclose  a  copy  of  Exhibit 
B  with  your  letter  to  the  Servicer. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  a  copy  of  your  letter  to  Mr.  Mitchell  Chiert,  President, 
confirming  the  agreements  for  clearance  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.  Miller. 
Exhibit  A 

Federal     N.\tional     jVIortgage     Association,     Examination     and     Audit 
Division-Field  Office,   Philadelphia 

finding — agreed  to  clear 
Re  Dale  Funding  Corp. 

1.  Not  all  required  infornialion  shown  on  ledqers. — (Sec.  202  Servicers  Guide): 
When  a  check  which  is  returned  NSF,  is  deemed  uncollectible,  it  is  the  Serv- 
icer's practice  to  eradicate  the  original  entry  from  the  i)aymcnt  record  instead  of 
making  a  reversal  entry. 

The  above  procedure  was  followed  in  connection  with  two  payments  received 
on  loans  numbered  31-263760-SJ  and  31-2,51710-SJ. 

(a)  Mr.  Michell  Chiert,  President,  stated  that  in  the  future,  the  Servicer 
would  show  on  the  permanent  payment  record,  the  collection  and  subsequent 
reversal  of  uncollectible  NSF  checks. 

Exhibit  B 

2.  Mortgagee  clauses  not  adequate. — (Sec.  120  Servicers  Guide): 

We  found  the  following  deficiencies  in  the  mortgagee  clauses  of  the  hazard 
insurance  policies  for  properties  securing  FNMA  mortgages: 

(i)  In  three  cases,  the  mortgagee  clause  read  "Federal  National  Mortgagee 
Association." 

(ii)  Four  mortgagee  clauses  showed  the  Servicer  as  mortgagee  instead  of 
FNMA.  (Follow-up  to  obtain  endorsements  showing  FNMA  as  mortgagee 
was  made  in  three  of  these  cases  on  May  7,  1968,  immediately  "preceding 
our  audit). 

(iii)  One  mortgagee  clause  showed  FNAM  "and  Dale  funding  Corpora- 
tion, as  interest  may  appear." 

(iv)  One  mortgagee  clause  read  "Federal  National  Association." 
The    Servicer's   procedures   do   not   provide   for   prompt   follow-up   to   obtain 
endorsements  ordered  for  hazard  insurance  policies,  or  for  adequate  review  to 
assure  that  such  endorsements  are  correct. 

(a)  Mr.  Mitchell  Chiert,  President,  stated  that  the  Servicer  would  review  all 
FNMA  policies  and,  where  necessary,  obtain  endorsements  showing  FNMA  as 
mortgagee,  c/o  the  Servicer.  He  also  stated  that,  in  the  future,  prompt  follow-up 
would  be  made  to  obtain  endorsements  to  such  policies  and  the  endonsements 
would  be  reviewed  carefully  when  received. 

3.  Inadequate  control  of  checks. — For  16  signed  checks  drawn  on  the  FNMA 
Custodial  Account  during  the  past  year,  which  were  not  issued  to  payees  because 
of  errors,  the  Servicer  did  not  mark  the  checks  "void"  or  obliterate  the  authorized 
signatures. 

(a)  Mr.  Chiert  stated  that  in  order  to  assure  better  control  over  checks  in  the 
future,  the  Servicer  would  mark  all  checks  drawn  and  signed,  but  not  issued, 
"void"   or   obliterate   the  signatures  of   the   authorized   officers. 

4.  Signed  duplicates  of  bonds  and  mortgages  in  servicer's  Jiles.— The  Servicer's 
files  contained  signed  copies  oi  at  least  seven  FNMA  mortgages  and  lOur  mortgage 
bonds   which   were   not   properly  identified  as   duplicate   copies. 

The  Servicer  does  not  have  a  procedure  for  stamping  "copy"  on  the  signed 
copies  of  mortgages  or  mortgage  bonds  in  its  files. 

(a)  Mr.  Chiert  stated  that  the  Servicer  would  review  the  files  for  all  FNMA 
mortgages,   and  stamp  "copy"  on  all  signed  copies  of  mortgages  or  mortgage 
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bonds  contained  in  these  files.  Copies  of  such  documents  for  mortgages  sold  to 
I        FNMA  in  the  future,  will  be  similarly  stamped. 

Appendix  to  Audit  Report  as  of  March  25,  1968 
servicer's  delinquency  procedures 

Prior  to  the  beginning  of  each  month,  the  Servicer  prepares  a  listing  of  all 
accounts.  As  payments  are  received,  the  applicable  account  is  checked  off.  Be- 
tween the  5th  and  10th  of  the  month,  the  list  is  reviewed  and  the  first  notices  of 
delinquency  are  mailed.  A  second  notice  is  sent  on  the  15th  of  the  month.  If  the 
account  remains  unpaid,  further  contacts  are  made  by  telephone  calls,  letters,  and 
personal  interviews.  The  personal  visits  are  made  during  the  third  month  of  de- 
linquency, or  earlier  if  the  Servicer  cannot  contact  the  mortgagor  by  telephone. 

It  is  the  Servicer's  practice  during  the  first  two  or  three  years  of  a  mortgage,  to 
accept  one  installment  when  two  or  more  are  due,  and  to  request  that  the  balance 
due  be  remitted  promptly.  The  Servicer  believes  that  during  this  period,  the 
mortgagor  is  being  "educated"  as  to  his  responsibilities.  All  of  the  mortgages 
serviced  for  FNMA  are  in  this  group. 

Mr.  Charles  Shusterhoff,  Secretary-Treasurer,  has  overall  responsibility  for  the 
servicing  of  delinquent  mortgages.  He  and  three  other  employees  handle  delin- 
quencies on  a  part-time  basis. 

Opinion. — In  our  opinion,  the  Servicer's  delinquency  procedures  are  adequate. 

Delinquency  procedures  for  other  investors. — Mr.  Chiert  stated  that  the  Servicer 
uses  the  same  delinquency  procedure  for  itself  and  FNMA.  (The  Servicer  does  not 
service  mortgages  for  any  other  investor.)  A  delinquency  report  on  the  Servicer's 
total  portfolio  was  not  available. 

Delinquency  ratio. — A  comparison  of  the  Servicer's  most  recent  delinquency 
ratio  as  of  April  25,  1968,  and  three  preceding  months,  including  the  month  with 
the  highest  delinquency  ratio  in  the  year  ended  April  25,   1968,  is  as  follows: 


1  month -. 

2  months 

Over  2  months 

Total 

Pe  rcen  tage 

Portfolio 

Servicer's  policy  on  late  charges. — The  Servicer  collects  late  charges  on  install- 
ments received  after  the  15th  of  the  month.  These  charges  are  handled  in  accord- 
ance with  FNMA  requirements. 

Servicer's  fidelity  coverage. — -The  Servicer's  fidelity  coverage  of  $7,500.00  meets 
FNMA  requirements.  No  errors  and  omissions  coverage  is  carried. 

Fees  collected  from  mortgagors. — -The  Servicer  collects  the  following  fees — a 
$25.00  fee  for  change  in  ownership  when  the  mortgagor  is  released  from  liability 
and  a  50^  fee  for  mortgagors'  checks  returned  by  the  bank  NSF. 

Servicer's  opinion  on  mortgage  market. — The  Servicer  promised  to  send  the 
requested  information  soon. 

Clearing  and  custodial  accounts. — All  clearing  and  custodial  bank  accounts  are 
in  banks  insured  by  the  Federal  Deposit  Insurance  Corporation. 

Audit  performed  by  Frederick  C.  Maguire. 

Dale  Funding  Corp., 
Federal  HousiNg  Administration  Approved  Lending  Institution, 

Brooklyn,  N.Y.,  June  26,  1968. 
Re  FNMA  Audit. 
(Attention  of  Mr.  Philip  J.  Lynch.) 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Gentlemen:  This  will  acknowledge  receipt  of  your  letter  dated  June  12th  in 
which  you  described  several  deficiencies  in  our  servicing  procedure.  We  are  pleased 
to  report  that  all  items  mentioned  in  your  letter  have  been  discussed  with  em- 
ployees of  the  company  and  remedial  action  has  been  taken. 
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Item  1-.  Not  all  required  information  shown  on  ledgers. — We  now  post  a  reversal 
entry  in  the  permanent  payment  record  for  uncollectable  NSF  checks. 

Item  2.  Mortgagee  clauses  not  adequate. — We  have  reviewed  all  insurance  files 
and  have  ordered  corrections  on  each  incorrect  mortgagee  clause.  We  have 
revised  our  follow-up  procedure  in  order  to  more  promptly  follow  endorsement 
requests.  We  will  not  in  the  future  accept  any  endorsement  from  an  insurance 
agent  or  company  that  is  not  correctly  written. 

Item  3.  Inadequate  Control  of  Checks. — Your  recommendation  will  be  followed. 
All  void  checks  will  be  marked  "Void"  and  the  authorized  signature  on  each  void 
check  will  be  obliterated. 

Item  4.  Signed  duplicates  of  bonds  and  mortgages  in  servicers  files. — Any  copy 
of  a  bond  or  mortgage  in  our  file  will  be  stamped  "Duplicate".  Our  service  files 
•have  been  reviewed  and  all  copies  have  been  so  stamped. 

Thank  you  for  bringing  these  items  to  our  attention. 
^'e^y  truly  yours, 

Mitchell  Chiert,  President. 

April  3,  1972. 
(Attention:  Mr.  Harry  Bernstein,  President). 
Eastern  Service  Corp., 
Hempstead,  N.Y.  11550 

Gentlemen:  We  are  informed  that  a  Federal  Grand  Jury  has  returned  an  in- 
dictment against  Eastern  Service  Corporation  and  others  as  a  result  of  actions 
taken  in  connection  with  FHA-insured  loan  transactions. 

In  view  of  the  indictment  and  the  implications  flowing  from  it,  we  are  taking 
the  following  action: 

1.  Immediately  suspend  all  future  commitment  contract  activity  on  behalf  of 
FNMA  and  GNMA  with  respect  to  Eastern  Service  Corporation; 

2.  As  to  all  future  deliveries  of  loans  pursuant  to  any  outstanding  FNMA/ 
GNMA  commitments,  FNMA  will,  as  a  prerequisite  to  the  purchase  of  any 
mortgage,  obtain  directly  from  FHA  or  \'A  offices,  assurances  that  their  insurance 
certificate  or  guaranty  is  in  full  force  and  effect; 

3.  FNMA  will  promptly  conduct  an  audit  on  which  a  conclusion  will  be  based 
as  to  whether  Eastern  Service  Corporation  shall  continue  as  a  FNMA/GNMA 
Servicer. 

The  above  actions,  including  suspension,  shall  in  no  way  affect  the  continuing 
obligations  and  responsibilities  to  FNMA  and  GNMA  which  have  been  incurred 
by  Eastern  Service  Corporation  pursuant  to  the  Selling  and  Servicing  Agreements 
heretofore  executed  hy  it. 
Sincerely  yours, 

K.  A.  Duncan. 


February  fi,   1968. 
Memorandum  to:  Keegan,  Agency  Manager,  FNMA — Philadelphia. 
From:  Miller,  Agency  Director,  Examination  and  Audit — Philadelphia. 
Subject:  Audit  of  Servicer,  Eastern  Service  Corp.,  Hempstead,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mort- 
gages, and  reviewed  its  procedures  for  servicing  these  mortgages.  The  audit 
began  on  January  15  and  ended  on  January  17,  19G8. 

At  November  2."),  1967,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
266  mortgages  for  the  Philadelphia  Agency,  and  5,403  for  itself  and  other  investors. 
The  Servicer  began  servicing  for  FNAM  in  January  1967,  and  has  not  been  pre- 
viously audited. 

One  finding  is  shown  on  Exhibit  A.  This  finding  was  discussed  with  Mr.  Lau- 
rence J.  Sharkey,  Secretary,  who  agreed  to  correct  the  deficiency.  The  finding  is 
serious  in  our  opinion,  because  it  shows  a  material  deficiency  in  the  Servicer's 
records  or  procedures. 

Exhibit  B  contains  one  finding  which  we  did  not  consider  serious.  This  was 
discussed  with  theServicer's  oflficials  who  have  agreed  to  take  the  appropriate  action. 
No  further  action  is  necessary. 

Tlie  Apijendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

W(!  shall  appreciate  a  copy  of  your  letter  to  Mr.  Harry  Bernstein,  President, 
confirming  the  agn-ements  for  clearance  and  if  requested,  a  copy  of  the  Servicer's 
reply. 

Arthur  W.    Miller. 
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Federal  National  Mortgage  Association  Examination  and 
Audit  Division,  Field  Office,   Philadelphia 

finding —agreed  to  clear 

Re  Eastern  Service  Corp. 

1.  Deposits  made  in  account  not  custodial  in  nature;  FN  MA  custodial  account  used 
for  unauthorized  purpose. — (Sec.  204  Servicers  Guide): 

(i)  For  cash  payments  received  over  the  counter  (usually  2  each  month) ;  and 
single  checks  received  from  mortgagors  which  cover  pa3'ments  due  on  FNMA 
mortgages  and  mortgages  owned  by  other  investors  (2  each  month),  the  Servicer 
deposits  the  funds  initially  to  a  general  account  (non-custodial).  Checks  are  then 
drawn  on  this  account  for  deposit  to  the  FNMA  Custodial  Account. 

(ii)NSF  check  fees  ($1.00)  collected  by  the  Servicer  processed  through  the 
FNMA  Custodial  Account. 

(a)  Mr.  Laurence  J  Sharkey,  Secretary,  stated  that  the  Servicer  would  estab- 
lish a  clearing  account  through  which  payments  f)f  the  types  shown  in  items 
(i)  and(ii)  will  be  initially  processed.  The  funds  applicable  to  the  mortgages  will 
be  transferred  to  the  FNMA  Custodial  Account  and  the  NSF  check  fees  will  be 
transferred  to  the  Servicer's  own  account. 

2.  Signed  duplicates  of  mortgage  bonds  in  servicers'  files. — The  Servicer  does  not 
have  a  procedure  for  stamping  "copy"  on  the  signed  copies  of  mortgage  bonds  in 
its  files. 

(a)  Mr.  Laurence  J.  Sharkey,  Secretary,  stated  that  the  Servicer  would  review 
the  files  for  all  FNMA  mortgages,  and  stamp  "copy"  on  all  signed  copies  of  mort- 
gage bonds  contained  in  these  files.  Copies  of  such  documents  for  mortgages  sold 
to  FNMA  in  the  future,  will  be  similarly  stamped. 

Appendix  to  Audit  Report  as  of  November  25,   1967 
servicer's  delinquency  procedures 

As  payments  are  received,  they  are  noted  on  "history  cards"  maintained  for 
each  mortgagor.  On  the  oth  of  each  month,  these  cards  are  reviewed  and  "late" 
notices  are  sent  in  all  cases  where  the  card  indicates  that  the  payment  for  the 
current  incmth  has  not  been  received.  The  cards  are  reviewed  again  on  the  10th 
and  continuously  during  the  remainder  of  the  month.  Telephone  calls  to  delin- 
quent mortgagors  are  made  on  the  10th,  or  letters  are  written  if  the  mortgagor 
cannot  be  contacted  by  telephone.  Thereafter,  contact  is  made  by  telephone, 
etter  or  personal  visit.  These  visits  are  usually  made  during  the  second  month  of 
delinquency. 

The  Servicer  normally  will  not  accept  one  installment  when  two  or  more  are 
due. 

Mr.  Thomas  Reynolds,  Mortgage  Administrator,  has  overall  responsibility  for 
the  servicing  of  delinquent  mortgages.  He  is  assisted  by  5  clerks,  and  2  field  men, 
on  a  full  time  basis  and  1  field  man  on  a  part-time  basis. 

Opinion. — -In  our  opinion,  the  Servicer's  delinquency  procedures  are  adequate. 

Delinquency  procedures  for  other  investors. — Mr.  Reynolds  states  that  the  Servicer 
uses  the  same  delinquency  procedures  for  itself,  other  investors  aad  FNMA.  A 
delinquency  report  on  the  Servicer's  total  portfolio  was  not  available. 

Delinquency  Ratio. — A  comparison  of  the  Servicer's  most  recent  delinquency 
ratio  as  at  December  2.5,  1967,  and  three  preceding  months,  including  the  month 
with  the  highest  delinquency  ratio  in  the  year  ended  December  2.5,  1967,  is  a> 
follows: 
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Mr.  Reynolds  stated  that  the  increase  in  delinquencies  in  December  was 
seasonal  in  nature  and  that  in  January  the  Servicer  would  have  a  more  reasonable 
ratio.  He  also  stated  that  many  of  the  Servicer's  delinquencies  are  due  to  mort- 
gagors' personal  problems,  such  as  separations  and  divorce. 

Matters  referred  to  us  by  agency  divisions.— The  Loan  Division  requested  that 
we  discuss  with  the  Servicer,  its  failure  to  submit  complete  Forms  145  (Loan 
Service  Report.s),  and  in  duplicate. 

(a)  Mr.  Reynolds  stated  that  the  Servicer  has  taken  corrective  measures  to 
assure  that  Loan  Service  Reports  are  complete  when  submitted.  He  also  stated 
that  such  reports  would  be  prepared  in  duplicate  in  the  future. 

Servicer's  policy  on  late  charges. — Tlie  Servicer  collects  late  charges  on  install- 
ments received  after  the  16th  of  the  month  and  such  charges  are  handled  in 
accordance  with  FN  MA  requirements. 

Servicer's  fidelity  coverage. — Tlie  Servicer's  fidelity  coverage  of  $400,000  meets 
FN  MA  requirements.  Errors  and  omissions  coverage  in  the  amount  of  $100,000 
is  also  carried. 

Fees  collected  from  mortgagors. — Tlie  Servicer  collects  the  following  fees:  A 
$25.00  fee  for  change  in  ownership  when  the  mortgagor  is  released  from  liability; 
a  $10.00  fee  for  mortgages  paid  in  full,  if  satisfaction  is  performed  by  an  attorney 
not  employed  by  the  Servicer;  and  a  $1.00  fee  for  mortgagors'  checks  returned 
by  the  bank  NSF. 

Servicer's  opinion  on  mortgage  market. — The  Servicer  promised  to  send  the  re- 
quested information  soon. 

Clearing  and  custodial  accounts. — All  clearing  and  custodial  baak  a333uats  are 
in  banks  insured  by  the  Federal  Deposit  Insurance  Corporation. 

Audit  performed  by  Frederick  C.  Maguire. 


Fkbru.vry  19,  1968. 

Re  FN  MA  Audit  Report. 
Mr.  Harry  Bkknstein, 
President,  Eastern  Service  Corp., 
Hempstead,  N.Y. 

Dear  Mr.  Bernstein:  Our  auditor  lias  reported  on  his  review  of  your  records 
and  procedures  for  servicing  FNMA  mortgages. 

One  finding  is  shown  on  the  enclosed  Exhibit  A.  This  finding  was  discussed 
with  Laurence  J.  Sharkey,  Secretary,  who  agreed  to  clear  the  deficiency.  The 
finding  is  serious  in  our  opinion,  because  it  shows  a  material  deficiency  in  your 
records  and  procedures. 

One  additional  finding  not  shown  on  Exhibit  A  was  discussed  with  your  officials 
who  agreed  to  take  appropriate  action. 

We  will  appreciate  your  reply  confirming  the  agreement  for  clearing  the  finding 
shown  on  Exhibit  A. 
Sincerely  yours, 

Kevin  E.  Keegan, 

Agency  Manager. 


PlvsTERN  Service  Corp., 

Mortgage  Financing, 
Hempstead,  N.Y.,  February  21,  1968. 

Department  of   Housing  and  Urb.a.n   Development, 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Attention:  Mr.  Kevin  E.  Keegan,  Agency  Manager). 

Gentlemen:  In  response  to  your  letter  of  February  19th,  addressed  to  Mr. 
Bernstein,  we  are  pleased  to  state  the  following: 

Your  objection  as  shown  on  the  attached  appendage  listed  Exhibit  "A"  has 
been  cleared  by  our  opening  an  account  at  the  Hempstead  Bank,  located  at  40 
Main  Street,  lleinpstead.  New  York.  The  account  is  known  as  the  Eastern 
Service  Corporation  Clearing  Account,  Check  #001-172-386. 

This  account  will  bo  utilized  to  comj^ly  with  the  objection  as  found  by  your 
auditors. 

Very  truly  yours, 

Laurence  J.  Sharkey, 

Secretary. 


589 

EXHIBIT  4 

FNMA  Documents  Relating  to  Inter-Island  Mortgagee  Corp. 

Memorandum 

April  30,    1971. 
To:  K.  A.  Duncan,  Regional  Vice  President,  FNMA. 
From:  A.  W.  Miller,  Regional  Director,  Internal  Audit,  Philadelphia. 
Subject:  Audit  of  Servicer,  Eastern  Service  Corp.,  Hempstead,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA,  GNMA 
and  HUD  mortgages,  and  reviewed  its  procedures  for  servicing  these  mortgages. 
The  audit  began  on  March  10  and  ended  on  March  25,  1971. 

At  December  24,  1970,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
5,044  FNMA,  143  GNMA  and  194  HUD  mortgages  for  the  Northeastern  Regional 
Office,  871  for  itself,  and  5,971  for  other  investors. 

Fourteen  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with 
Mr.  Louis  B.  Bernstein,  Executive  Vice  President,  and  Mr.  Roger  Fred,  Vice 
President  and  Controller,  who  agreed  to  correct  the  deficiencies  shown. 

Findings  1  through  6  are  serious  in  our  opinion  because  they  show  material 
deficiencies  in  the  Servicer's  records  or  procedures.  We  are  classifying  the  Serv- 
icer's performance  as  marginal.  The  Servicer's  performance  has  a  deteriorated  since 
our  previous  audit,  but  we  believe  this  is  due  mainly  to  the  material  increase  in 
the  portfolio  within  the  last  three  years  (from  325  mortgages  for  FNMA  and 
GNMA  at  12/24/67  to  5,381  at  12/24/70).  This  growth  has  involved  the  training 
of  a  large  servicing  staff,  problems  not  encountered  in  servicing  a  small  portfolio 
and  material  changes  in  the  accounting  system. 

We  suggest  the  Servicer  be  requested  to  confirm  its  agreement  to  take  corrective 
actions  concerning  all  of  the  above  findings  and  to  describe  in  detail  the  steps  it 
will  take  to  correct  the  deficiencies  reported  in  findings  1  through  6. 

In  a  separate  memo  dated  April  29,  1971,  we  submitted  a  report  to  you  on  our 
examination  of  certain  data  relating  to  loan  #31-707588- KV  (Bacon).  The 
Regional  Office  reported  this  item  to  Mr.  Pence  as  a  comphance  case  on  2/26/71. 

The  Servicer  was  scheduled  to  convert  to  the  FNMA  Aggregate  Exception  Sys- 
tem as  of  the  close  of  business  12/24/70. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  adtivities. 

We  shall  appreciate  two  copies  of  your  letter  to  Mr.  Harrj'  Bernstein,  President, 
confirming  the  agreements  for  clearance  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.   Miller. 
Exhibit  A 

Federal    National    Mortgage    Association,    Internal    Audit    Division — 
Field  Office,  Philadelphia 

deficiencies  which  the  servicer  agreed  to  correct 

Re  Audit  of  Servicer, 
Eastern  Service  Corp. 

1.  Deposits  not  made  promptly:  Errors  in  remittances. — (Sec.  204  &  205  Servicers 
Guide) : 

(i)  During  the  months  of  November  and  December  1970,  and  January,  Feb- 
ruary and  March  1971,  there  were  at  least  30  days  when  funds  were  not  deposited 
to  the  FNMA  Custodial  Account  until  two  to  five  business  days  after  collection. 
Also,  for  GNMA  during  the  months  of  January  and  February  1971,  there  were 
at  least  14  days  where  funds  were  not  deposited  to  the  Custodia  Account  until 
two  to  four  business  days  after  collection. 

(ii)  The  Servicer  withholds  10%  of  the  principal  and  interest  collected,  for 
service  charges,  from  all  remittances  preceding  the  final  remittance  each  month 
and  subsequently  adjusts  the  final  remittance  for  actual  service  charges  earned. 

The  Servicer's  procedures  do  not  provide  for  the  prompt  deposit  and  proper 
remittance  of  collections. 

(a)  Mr.  Louis  B.  Bernstein,  Executive  Vice  President,  and  Mr.  Roger  Fred, 
Vice  President  and  Controller,  stated  that  the  Servicer  would  take  steps  to  assure 
that  in  the  future,  all  collections  are  deposited  in  the  FNMA  and  GNMA  Custodial 
Accounts  within  24  hours  after  they  are  received  by  the  Servicer. 

They  also  agreed  to  limit  the  estimated  service  charges  deducted  from  remit- 
tances to  10%  of  the  interest  collections,  with  an  adjustment  on  the  final 
remittance  for  the  month. 
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2.  Funds  not  transferred  to  FNMA  custodial  account  at  time  mortgages  -purchased 
by  FNMA. — (Sec.  204  Servicers  Guide) : 

For  mortgages  purchased  from  the  Seller/Servicer  during  the  months  of  Novem- 
ber and  Deceml)er  1970,  and  January  1971,  there  were  delay  in  transferring 
funds  to  the  FNMA  Custodial  Account,  as  follows: 

(i)  For  24  mortgages,  the  mortgagors'  escrow  funds  were  not  transferred  to 
the  FNMA  Custodial  Account  until  13  to  20  days  after  the  Servicer  received 
payment  for  the  mortgage. 

(ii)  In  17  cases,  installment  payments  made  after  submision,  Init  prior  to 
piux'hase  (jf  the  mortgage,  were  not  transferred  to  the  FNMA  saccount  until  18 
to  20  days  after  the  Servicer  received  payment  for  the  mortgage. 

The  Servicer's  procedures  do  not  jjrovide  for  the  prompt  transfer  to  the  FNMA 
Custodial  Account  of  mortgagors'  escrow  funds  on  hand  or  the  installments  paid 
after  submission. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated,  that  in  the  future,  the  mortgagors' 
escrow  funds  and  any  installments  made  after  the  date  of  submission  (prior  to 
]3urchase)  will  be  transferred  to  the  FNMA  Custodial  Account  within  a  week 
after  the  date  of  i>urchase  of  the  mortgage  by  FNMA. 

3.  Late  charges  accepted  and  mortgagors  billed  for  late  charges  over  a  period  of 
several  months. — (See  105  Servicers  Guide) : 

In  the  following  cases,  the  Servicer  accepted  installments  after  the  loth  of  the 
month  without  late  charges,  but  continued  to  l:)ill  and  collect  these  late  charges 
after  the  date  the  next  installments  were  received: 


Due  date  of  installment       Installnfients  accepted  prior 
Loan  No.  accepted  without  late         to  collecting  the  late  charge 

charge  after  15th 

1-31-521016-2 Sept.  1,1970 Oct.  1,  1971;  Nov.  1,  1970_. . . 

1-31-715389-9 May  1,  1970 June  1,  1970;  July  1,  1970... 

Oct.  1,  1970 Nov.  1,  1970;  Dec.  1,  1970.... 

1-31-712693-7 May  1,  1970;  Aug.  1,  June  1,  1970  thorugh  Oct.  1. 

1970;  Sept.  1,  1970.  1970;  Sept.  1,  1970  through 

Oct.  1,  1970;  Oct  1,  1970. 

1-31-508044-0 _   .  June  1,  1970 July  1,  1970;  Aug.  1,  1970.. .. 

1-31-262852-6 Sept.  1,  1970.... Oct.  1,  1970... 

1-31-520247-6 Sept.  1,  1970 Oct.  1,  1970;  Nov.  1,  1970.... 


Date  of  collection 

of  la 

ite  charge  on  in- 

Amount  of 

stallment  in  col.  (2) 

late  charge 

Dec. 

3,1970 

$1.76 

Aup. 

12,1970 

2.20 

Ian. 

5,1971 

2.08 

Nov. 

12,1970 

14.72 

Sept 

.9,  1970 

4.72 

Nov 

2,1970... 

4.00 

Dec. 

3,1970 

3.00 

The  Servicer  api^arently  was  not  aware  of  FNMA's  requirements  regarding  the 
above  matter. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer  will  immediately 
discontinue  billing  for  late  charges  that  are  not  collected  at  the  time  the  late 
payment  is  accepted,  or  at  the  time  the  next  installment  is  received  from  the 
tnortgagor. 

4.  Not  all  required  information  shown  on  mortgage  payment  records. — (Sec.  202 
Servicers  Guide) : 

The  following  deficiencies  were  found  in  the  Servicer's  mortgage  payment 
records: 

(i)  These  records  do  not  show  the  due  dates  of  the  installments  collected,  or  the 
principal  and  escrow  balances  at  the  beginning  of  the  period  covered. 

(ii)  Transactions  are  not  shown  in  chronological  order. 

The  above  arrangements  regarding  the  maintenance  of  mortgage  payment 
records  presented  i^roblems  in  the  examination  and  audit  of  principal  balances  and 
escrow  accounts. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer  will  change  its  pro- 
cedures in  order  to  show  on  mortgage  ledger  cards  (i)  due  dates  of  the  installments 
collected,  and  the  principal  and  escrow  balances  at  the  beginning  of  the  period 
covered,  and  (ii)  transactions  in  chronological  order. 

5.  Disbursement  clearing  account  improper!]/  handled. — (Sec.  204  Servicers 
Guide) : 

The  Servicer's  procedure  for  the  maintenano(!  of  its  disl)ursement  clearing 
account  does  not  provide  for  the  i)reparation  of  listings,  by  pa.yee,  to  support  the 
disbursements  from  the  above  uccotuit. 

Tlie  Servicer  a,)ijarently  was  not  aware  of  FNMA's  requirements  regarding  the 
maintenance  of  a  disl)ursem('nt  clearing  account. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  tliat  listings  would  be  prepared,  in  the 
future,  support  iu'j;  all  disbursements  from  the  disbursement  clearing  account. 
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6.  Payoffs  not  properly  handled. — (Sec.  2091)  Servicers  Guide) : 
For  five  payoffs  during  the  past  six  mcmths,  we  found  that: 

(i)  The  payoff  funds  were  not  deposited  in  the  FNMA  Custodial  Account 
until  2  to  13  business  days  after  collection. 

(ii)  In  two  of  the  ca.ses,  FNMA  did  not  receive  pa}n)ff  funds  from  the  Servicer 
until  seven  and  eight  business  days  after  cc^llection. 

(iii)  In  two  cases,  there  was  no  transmittal  letter  in  the  file  to  indicate  the 
date  the  mortgage  pajjers  were  returned     to  the  mortgagor  or  his  attorney. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  regarding  future  payoffs,  the 
Servicer  would  (i)  deposit  funds  in  the  FNMA  Custodial  Account  within  24 
hours  after  coll(>ctions;  (ii)  remit  the  funds  to  FNMA  no  later  than  the  first 
business  day  after  collection;  and  (iii)  retain  transmittal  letters,  or  receipts  (if 
hand-delivered)  to  indicate  the  return  of  mortgage  documents  to  mortgagors  or 
attorneys. 

7.  Form  179  {report  of  custodial  account)  not  prepared  correctly. — (Part  III 
Servicers  Guide) : 

The  Servicers  submitted  Forms  179  that  were  prepared  incorrectly    as  follows: 

(i)  Transactions  involving  unapi)lied  funds  and  insurance  loss  drafts  were 
shown  in  Column  1  (Deposits  for  Insurance,  Taxes,  etc.)  instead  of  Column  6 
(Other)  and  Column  .")  (Insurance  Loss  Drafts). 

(ii)  Disbursements  made  after  the  cut-off  dates  for  November  and  December 
1970  were  shown  on  the  reports  submitted  as  of  the  2.")th  of  the  respective  months. 

(iii)  The  Servicer  did  not  complete  the  column  titled  "Date  Fund  Received" 
under  line  1.5  (Deposits  in  Transit)  for  December  1970.  Also,  under  the  column 
titled  "Date  Funds  Deposited",  the  Servicer  showed  the  dates  the  deposits  were 
prepared  instead  of  the  dates  the  funds  were  credited  by  the  bank. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  regarding  item  (i),  unapplied 
funds  and  insurance  loss  draft  would  be  shown  on  Form  179  correctl.y  classified. 
For  item  (ii),  they  stated  that  disbursements  made  after  the  cut-off  date  would 
not  l)e  shown  on  the  current  month  Form  179.  Regarding  item  (iii),  Mr.  Fred 
stated  all  parts  of  Form  179  would  be  completed  correctlv  before  being  sent  to 
FNMA. 

8.  Late  charges  not  deposited  in  FNMA  custodial  account. — (Sec.  204  Servicers 
Guide): 

The  Servicer  does  not  deposit  late  charges  collected  on  FNMA  mortgages  in 
the  FNMA  Custodial  Account.  (Such  charges  are  posted  to  the  mortgage  payment 
record.) 

The  Servicer's  procedures  provide  for  the  deposit  of  late  charges  to  the 
Servicer's  general  account. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  procedures  would  be  established  to 
depf)sit  late  charges  collected  in  the  FNMA  Custodial  Account  before  transferring 
the  lati;  cliarges  to  the  Servicer's  general  account. 

9.  Mortgagee  clauses  not  adequate. — (Sec.  120  Servicers  Guide): 

We  found  the  following  deficiencies  in  the  hazard  insurance  policies  for  prop- 
erties securing  FNMA  and  GNMA  mortgages: 

(i)  In  three  cases  the  Servicer  was  shown  as  mortgagee. 

(ii)  In  three  cases  the  Servicer  "and  the  Chase  Manhattan  Bank  N.A.  and  the 
National  Bank  of  North  America"  were  shown  as  mortgagee. 

(iii)  Two  clauses  read  "Federal  National  Mortgagee  Association". 

(iv)  Two  clauses  showed  GNMA,  c/o  The  Heritage  Corporation  of  New  York. 

(v)   In  one  case,  the  clause  read  "Federal  National  M(jrtgage  Corporation." 

(vi)  One  clause  read  "Federal  National  Mortgage  Associations." 

(vii)  One  clause  showed  the  Servicer's  address  as  135  Fulton  Avenue. 

(viii)  In  one  case,  "National  Bank  of  North  America"  was  shown  as  mortgagee. 

The  deficiencies  shown  in  item  (i)  through  (viii)  above  resulted  from  the 
Servicer's  failure  to  follow  up  with  insurance  carriers  or  agents  where  requested 
endorsements  were  not  received  or  were  incorrectly  prepared. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer  would  review  all 
FNMA  and  GNMA  poHcies  and  obtain  the  necessary  endorsements  for  attach- 
ment to  the  policies  to  correct  deficiencies  of  the  above  nature.  He  also  stated 
that  in  the  future,  follow  up  would  be  made  until  correct  mortgagee  clauses  are 
received. 

10.  Improper  statements  in  letters  to  delinquent  mortgagors. — Letters  sent  by  the 
Servicer  to  mortgagors  who  owe  three  monthly  installments  contain  the  following 
wording: 
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(i)  "Unless  you  appear  at  the  offices  of  Eastern  Service  Corp.  .  .  .  your  account 
will  be  referred  to  our  attorneys  for  the  institution  of  foreclosure  proceedings. 
Your  failure  to  appear  will  result  in  the  start  of  such  action  .  .  ." 

(ii)  "You  are  hereby  directed  to  appear  at  the  .  .  .  meeting  of  the  Mortgage 
Review  Board  .  .  .  Your  failure  to  appear  could  result  in  the  suspension  of  your 
mortgage,  institution  of  foreclosure  proceedings,  or  other  action  by  this  Board." 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer  will  discontinue 
sending  to  mortgagors  letters  threatening  actions  which  the  Servicer  is  not 
authorized  to  carry  out.  Instead  the  letters  will  state  that  if  appropriate  arrange- 
ments are  not  made  to  bring  the  account  current,  foreclosure  action  will  be 
recommended  to  the  investor. 

11.  Incomplete  records  on  mortgages  in  foreclosure. — There  was  no  indication  in 
the  Servicer's  files  of  follow-up  action  with  Field  Counsel  during  the  periods 
shown  regarding  the  handling  of  the  following  foreclosure  cases: 

Elapsed  days 
between  serv- 
Date  loan  referred    Servicer's  files  do  not  indicate  contact  icer's  con- 

to  field  counsel        with  field  counsel  for  the  following  tact  with 

FNMA  loan  No.  (name)  for  foreclosure         periods  field  counsel 

1-31-707592-0  (Higgins)_., Dec.  23, 1970 Dec.  23, 1970  to  IVIar.  11,  1971 78 

1-31-515614-6  (Hinton) Dec.30,1970 Dec.  30, 1970  to  Mar.  11,  1971 71 

1-31-704023-6  (Gonzalez) _._  Jan.  11,  1971 Jan.  11,  1971  to  Mar.  11,  1971.. 59 

1-31-500209-6  (Vasquez) Dec.23,1970 Dec.  23, 1970  to  Mar.  11,  1971 78 

1-31-710856-9  (Vega) Dec.  31, 1970 Dec.  31,  1970  to  Mar.  1,  1971 60 

1-31-281452-7 '(Alicea) Nov.  27,  1968 Aug.  7,  1970  to  Feb.  11,  1971 188 

1-31-286847 '(Brown) Oct.  28,  1968 Aug.  7,  1970  to  Feb.  11,  1971 188 

1-31-287335  '  (Eisenberger) Aug.  28,  1968 Aug.  7,  1970  to  Feb.  11  1971.. 188 

1-31-291254-9  '  (Medina) Aug.  11,  1968 Aug.  7,  1970  to  Feb.  11,  1971 188 

1-31-294823  i(Sherrod) Dec.  19, 1969 Dec.  1,  1970  to  Mar.  15,1  971 2 104 

1-31-507044-5  '  (Halley)... Dec.  17, 1969 Nov.  25, 1970  to  Mar.  15,  1971 2 110 

'  For  these  cases,  the  regional  office  files  indicate  that  as  of  the  date  of  our  visit,  the  most  recent  contact  with  the  servicer 
wa  s  during  the  month  of  February. 
2  Date  of  audit. 

Mr.  Bernstein  stated  that  the  Servicer  had  been  in  contact  with  Field  Counsel 
by  telephone  during  the  periods  shown,  but  notations  were  not  made  of  such 
discussions. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  from  now  on,  the  Servicer's  con- 
tacts with  Field  Counsel  by  telephone  would  be  notated  for  the  file. 

12.  Signed  copies  of  mortgage  bonds  in  servicer's  files. — The  Servicer's  files  con- 
tained signed  copies  of  at  least  13  Mortgage  Bonds  for  FNMA  mortgages. 

This  matter  was  the  subject  of  a  finding  in  our  previous  audit. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer  will  review  FNMA 
mortgage  files  and  stamp  "copy"  on  all  signed  duplicates  of  Bonds.  They  also 
stated  that  at  the  time  morgtages  are  submitted  to  FNMA  for  purchase  in  the 
future,  the  signed  duplicates  of  mortgage  bonds  will  be  stamped  "copy". 

13.  Failure  to  retain  credit  reports  and  I  or  verifications  of  employment. — For  9 
of  the  25  mortgages  we  examined  that  were  purchased  by  FNMA  during  1970, 
the  Servicer's  files  did  not  contain  credit  reports  and/or  forms  indicating  verifica- 
tion of  employment. 

(a)  Mr.  Bernstein  and  Mr.  Fred  stated  that  the  Servicer's  current  procedures 
require  the  retention  of  credit  reports  and  the  letters  or  forms  showing  verification 
of  employment.  He  said  that  the  personnel  in  the  Servicer's  closing  section  might 
have  thought  the  mortgages  were  assigned  to  mortgagees  other  than  FNMA,  and 
sent  the  documents  to  them.  However,  Mr.  Bernstein  stated  that  from  now  on  for 
FNMA  mortgages,  credit  reports  and  verifications  of  employment  would  be  re- 
tained in  the  Servicer's  files. 

14.  Incorrect  date  "foreclosure  started"  reported  to  FHA  on  FHA  form  2068  {home 
mortgage  default  notice). — In  reporting  the  date  "Foreclosure  Started"  to  FHA  on 
FHA  Form  2068  (Home  Mortgage  Default  Notice),  the  Servicer  uses  the  date  the 
loan  is  forwarded  to  Field  ([Counsel  for  foreclosure,  instead  of  the  date  Field 
Counsel  takes  the  first  legal  action  toward  foreclosure. 

(a)  Mr.  Fred  stated  that,  in  the  future,  the  Servicer  would  report  the  date  the 
first  legal  action  is  taken  bv  Field  Counsel,  to  FHA  as  the  date  "Foreclo.surc 
Started". 
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Appendix  to  Audit  Report 
matters  referred  to  us  by  regional  office  personnel 

The  Controller's  Division  requested  that  wo  discuss  with  the  Servicer  certain 
losses  resulting  from  the  early  cut-oflf  of  interest  by  FHA  on  claims  filed  on  fore- 
closed properties. 

(a)  Mr.  David  Kaplan,  Deputy  Administrator,  stated  that  the  above  losses 
were  incurred  in  cases  where  the  property  was  occupied  at  the  date  of  foreclosure 
(claim  withheld).  Under  a  subsequent  temporary  arrangement  with  FHA,  claims 
for  these  properties  were  filed  prior  to  the  date  FN  MA  obtained  possession,  but 
at  the  date  of  filing,  FHA  disallowed  interest  for  the  period  elapsed  from  the 
date  of  foreclosure.  Mr.  Kaplan  stated,  however,  that  the  Servicer  has  now 
reimbursed  FNMA  for  all  losses  incurred  from  these  cases. 

servicer's  handling  of  delinquencies 

A  delinquency  report  on  the  Servicer's  total  portfolio  was  not  available.  The 
Servicer's  overall  delinquency  ratio  at  February  28,  1971  was  7.20%  for  FNMA 
and   GNMA  mortgages,  and  1.9%  for  HUD  loans. 

The  Servicer's  delinquency  ratio  at  August  1969  was  10.9%,  at  which  time  the 
Servicer  was  requested  to  visit  the  Regional  Office  for  a  conference.  Subsequent 
to  the  visit,  the  delinquency  ratio  decreased  to  a  low  of  4.6%  in  August  and 
September  1970.  Since  then,  there  was  a  gradual  increase  to  6.7%  in  December; 
6%  in  January  and  7.7%  in  February  1971;  March  5.8;  and  April  7.9. 

Mr.  Ronald  Cusano,  Supervisor,  Collection  Department,  attributed  the 
Servicer's  high  delinquency  ratio  during  the  past  three  months  to:  (1)  holiday 
season;  (2)  additional  winter  heating  and  maintenance  costs;  and,  (3)  the  fact  that 
February  is  a  short  month.  (Delinquency  reports  received  from  the  Servicer 
subsequent  to  our  visit,  show  that  the  delinquency  ratio  at  March  31  was  5.8%.) 

Mr.  Cusano  further  stated  that  one  of  the  problems  the  Servicer  encounters 
in  handling  delinquencies  is  the  inability  in  many  cases  to  make  contact  with 
the  mortgagors  l^ecause  the  properties  are  occupied  by  tenants.  The  majority  of 
the  Servicer's  FNMA  loans  are  in  Brooklyn,  and  Mr.  Cusano  stated  that  in  the 
near  future  the  Servicer  will  transfer  its  collection  department  to  that  area.  Mr. 
Cusano  also  mentioned  that  the  Servicer  is  presently  employing  retired  detectives 
as  field  men  in  a  further  effort  to  reduce  delinquencies. 


June  22,  1971. 
Mr.  Harry  Bernstein, 
President,  Eastern  Service  Corp., 
Hempstead,  N.Y. 

Dear  Mr.  Bernstein:  Your  reply  of  May  25,  1971  to  our  audit  letter  request- 
ing a  clarification  of  what  you  consider  to  be  a  contradiction  between  our  instruc- 
tions and  FHA  Regulation  G-4015.9F  has  been  received.  We  assume  you  are 
referring  to  the  statement  "Thvis,  refusal  to  accept  a  payment  simply  because  it 
does  not  include  a  late  charge  could  be  construed  as  a  violation  of  this  regulation." 

Our  criticism  was  based  on  the  fact  that  you  accepted  installments  after  the 
loth  of  the  month  without  late  charges,  but  continued  to  bill  and  collect  the  late 
cliarges  after  the  date  the  next  installments  were  received.  We  have  no  objection 
to  accepting  the  payment  and  waiving  the  late  charge,  but  we  cannot  permit  the 
continued  billing  for  them. 

Authority  to  return  insufficient  payment  and  late  charges  is  granted  to  aid  the 
servicer  in  maintaining  mortgages  in  a  current  condition  and  both  are  usually 
effective  if  the  mortgagor  can  pay  on  time  but  does  not  do  so. 

Please  refer  to  FNMA  Servicers  Guide,  Part  I,  Sections  105  and  106,  Pages 
6  and  7. 

Sincerely  j'ours, 

John  J.   Deisher, 
Assistant  Regional  Vice  President. 
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Eastern  Service  Corp., 

Mortgage  Financing, 
Hempstead,  N.Y.,  May  25,  1971. 
Re  Audit  of  Servicing  of  FN  MA  Mortgages. 
Mr.  K.  A.  Duncan, 
Regional  Vice  President, 
Federal  National  Mortgage  Association,  Philadelphia,  Pa. 

Dear  Mr.  Duncan:  In  answer  to  your  letter  of  May  13,  1971  and  attached 
Exliibit  A,  addressed  to  Mr.  Harry  Bernstein,  we  submit  tlie  following: 

1.  Deposits  not  made  promptly. — Our  daily  procedure  in  respect  to  our  collec- 
tions is  as  follows: 

(a)  We  deposit  these  collections  in  a  clearing  account  daily. 

(1))  Our  coini)uter  print-out  informs  us  daily  of  the  l^reakdown  of  these  collec- 
tions by  investors. 

(c)  Checks  are  drawn  daily  from  the  clearing  account  to  the  custodial  accounts 
of  the  respective  investors. 

In  the  past,  we  were  mailing  these  deposits  to  the  Chase  Manhattan  Bank  in 
Brooklyn,  wiiere  the  custodial  accounts  were  located.  Because  of  the  delays  in 
the  mail  and  occasional  comjiuter  malfunctions,  these  deposits  were  not  reflected 
in  the  custonial  accounts  promptly.  We  are  now  hand-delivering  the  deposits  to 
the  Lynbrook  branch  of  the  Chase  Manhattan  Bank.  This  is  speeding  up  the 
deposits. 

Errors  in  remittances. — As  soon  as  we  were  notified  of  our  error  in  this  procedure, 
we  limited  the  daily  deduction  for  estimated  service  charges  to  10  percent  of  the 
interest  collections. 

2.  Funds  not  transferred  to  FNMA  custodial  account  at  time  mortgages  purchased 
by  FNMA. — When  we  are  notified  of  mortgage  purchases  by  FNMA,  input  is 
l>repared  and  then  processed  by  the  computer.  A  print-out  tells  us  to  transfer 
both  escrow  funds  and  appropriate  installment  payments  to  the  custodial  account. 

During  the  period  in  question,  due  to  misfiling  of  FNMA  purchase  advices,  there 
was  a  delay  in  processing  this  data. 

Controls  have  l)een  established  to  prevent  a  recurrence  of  these  delayed  trans- 
fers, and  such  transfers  will  be  made  within  a  week  after  the  purchase  by  FNMA. 

3.  Laic  charges  accepted  and  mortgagors  billed  for  late  charges  over  a  period  of  several 
months. — We  have  discontinued  billing  for  late  charges  that  are  not  collected  at 
the  time  the  late  payment  is  accepted,  or  at  the  time  the  next  installment  is 
received  from  the  mortgagor. 

We  have  instituted  this  procedure  even  though  your  regulations,  which  suggest 
return  of  payment  if  late  charges  are  not  included,  seem  to  contradict  the  FHA 
regulations,  which  state  that  refusal  to  accept  a  payment  simply  because  it  does 
not  include  late  charges  could  be  construed  as  a  violation  of  FHA  regulation 
G-4U15.9P"'  of  April  1970.  We  would  appreciate  a  clarification  of  this  apparent 
contradiction. 

4.  Not  all  required  information  shown  on  mortgage  payment  records. — Our  ))resent 
system  does  not  show  the  due  dates  of  the  installments  collected,  the  principal 
and  escrow  balances  at  the  beginning  of  the  period  covered,  nor  are  transactions 
shown  in  chronological  order.  We  are  ])reseutly  revising  our  EDP  systems  and 
programs  to  ])rovide,  in  simpler  form,  this  information.  We  have  been  advised 
by  Peat,  Marwick,  Mitchell  and  Company,  our  computer  consultants,  that  the 
new  jjrocedures  will  be  ready  l>y  the  first  of  the  year  at  the  latest. 

.").  Disbursement  clearing  account  improperly  handled. — This  deficiency  will  be 
corrected  with  the  new  revisions  to  our  computer  that  are  being  programmed, 
and  that  will  be  i  i  force  before  the  end  of  the  year. 

(').   Payoffs  not  properly  handled. — 

(a)  We  are  i)resently  depositing  funds  in  the  FNMA  Custodial  Account  within 
24  hours  after  collection. 

(b)  We  are  |)resentiy  remitting  the  funds  to  FNMA  no  later  than  the  first 
l)Usiness  day  after  collection. 

(c)  We  are  regaining  a  copy  of  the  transmittal  letters  or  receipts  indicating 
return  of  mortgage'  documents  to  mortgagors,  title  companies  or  attorneys. 

7.  Form  179  (report  of  custodial  account)  not  prepared  correctly. — The  observa- 
tions in  (i),  (ii),  a  id  (in)  have  been  noted  and  corrected  on  all  forms  179  i)repared 
subsequent  to  the  auditors'  visit. 
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8.  Late  charges  not  deposited  in  FNMA  custodial  account. — This  incorrect  pro- 
cedure on  our  part  was  corrected  immediately  upon  notification  Ijy  the  auditors, 
and  late  charges  are  ijresently  being  dejjosiled  in  the  Custodial  Account. 

9.  Mortgagee  clauses  not  adequate. — Our  procedures  have,  and  still  do,  provide 
for  the  deficiencies  4hat  you  uncovered  as  to  our  endorsement  policies.  We  have 
reviewed  our  system  and  instructed  our  insurance  supervisor  to  make  sure  that 
all  past  discrepancies  are  corrected,  and  to  follow  up  on  the  clerks  in  her  depart- 
ment to  make  sure  that  procedures  are  followed  as  laid  out. 

10.  Improper  statements  in  letters  to  delinquent  mortgagors. — We  have  ceased 
sending  out  the  notices  referring  to  (i)  and  (ii),  and  will  no  longer  send  letters  to 
mortgagors  which  in  any  way  threaten  actions  which  Eastern  Service  is  not  author- 
ized to  carry  out. 

11.  Incomplete  records  on  mortgages  in  foreclosure. — We  have  completed  our 
computer  program,  the  print-out  of  which  gives  us  an  up-to-date  follow  up  on  the 
status  of  mortgages  in  foreclosure. 

We  are  also  making  notes  on  the  file  of  all  contacts  with  Field  Counsel. 

12.  Signed  copies  of  mortgages  in  services' s  files. — We  were  not  aware  at  the  time 
of  the  audit  that  the  following  stamp  appears  next  to  the  mortgagor's  signature 
on  each  dupicate  of  mortgages.  If  this  stamp  does  not  meet  your  requirements, 
please  advise. 

The  undersigned  certifies  that  the  within  is  a  true  copy  of  the  mortgage 
delivered  for  recording. 


13.  Failure  to  retain  credit  reports  and/ or  verifications  of  employment. — Again  our 
procedures  call  for  the  retention  of  credit  reports,  and  verifications  of  employ- 
ment. We  have  reiterated  to  the  j:)ersonnel  involved  the  necessity  of  making  sure 
that  these  documents  are  in  our  files. 

14.  Incorrect  date  "foreclosure  started"  reported  to  FHA  form  206S  {home  mortgage 
default  notice). — Since  the  audit,  we  have  been  reix)rting  to  FHA  as  the  date 
"Foreclosure  Started"  the  date  the  first  legal  action  is  taken  by  Field  Counsel. 

We  trust  that  the  faithful  observance  of  the  above  will  satisfy  your  requirements. 
Sincerely. 

RoGKK  Fred, 
Financial  Vice  President. 


May  11,  1972. 
Mr.  Stanley  Siuote, 

President,  Inter-Island  Mortgagee  Corp.  of  Puerto  Rico, 
Flushing,  N.Y. 

Dear  Mr.  Sirote:  This  is  notification  that  effective  immediately,  the  selling 
privileges  of  Inter-Island  Mortgagee  Corporation  of  Puerto  Rico,  and  any  subsidi- 
ary or  affiliated  companies,  have  been  suspended  for  an  indefinite  period  of  time. 
This  suspension  is  to  encompass  all  selling  activities,  i.e.,  Free  Market  System 
Auction  for  FH  A/VA  commitments  and  all  FNM  A  multifamily  commitment  con- 
tract and  immediate  purchase  contract  activity.  This  suspension,  however,  will  not 
affect  any  of  your  outstanding  commitment  contracts. 

This  action  is  taken  on  the  basis  of  testimony  before  the  Subcommittee  on  Anti- 
trust and  Monopoly  of  the  United  States  Senate  Committee  on  the  Judiciary,  as  a 
result  of  which  FHA  considered  it  necessary  to  suspend  their  approval  of  Inter- 
Island  Mortgagee  Corporation  as  a  mortgagee. 

FNMA  will  conduct  an  audit  immediately,  to  determine  whether  Inter-Island 
Mortgagee  Corporation  of  Puerto  Rico,  and  any  subsidiary  or  affiliated  companies 
will  continue  as  a  FNMA  Seller.  If  the  findings  of  the  audit  so  indicate, we  will  be 
compelled  to  take  the  necessary  steps  to  protect  our  interests,  such  as  terminating 
the  Selling  Agreement. 

The  above  actions  including  suspension  shall  in  no  way  affect  the  continuing 
obligations  and  responsibilities  of  Inter-Island  Mortgagee  Corporation  of  Puerto 
Rico  to  FNMA  which  have  been  incurred  by  your  Corporation  pursuant  to  the  Sell- 
ing Agreement  heretofore  executed  by  it. 

Should  you  desire  to  meet  with  us  regarding  the  above,  please  contact  Mr.  Oliver 
J.  McCarron,  Assistant  Region il  Vice  President,  FNMA,  Philadelphia,  Pennsyl- 
vania, telephone  (21.5)  6G.')-9850. 
Sincerely  yours, 

K.  A.  Duncan. 
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Federal  National  Mortgage  Association, 

Philadelphia,  Pa.,  May  10,  1972. 
Stanley  Sirote, 

President  of  I nter-I sland  Mortgagee  Corp., 
Flushing,  N.Y. 

This  is  to  advise  you  that  Inter-Island  Mortgagee  Corporation  selling  privileges 
have  been  suspended  for  an  indefinite  period  of  time.  This  suspension  is  to  encom- 
pass all  selling  activities,  i.e.,  free  market  system  auction  for  FHA/VA  commit- 
ments and  all  FN  MA/ GN  MA  muUifamily  commitment  contract  and  immediate 
purchase  contract  activity.  This  suspension,  however,  will  not  effect  any  of  your 
outstanding  commitment  contracts. 

A  letter  explaining  the  reasons  therefore  will  follow. 

K.  A.  Duncan, 
Regional  Vice  President. 

July  8,   1971. 
Mr.  Stanley  Sirote, 
President,  Inter-Island  Mortgagee  Corp., 
Jamica,  N.Y. 

Dear  Mr.  Sirote:  We  are  encouraged  by  the  progress  which  Inter-Island 
Mortgagee  Corp.,  has  achieved  in  reducing  its  delinquency  ratio  since  your  firm 
was  placed  on  probation,  from  9.4%  to  a  present  ratio  of  5.0%. 

In  view  of  this  favorable  trend  regarding  your  delinquency  status  and  because 
of  other  improvements  relative  to  your  selling  and  servicing  performance,  we  are 
removing  your  company  from  probation  effective  immediately. 

However,  it  should  be  clearly  understood  that  while  we  have  removed  your 
firm  from  probation,  we  anticipate  a  further  decline  in  delinquencies,  and  an 
improved  level  of  performance  in  your  .selling  and  servicing  operations. 
Sincerely  yours, 

K.  A.   Duncan. 

Federal  National  Mortgage  Association 

[Memorandum] 

May  24,  1971. 
To:  K.  A.  Duncan,  Regional  Vice  President,  FNMA. 
From:  A.  W.  Miller,  Regional  Director,  Internal  Audit,  Philadelphia. 
Subject:  Audit  of  Servicer,  Inter-Island  Mortgagee  Corp.,  Jamaica,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mort- 
gages, and  reviewed  its  procedures  for  servicing  these  mortgages.  The  audit  began 
on  March  31  and  ended  on  April  16,  1971. 

At  February  2.),  1971,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
4,207  mortgages  for  the  Northeastern  Regional  Office,  7.57  for  itself,  and  2,966 
for  other  investors. 

Thirteen  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with 
Mr.  Stanley  Sirote,  President,  who  agreed  to  correct  the  deficiencies  shown. 

Finding  1  shows  that  the  Seller/Servicer  made  inaccurate  certificat-ons  in  sub- 
mitting mortgages  to  FNMA  for  purchase.  Findings  2  through  6  are  also  serious, 
in  our  opinion,  because  they  show  material  deficiencies  in  the  Servicer's  records 
or  procedures.  The  Servicer's  performance  has  deteriorated  since  our  previous 
audit  (12/2.5/67),  ))ut  we  believe  this  is  due  mainly  to  the  material  increase  in 
the  portfolio  within  the  past  three  years.  (The  portfolio  has  grown  from  295 
to  4,207  mortgages  during  this  period.)  We  are  classifying  the  Servicer's  per- 
formance as  marginal. 

We  suggest  that  the  Servicer  be  requested  to  confirm  its  agreement  to  take 
corrective  actions  concerning  the  above  findings  and  to  describe  in  detail  the  steps 
it  will  take  to  correct  the  deficiencies  reported  in  findings  2  through  6. 

Certain  details  which  we  consider  an  integral  part  of  the  evaluation  <if  the 
importance  of  the  inaccurate  certifications  by  the  Seller/Servicer,  are  shown  on 
l<>xhil)it  AA.  We  do  not  consider  these  details  approi^riate  for  transmission  to  the 
Servicer. 

The  Ai)pendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  two  copies  of  your  letter  to  Mr.  Stanley  Sirote,  President, 
confirming  the  agreements  for  clearance  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.  Miller. 
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EXHIBIT  A 

Fkdkral  National  Mortgage  Association,  Internal  Audit  Division,  Field 

Office,  Philadelphia 

Deficiencies  Which  the  Servicer  Agreed  To  Correct 

1.  inaccurate   certifications   that   all   matured    mortgage    installments 

HAD   been   paid   BY  THE   MORTGAGORS   (SEC.   617  SERVICERS  GUIDE) 

For  each  of  the  following  ten  mortgages  sold  to  FNMA  since  January  1,  1970, 
the  Seller/Servicer  had  not  received  the  latest  matured  installment  from  the 
mortgagor,  as  certified,  at  the  time  the  mortgage  was  submitted  to  FNMA: 

(A)  Loan  No.  1-52-803512-1  (Norat) 

The  Mortgage  Submission  Voucher  (FNMA  Form  305)  was  signed  by  the 
Seller/Servicer  on  8/17/70.  On  this  voucher,  the  Seller/Servicer  showed  that  the 
8/1/70  installment  was  paid.  The  mortgage  was  purchased  by  FNMA  on  8/26/70 
at  the  8/1/70  balance. 

The  Seller/Servicer's  records  show  that  a  memorandum  dated  9/11/70  was  sent 
from  the  Seller/Servicer  New  York  office  accounting  personnel  to  its  Puerto 
Rico  office  stating,  "Since  FNMA  purchased  the  loan  (52-803512)  as  of  the  8/70 
balance  $35,706.47  and  the  S/70  payment  does  not  appear  to  have  been  received 
by  your  office,  if  and  when  it  is  received,  the  principal  and  interest  should  be  re- 
tained by  you  and  the  escrow  portion  forwarded  to  New  York."  As  of  3/25/71, 
the  mortgagor  had  paid  the  9/1/70  installment  (11/18/70),  but  has  made  no  further 
payments  and  the  mortgage  was  in  foreclosure.  We  were  unable  to  determine 
when  the  8/1/70  installment  was  paid,  but  were  informed  by  Mr.  Stanley  Sirote, 
President,  that  the  8/1/70  installment  was  not  paid  at  the  time  of  the  certification. 

(B)  Loan  No.  1-52-803301-8  (Sanchez) 

The  Mortgage  Submission  Voucher,  showing  that  the  7/1/70  installment  was 
paid,  was  signed  bv  the  Seller/Servicer  7/28/70.  FNMA  purchased  the  loan  on 
8/12/70  at  the  7/1/70  balance.  The  servicer's  records  show  that  the  7/1/70  install- 
ment was  paid  on  9/27/70,  and  that  the  due  date  of  the  latest  paid  installment  was 
9/1/70.  The  mortgage  was  in  foreclosure  at  3/25/71. 

(C)  Loan  No.  1-52-802454-8  (Santos) 

The  Mortgage  Submission  Voucher  dated  6/24/70  showed  that  the  6/1/70 
installment  was  paid.  FNMA  purchased  the  mortgage  7/6/70  at  the  6/1/70  balance. 
The  Servicer's  records  show  that  the  6/1/70  installment  was  credited  on  10/8/70. 
At  3/25/71,  the  mortgager  owed  the  3/1/71  installment. 

(D)  Loan  No.  1-52-803372-1  {Qitiles) 

The  Mortgage  Submission  ^'oucher  signed  by  the  Seller/Servicer  7/28/70 
showed  that  the  7/1/70  installment  was  paid.  FNMA  purchased  the  mortgage 
8/14/70  at  the  7/1/70  balance.  The  Servicer's  records  show  that  the  7/1/70  install- 
ment was  paid  9/2/70.  At  3/25/71,  the  mortgage  was  current. 

(E)   Loan  No.  1-52-803303-2  (Sauri) 

The  Mortgage  Submission  Voucher  dated  7/28/70  showed  that  the  7/1/70 
installment  was  paid.  FNMA  purchased  the  mortgage  at  the  7/1/70  balance.  Th" 
Servicer's  records  show  that  the  7/1/70  installment  was  paid  9/23/70.  At  3/25/71, 
t  he  mortgage  was  current. 

(F)  Loan  No.  1-52-802676-6  (Gonzalea) 

The  Mortgage  Submission  \'oucher  (dated  7/1/70)  signed  by  the  Seller/Servicer 
showed  that  the  6/1/70  installment  was  paid.  FNMA  purchased  the  mortgage  at 
the  6/1/70  installment.  The  Servicer's  records  show  that  the  6/1/70  installment 
was  paid  7/24/70.  The  mortgage  was  current  as  of  3/25/71. 

In  addition  to  the  six  mortgages  shown  above,  the  following  four  mortgages, 
which  were  sold  to  FNMA  were  received  by  FNMA  before  the  15th  of  the  follow- 
ing month  and  consequently  it  was  not  necessary  for  the  current  month's  install- 
ment to  be  paid.  However,  in  each  instance  the  Seller/Servicer  reported  on  the 
Mortgage  Submission  Voucher  that  the  current  month's  installment  had  been 
paid,  but  we  found  that  the  Servicer's  records  did  not  support  these  statements. 
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(G)    Loan  No.  1-52-803078-1  (Morales) 

The  ■Mortgage  Submissinu  \'oucher  t^igued  by  the  Seller/Servicer  7/9/70  showed 
that  the  7/1/70  instalhnent  was  paid.  P'NINIA'  purchased  the  loan  on  7/29/70  at 
the  7/1/70  l)ala!"ice.  The  Servicer's  records  show  that  tlie  7/1/70  installment  was 
credited  S/17/A).  At  3/25/71,  the  mortgagor  owed  installments  for  9/1/70  through 
3/1/71  and  th"  mortgage  was  in  foreclosure. 

(H)   Loan  No.  1-52-802852-0  (Ocasio) 

The  Mortgage  Submission  Voucher  dated  7/7/70  showed  that  the  7/1/70  install- 
ment was  paid  and  FNMA  purchased  the  mortgage  7/lo/70  at  the  7/1/70  balance. 
The  Servicer's  records  show  that  the  7/1/70  installment  was  ))aid  9/15/70.  At 
3/25/71,  the  mortgagor  owed  the  3/1/71  installment. 

(/)    Loan  No.  1-52-803110-1  {Rivera) 

The  ^Mortgage  Sulmiission  N'oucher  signed  by  the  Seller/Servicer  7/10/70  showed 
that  the  7/1/70  instalhnent  was  paid  and  FNMA  i)urchased  the  loan  at  the  7/1/70 
balance.  The  Servicer's  I'ecords  show  that  the  7/1/70  installment  was  j^aid  S/27/70. 
The  mortgage  was  current  as  of  3/25/71. 

(J)   Loan  No.  1-52-803067-6  {Cordero) 

The  Mortgage  Submission  N'oucher  dated  7/6/70  showed  that  the  7/1/70  install- 
ment was  paid  and  FNMA  purchased  the  mortgage  at  the  7/1/70  balance.  The 
Servicer's  records  show  that  the  7/1/70  installment  was  paid  9/S/70.  At  3/25/71, 
the  mortgage  was  current. 

Tlie  above  cases  were  discussed  with  Mr.  Sirote  who  stated  that  prior  to  Jan- 
uary 1971  all  accounting  for  Puerto  Rico  loans  was  being  done  in  Puerto  Ilico. 
At  the  time  a  Puerto  Rico  loan  was  to  be  sold  to  FNMA,  the  Seller/Servicer's 
selling  division  in  New  York  would  review  a  daily  up-dated  list  of  delinquent 
loans  sent  to  it  by  Puerto  Rico.  If  a  loan  was  not  shown  on  the  delinquency  list, 
the  loan  was  assumed  to  be  current  by  the  New  York  office,  and  sold  to  FNMA. 

Mr.  Sirote  informed  us  that  he  realized  recently  that  their  Puerto  Rico  pro- 
cedures were  inadequate.  Therefore,  since  the  t)eginning  (jf  1971,  all  Puerto 
Rico  accounting  operations  have  been  transferred  to  the  Seller/Servicer  New  York 
office.  No  Puerto  Ricf)  loans  have  l)een  submitted  to  FNMA  thus  far  in  1971. 

(a)  Mr.  Sirote  stated  that  in  the  future,  greater  care  would  be  taken  to  assure 
that  mortgages  originated  by  the  Servicer  are  not  submitted  to  FNMA  more  than 
45  days  after  the  last  installment  has  been  collected. 

2.    DELAYS     IN     RKMITTANCES     .\ND     INCORRECT     UATES     SHOWN     ON      CASH      RECEIPT 
VOUCHERS  (sec.  205  SERVICERS  GUIDE) 

(i)  There  were  five  instances  (involving  eight  days'  collections)  during  the 
months  of  January  and  February  1971  where  the  Servicer  accumulated  more  than 
$2,500.00  of  FNMA  collections  for  two  to  five  days  before  remitting  the  funds  to 
FNMA.  Examples  of  these  accumulations  are  shown  V)elow: 

Date 

collections 
cleared 
Period  covered  (actual)  lockbox  Amount 


Dec.  29  to  Dec.  30,  1970... Jan.     7,1971  $27,338.34 

Jan.  22  to  Jan.  25,  1971 _  Feb.     1,1971  31,080.27 

Jan.  26  to  Feb.  1,  1971 _ Feb.     8,1971  21,114.51 

Feb.  2  to  Feb.  3,1971 ....do 38,008.19 

Feb.  19  to  Feb.  22,1971... (0  27,365.37 

>  After  cutoff  not  known. 

The  above  delays  were  due,  in  part,  to  the  Servicer's  procedures  for  holding 
collections  during  the  early  days  of  the  month  until  enough  funds  have  been 
accumulated  to  deduct  the  prior  month's  service  fee.  However,  the  Servicer  held 
funds  materiallv  beyond  that  date  before  remitting  to  FNMA. 

(ii)  On  the  FNMA  Cash  Transmittal  Advices  (FNMA  Form  477),  the  Servicer 
reports  two  days  of  collection  even  when  there  is  only  one  day  involved.  The 
earlier  day  of  collection  shown  is  usually  at  least  one  day  prior  to  the  actual 
date  of  collection. 
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(a)  Mr.  Siroto  stated  that  (i)  the  Servicer  would  remit  collections  to  FNMA 
on  a  daily  basis  in  the  future;  and  (ii)  only  the  actual  dates  of  collection  would 
be  shown  on  the  FNMA  Cash  Transmittal  Advices  (FNMA  Form  477) . 

3.  FUNDS    NOT   TKANSFEURED    TO    FNMA    CUSTODIAL   ACCOUNT    AT   TIME    MORTGAGES 

PUKCHASED  BY  FNMA  (SEC.  204  SERVICERS  GUIDE) 

For  mortgages  purchased  during  the  montlis  of  Jaiuiary  and  February  1971, 
there  were  delays  in  transferring  funds  to  the  FNMA  Custodial  Account,  as 
follows: 

(i)  For  nitu!  mortgaegs,  the  mortgagor's  escrow  funds  were  not  transferred  to 
the  FNMA  Custodial  Account  until  10  to  30  days  after  the  Servicer  received 
l)ayni('nt  for  tlie  mortgage. 

(ii)  In  four  cases,  installment  payments  made  after  submission,  but  prior  to 
purchase  of  the  mortgage  were  not  transferred  to  the  FNMA  Custodial  Account 
until  1()  to  29  days  after  the  Servicer  received  payment  for  the  mortgage. 

For  transactions  of  this  nature,  tlie  Servicer's  procedures  do  not  provide  for  the 
prompt  transfer  to  the  FNMA  Custodial  Account  of  mortgagors'  escrow  funds  on 
hand  or  the  installments  paid. 

This  matter  was  the  subject  of  a  lindiug  in  our  previous  audit. 

(a)  Mr.  Sirote  stated  that  in  the  future,  mortgagors'  escrow  funds  on  hand  and 
any  installment  paj^ments  made  after  the  date  of  submission  (prior  to  purchase) 
will  be  transferred  to  the  FNMA  Custodial  Account  within  a  week  after  the 
Seller  receives  payment  from  FNMA  for  the  mortgage. 

4.  LATE     P.AYMENT5     ACCEPTED     .\ND     MORTGAGORS     BILLED     FOR     LATE     CHARGES 

OVER   A   PERIOD    OF   SEVERAL   MONTHS    (SEC.   105    SERVICERS    GUIDE) 

In  the  following  cases,  the  Servicer  accei^ted  installments  after  the  15th  of  the 
month  without  late  charges,  but  continued  to  bill  and  collect  these  late  charges 
after  the  date  the  next  installments  were  received: 

Date  of  • 
cullection  of 
late  charge 
Loan  number  and  due  date  of  installment         Installments  accepted  prior  to  collecting     on  installment         Amount  of 
accepted  without  late  charge  after  15tti         the  late  charge  in  col.  (2)  latecharga 

31-278931: 

IVIar.1,1970 Apr.  1, 1970  through  Dec.  1, 1970 Jan.   25,1971  $3.16 

Apr.1,1970 May  1, 1970  through  Dec.  1, 1970 do 3.16 

July  1,1970 Aug.  1,1970  through  Dec.  1,1970 do 3.16 

Aug.  1,1970-. _ Sept.  1,1970 through  Dec.  1, 1970 do 3.16 

31-299395: 

Aug.  1,1969.... Sept.  1,1969  through  Sept.  1,1970 Oct.   29,1970  2.58 

Sept.  1,1969 Oct.  1,1969  through  Sept.  1,  1970.. do 2.58 

Dec.  1, 1969 Jan. !,  1970  through  Sept.  1,  1970 do 2.80 

Jan.  1,1970 Feb.  1, 1970  through  Sept.  1,  1970 do 2.80 

July  1,1970 Aug.  1,1970  through  Sept.  1,1970 do 2.80 

31-519396:  Aug.  1,1970 Sept.  1, 1970  through  Nov.  1, 1970 Dec.    1,1970  8.84 

This  matter  was  the  subject  of  a  finding  in  (jur  two  previous  audits. 

(a)  Mr.  Sirote  agreed  to  take  steps  to  assure  that  in  the  future,  late  charges 
are  not  accrued  and  collected  if  not  received  with  the  next  monthly  installment 
following  the  installment  on  which  the  late  charge  is  assessed. 

5.     UNP.\ID    PRINCIPAL    BALANCE    NOT    RECONCILED    WITH    FNM.\'s    RECORDS 

At  2/25/71,  the  unpaid  principal  balance  as  shown  on  the  Aggregate  Exception 
System  trial  V)alance  prepared  by  FNMA  exceeded  the  total  shown  on  the  Serv- 
icer's trial  balance  l)y  $181,125.9.5.  The  FNMA  trial  l)alance  showed  ten  mortgages 
(three  foreclosures  and  seven  i)urchases)  having  a  total  unpaid  principal  balance 
of  $191,807.97  which  did  not  appear  on  the  Servicer's  trial  balance.  The  remaining 
difference  of  $10,682.02  had  not  been  reconciled  by  the  Servicer.  Our  review 
indicated  that  the  major  part  of  the  difference  was  due  to  FNMA's  rejection  of 
certain  installments  reported  delinquent  by  the  Servicer,  as  shown  on  FNMA 
Form  476  (Exception  Update  Listing). 

The  Servicer's  procadures  do  not  prt)vide  for  a  reconciliation  of  the  unpaid 
principal  balances  with  trial  balances  received  from  FNMA. 
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(a)  Mr.  Sirote  stated  that  the  Servicer  would  reconcile  its  unpaid  principal 
balances  with  FNMA's  trial  balance  for  the  month  of  February  and  for  each 
month  thereafter  that  it  receives  a  trial  balance  from  FN  MA. 

6.    PAYOKFS    NOT    PROPERLY     HANDLP:D  (SEC.  209D  SERVICERS  GUIDE) 

We  found  the  following  deficiencies  in  the  Servicer's  processing  of  four  payoffs 
during  the  past  six  months. 

(i)  In  each  case,  the  date  of  payoff  reported  to  the  Regional  Office  on  FN  MA 
Form  53  (Collection  Report)  or  FNMA  Form  478  (FNMA  Loan  Removal  Col- 
lection Report)  was  the  date  of  the  closing  of  the  property  sale  in  the  office  of  the 
title  company  or  attorney,  instead  of  the  date  the  fimds  were  received  by  the 
Servicer  (five  to  seven  days  later). 

(ii)  The  payoff  funds  were  not  deposited  in  the  FNMA  Custodial  Account  until 
two  t:)usiness  days  after  receipt  in  the  Servicer's  office  in  three  cases,  and  for  a 
Puerto  Rico  mortgage,  the  deposit  was  made  seven  business  days  after  the  funds 
were  received  in  the  Servicer's  office. 

(a)  Mr.  Sirote  stated  that,  regarding  future  payoffs,  the  Servicer  would  (i) 
report  the  date  the  funds  are  received  in  the  Servicer's  office  as  the  date  of  payoff 
on  FNMA  Form  478  (FNMA  Loan  Removal  Collection  Report);  and  (ii)  deposit 
payoff  funds  in  the  FNMA  Custodial  Account  within  24  hours  after  receipt  in 
the  Servicer's  office. 

7.    FORM   179   (REPORT  OF  CUSTODIAL  ACCOUNT)    NOT  PREPARED   CORRECTLY    (PART  III 

SERVICERS    GUIDE) 

The  Servicer  submitted  Forms  179  to  FNMA  that  were  prepared  Incorrectly 
as  follows: 

(i)  Reversals  of  NSF  checks  were  shown  on  line  2  (Add  Receipts  This  Period) 
instead  of  line  r>  (Less  Dishonored  Checks  Charged). 

(ii)  NSF  checks  which  had  been  reversed  by  the  custodial  bank,  but  not  the 
Servicer,  at  the  cut-off  date  were  shown  in  Column  6  (Other)  instead  of  Section  II 
(Bank  Reconciliation). 

(iii)  Escrow  disbursements  which  had  not  been  posted  as  of  the  cut-off  date  were 
shown  in  Column  6  (Other)  instead  of  Column  1  (Deposits  For  Insurance,  Taxes, 
Etc.). 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  show,  (i)  transactions  involving 
the  reversal  of  NSF  checks  on  line  5  instead  of  line  2;  (ii)  NSF  check  reversals 
made  by  the  custodial  bank  but  not  the  Servicer  in  Section  II  instead  of  Column 
6;  and  (iii)  all  escrow  disbursements  in  Column  1  instead  of  Column  6. 

8.    TAX    PENALTIES    CHARGED     TO    ESCROW    ACCOUNTS     (SEC.    119    SERVICERS  GUIDE) 

The  following  penalties  ($12.27)  were  incurred  and  charged  to  the  deposit 
accounts  of  the  respectiv.e  mortgagors: 

Loan  number  and  date  paid:  Penalty 

31-701845,  Feb.  24,  1970 . $2.  05 

31-702426,  Mar.  26,  1970 7.  00 

31-800738,  Apr.  30,  1970 1.  75 

31-800616,  Apr.  30,  1970 1.  47 

Total 1 2.  27 

Although  the  Servicer's  procedures  provide  for  absorbing  the  amounts  of  any 
penalties  incurred  in  the  payment  of  delinquent  taxes,  this  procedure  was  not 
followed  in  the  above  cases. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  reimburse  the  above  mortgagors' 
escrow  accounts  for  the  penalties  incurred.  He  also  stated  that,  in  the  future, 
greater  care  would  be  taken  to  assure  that  the  Servicer  absorbs  the  amoimts  of 
any  penalties  i:icurred  in  the  payinent  of  delinquent  taxes. 

9.     DELAY    IN     CORRECTING     PROCEDURAL    ERRORS    IN     ANALY'SIS    OF     ESCROW 
(SEC.  207  SERVICERS  GUIDE) 

The  Servicer  analyzed  escrow  accounts  in  October  1970,  but  the  data  used  in 
the  analysis  was  incorrect.  Although  the  Servicer  was  aware  that  errors  had  been 
made  in  the  above  analyses,  it  had  not  taken  prompt  action  to  correct  the  accounts 
involved. 
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For  example,  at  the  date  of  our  visit,  the  escrow  balances  for  four  mortgages 
were  insufficient  (shortages  of  $80.00  to  $165.00)  to  cover  forthcoming  expenses 
and  one  mortgage  escrow  account  contained  excess  escrow  deposits  of  $645.00 
over  the  permitted  excess  of  two  monthly  installments.  (Certain  of  the  accounts 
were  in  the  process  of  correction  at  the  time  of  our  visit.) 

(a)  Mr.  Sirote  stated  that  the  Servicer  will  increase  its  efforts  to  complete  the 
escrow  analyses  and  at  the  completion  of  the  review  will  promptly  adjust  the 
accounts  wherever  necessary. 

10.    TRANSACTION   DATES   INCORRECT   (SEC.   202   SERVICERS   GUIDE) 

(i)  The  Servicer's  service  bureau  (Financial  Services,  Inc.)  does  not  show  the 
actual  dates  of  reversals  of  NSF  checks  on  mortgage  payment  records.  Instead, 
it  shows  as  the  transaction  date,  the  due  date  of  the  payment  being  reversed. 

(ii)  For  FHA  Mortgage  Insurance  Premium  payments,  disbursements  are 
charged  to  the  mortgagor's  deposit  account  on  the  date  of  processing,  but  checks 
may  not  be  drawn  and  dated  until  4  to  13  days  later. 

(a)  Mr.  Sirote  agreed  to  review  the  above  matters  in  order  to  effect  procedural 
changes  which  will  provide  for  showing  on  the  mortgage  history  runs  the  actual 
dates  of  reversals  of  NSF  checks  and  actual  disbursement  dates  of  checks  drawn 
on  the  FN  MA  Custodial  Account. 

11.  INSURANCE     LOSS  DRAFTS   NOT  PROCESSED   THROUGH   FNMA  CUSTODIAL    ACCOUNT 
(SEC.     204     SERVICERS   GUIDE) 

The  Servicer's  procedures  do  not  provide  for  processing  the  collection  and  dis- 
bursement of  funds  representing  insurance  loss  drafts  through  the  FNMA  Cus- 
todial Account,  where  such  losses  exceed  $100.00. 

(a)  Mr.  Sirote  stated  that  all  insurance  loss  draft  transactions  pertaining  to 
FNMA  mortgage  accounts  would  be  processed  through  the  FNMA  Custodial 
Account. 

12.    DEDUCTIBLE   CLAUSE   INCLUDED   IN    FIDELITY    BOND 

The  Servicer's  fidelity  bond  provides  that  the  underwriter  shall  not  be  liable 
for  losses,  unless  the  loss  exceeds  $1,000.00. 

(a)  Mr.  Sirote  stated  that  the  Servicer  preferred  to  retain  the  above  deductible 
clause  in  the  fidelity  bond.  He  also  stated  that  the  Servicer  would  request  a 
waiver  of  FNMA  requirements  in  this  regard. 

13.  IMPROPER  STATEMENTS  IN   LETTERS  TO  DELINQUENT  MORTGAGORS 

Letters  sent  by  the  Servicer  to  mortgagors  who  owed  two  to  three  monthly  in- 
stallments contained  the  following  wording  (Letters  (i)  to  (iii)  were  sent  by  the 
Servicer  and  items  (iv  to  vi)  were  sent  by  the  Servicer's  attorney) : 

(i)  "We  will  expect  remittance  to  cover  the  arrears  ...  or  we  shall  be  forced  to 
proceed  with  a  foreclosure  action  ..." 

(ii)  "Failure  to  comply  will  be  an  indication  for  us  to  proceed  with  a  foreclosure 
action." 

(iii)  "Unless  the  above  is  received  .  .  .  your  account  will  be  turned  over  to  our 
foreclosure  attorney." 

(iv)  "Unless  satisfactory  arrangements  are  made  with  my  client  ...  I  will  be 
forced  to     comply  with  their  foreclosure  instructions." 

(v)  ".  .  .  if  payment  for  the  entire  amount  due,  or  a  satisfactory  repayment  plan 
is  not  offered  within  five  (5)  days  I  will  be  forced  to  start  foreclosure  proceedings 
without  further  notice  to  you." 

(vi)  "This  is  to  inform  you  that  my  client .  .  .  has  referred  your  account  to  me  and 
foreclosure  action  has  commenced." 

(a)  Mr.  Sirote  stated  that  for  FNMA  mortgages,  the  Servicer  will  not  threaten 
action  which  it  cannot  carry  out,  but  instead  will  say,  for  example,  that  unless  pay- 
ments are  brought  current,  foreclosure  of  the  mortgage  will  be  recommended  to 
the  holder  of  the  mortgage. 

Inaccurate  Certifications 

Of  approximately  L54  Puerto  Rico  mortgages  that  the  Seller/Servicer  sold  to 
FNMA  during  1970,  there  were  ten  Puerto  Rico  mortgages  which  contained  in- 
accurate certifications.  Of  these  ten  loans,  three  were  in  foreclosure  at  3/25/71,  two 
delinquent  for  one  month  and  five  were  current. 
8.3-703  O — 73 — pt.  2a 39 
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As  stated  in  the  finding,  Loan  Nos.  1-52-803078,  802852,  803110  and  803087  are 
submitted  to  FNMA  prior  to  the  15th  of  the  following  month  that  the  installment 
was  due  and  under  present  procedures,  FNMA  would  have  purchased  the  loan 
with  the  installment  shown  as  unpaid. 

A  test  review  of  the  domestic  loans  submitted  by  the  Seller/Servicer  (New  York 
Office)  indicated  that  no  mortgages  were  sold  to  FNMA  with  inaccurate  certifi- 
cations. 

Attached  is  a  copy  of  a  letter  dated  4/16/71  from  Mr.  Stanley  Sirote,  President, 
pertaining  to  the  inaccurate  certifications. 

Appendix  to  Audit  Report,  Servicer's  Handling  of  Delinquencies 

A  delinquency  report  on  the  Servicer's  total  portfolio  is  attached.  The  Servicer's 
overall  delinquency  ratio  at  3/31/71  was  11.2%  on  a  portfolio  of  3,623  mortgages, 
as  compared  to  6.4%  for  FNMA  mortgages. 

In  a  conference  with  Regional  Office  representatives  on  3/17/71,  the  Servicer 
discussed  its  high  delinquency  ratios  during  the  past  two  years  and  outlined  the 
steps  it  would  takje  to  reduce  the  ratio.  In  this  regard,  the  Servicer  reduced  its 
delinquency  ratio  from  7.9%  in  February  to  6.6%  in  March  and  reported  a  delin- 
quency ratio  of  5.8%  at  the  close  of  April  1971. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  April  16,  1971. 
Mr.  Frederick  Maguire,  Sr. 
Auditor,  Federal  National  Mortgage  Association,   Philadelphia,   Pa. 

Dear  Mr.  Maguire:  Reference  is  made  to  the  10  Puerto  Rico  loans  which 
were  purchased  by  the  agency,  a  list  of  which  is  attached,  and  the  fact  brought 
to  my  attention  the  unpaid  principal  balance  certified  to  on  FNMA  form  305  was 
incorrect. 

I  wish  to  explain  in  full  the  events  leading  to  the  improper  certification  and  ask 
that  you  kindly  submit  this  letter  with  your  Audit  Report  to  the  Federal  National 
Mortgage  Association. 

Prior  to  January  1971,  the  books  relating  to  loans  located  in  the  Common- 
wealth were  maintained  at  our  Bayamon  oflRce  and  payments  made  by  mortgagors 
on  loans  in  warehouse  were  recorded  by  our  personnel  there.  At  the  beginning  of 
each  month  a  warehouse  delinquency  list  was  prepared  and  sent  to  our  New  York 
office  which  was  used  as  a  guide  for  shipping  purposes.  If  a  loan  did  not  appear 
on  the  delinquency  list,  it  was  taken  for  granted  the  payment  was  made  and 
shipped  according  to  the  unpaid  balance.  Apparently,  through  inadvertence  on 
the  part  of  personnel  in  Puerto  Rico,  the  10  loans  in  question  were  reported 
to  New  York  as  current,  when,  in  fact,  the  payments  were  not  received.  However, 
the  payment  was  jjosted  during  the  month  the  loan  was  shipped  to  the  agency 
and  in  no  case  was  the  delinquency  carried  into  the  next  month.  Of  the  10  cases 
audited,  subsecjuent  payments  were  made  after  the  purchase  date  and  7  of  the  10 
are  presently  current.  With  reference  to  the  3  cases  that  are  not  current,  if  the 
agency  feels  that  it  would  be  to  the  best  interest  of  both  parties  concerned  that 
we  repurchase  these  mortgages,  we  will  be  glad  to  do  so. 

As  you  know,  we  are  constantly  striving  to  enhance  our  servicing  operation  and 
to  facilitate  this  action  a  more  stringent  control  has  been  effected  by  transferring 
the  books  and  records  of  our  Puerto  Rico  operation  to  our  offices  in  New  York, 
therefore,  this  condition  could  not  possibly  exist  in  the  future.  Payments  are 
received  in  Bayamon  and  transferred  immediately  for  posting  and  all  record 
keeping,  with  shipping  done  exclusively  out  of  New  York. 

Inter-Island  Mortgagee  Corp.  entered  the  servicing  of  mortgage  loans  in  1964 
and  has  been  servicing  for  the  agency  since  1966,  complying  with  all  terms  and 
conditions  set  forth  in  the  Servicers  Guide  and  sincerely  regret  this  error. 

I  trust  this  explanation  meets  with  your  approval  and  assure  you  it  will  not  be 
repeated  in  the  future. 
Very  truly  yours, 

Stanley  Sirote,  President. 

Enclosure. 

1-52-80330 1-S*,  1-52-803512-1*,  1-52-803078-1*;  1-52-803372,  1-52-803303 
1-52-803110,  1-52-803067,  1-52-802852,  1-52-802676,  and  1-52-802454. 

*In  foreclosure. 
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Inter-Island  Mortgagee  CoRp., 

Jamaica,  N.Y.,  August  26,  1971. 
Attention:  Kenneth  A.  Duncan,  Regional  Vice  President. 
Federal  National  Mortgage  Assocl-vtion, 
Philadelphia.  Pa. 

Dear  Mr.  Duncan;  I  am  pleased  to  inform  you  Financial  Services  Incorporated 
has  informed  me  commencing  immediately  the  actual  date  of  items  returned  for 
non-sufRcient  funds  will  be  posted  rather  than  the  first  day  of  the  month  effected. 
Best  regards. 
Sincerely, 

K.\therine  Koury, 
Senior  Vice  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  August  12,  1971. 
Attention:  Mr.  Fred  Schunke,  President. 

Financial  Services   Inc. 
Glen  Rock,  N.J. 

Dear  Mr.  Schunke:  A  recent  audit  conducted  by  Federal  National  Mortgage 
Association  at  Inter-Island  Mortgagee  Corp.  revealed  the  due  date  on  items 
returned  for  "non  sufficient  funds"  does  not  reflect  the  actual  date  the  action  took 
place.  This  not  being  in  line  with  their  requirements  we  must  insist  that  all  items 
reflect  actual  dates  in  the  future. 

I  would  appreciate  your  immediate  reply  and  trust  you  will  comply  with  the 
above  immediately. 
Sincerely, 

Katherine  Koury, 
Senior  Vice  President. 


August  6,  1971. 
Re  FNMA  Audit. 
Mr.  Stanley  SIrote, 
President,  Inter-Island  Mortgagee  Corp., 
Jamaica,  N.Y. 

Dear  Mr.  Sirote:  This  will  refer  to  your  letter  dated  July  6,  1971  regarding  a 
recent  FNMA  audit  of  j-our  records  and  procedures. 

In  your  reph',  you  offered  the  following  comment  as  to  why  you  showed  on  the 
Mortgage  Payment  Record,  the  date  NSF  checks  (for  installments)  are  reversed : 

"With  regard  to  finding  #10  item  1,  our  computer  .service,  Financial  Services 
Inc.,  are  unable  to  show  the  actual  date  on  an  time  returned  for 'insufficient  funds', 
and  after  lengthy  discussions  with  Financial  and  other  Mortgagees  using  their 
service  they  are  unable  to  comply  with  our  request.  We  are,  however,  negotiating 
with  IBM  for  the  purpose  of  installing  our  own  computer  and  trust  we  will  have 
'in  house'  service  on  or  before  June  1972,  at  which  time  we  will  be  in  a  position  to 
program  according  to  the  Agency's  requirements.  Until  such  time,  we  ask  your 
indulgence  regarding  these  findings." 

Section  202  of  the  Servicers  Guide  provides  that  the  mortgage  account  record 
for  each  mortgage  shall  show  the  date  of  each  transaction  affecting  the  amounts 
due  to  or  from  the  mortgagor. 

We  consider  item  (i)  of  finding  #10  as  an  uncleared  matter  and  we  would  like 
to  be  apprised  of  what  means  you  intend  to  employ  in  correcting  the  deficiency 
within  a  reasonable  period  of  time. 
Sincerely  yours, 

K.  A.  Duncan. 


July  15,  1971. 
Audit  of  Servicer, 
Inter-Island  Mortgagee  Corp., 
Jamaica,  N.Y.: 

In  reply  to  your  letter  of  6/30/71  concerning  certain  deficiencies,  the  Servicer's 
letter  of  7/6/71  includes  the  following  comment  on  its  failure  to  shovf  on  the  Mort- 
gage Payment  Record  the  date  NSF  checks  (for  installments)  are  reversed: 
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"With  regard  to  Finding  #10,  item  1,  our  computer  service,  Financial  Services 
Inc.,  are  unable  to  show  the  actual  date  on  an  item  returned  for  'insufficient  funds', 
and  after  lengthy  discussion  with  Financial  and  other  Mortgagees  using  their 
service  they  are  unable  to  comply  with  our  request.  We  are,  however,  negotiating 
with  IBM  for  the  purpose  of  installing  our  own  computer  and  trust  we  will  have 
'in  house'  service  on  or  before  June  1972,  at  which  time  we  will  be  in  a  position  to 
program  according  to  the  Agency's  requirements.  Until  such  time,  we  ask  your 
indulgence  regarding  these  findings." 

Section  202  of  the  Servicers  Guide  provides  that  the  mortgage  acount  record  for 
each  mortgage  shall  show  the  date  of  each  transaction  affecting  the  amounts  due 
to  or  from  the  mortgagor. 

Based  on  the  Servicer's  present  plans,  it  appears  that  the  prospects  of  curing 
the  above  deficiency  are  rather  uncertain. 

We  consider  item  (i)  of  finding  #10  as  an  uncleared  matter  and  suggest  you 
contact  the  Servicer  for  some  means  of  correcting  the  deficiency  within  a  reasonable 
period. 

Arthur  W.  Miller. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  July  6,  1971. 
Attention:  Kenneth  A.  Duncan,  Regional  Vice  President. 
Federal  National  Mortgagee  Association, 
5  Penn  Center  Plaza,  Philadelphia,  Pa. 

Dear  Mr.  Duncan:  Reference  is  made  to  your  letter  dated  June  30,  1971,  and 
items  #6,  8  and  10  of  the  audit  report  which  were  not  resolved  in  our  answer  pre- 
viously submitted. 

In  reply  to  Finding  #  6,  item  2,  perhaps  we  did  not  make  ourselves  clear  in  our 
original  answer,  and  wish  to  reiterate  at  this  time.  Prior  to  this  audit  report  our 
servicing  department  reflected  the  date  the  loan  was  satisfied  rather  than  the 
date  the  check  was  actually  received  to  apply  to  the  loan  balance.  As  you  know, 
there  are  times  when  Title  Companies  are  somewhat  lax  in  remitting  the  check 
therefore,  a  spread  between  the  satisfied  date  and  the  date  of  the  check  received 
exists.  In  the  future  all  satisfactions  will  reflect  the  date  the  check  is  actually  re- 
ceived rather  than  the  date  the  loan  is  satisfied  in  order  to  tie  in. 

With  regard  to  Finding  #8,  the  certification  letter  signed  by  Carmela  L.  Gregory 
was  forwarded  to  the  agency. 

With  regard  to  Finding  #10,  item  1,  our  computer  service,  Financial  Services 
Inc.,  are  unable  to  show  the  actual  date  on  an  item  returned  for  "insufficient 
funds",  and  after  lengthy  discussion  with  Financial  and  other  Mortgagees  using 
their  service  they  are  unable  to  comply  with  our  request.  We  are,  however,  ne- 
gotiating with  IBM  for  the  purpose  of  installing  our  own  computer  and  trust  we 
will  have  "in  house"  service  on  or  before  June  1972,  at  which  time  we  will  be  in 
a  position  to  program  according  to  the  Agency's  requirements.  Until  such  time, 
we  ask  your  indulgence  regarding  these  findings. 

Thank  you  for  waiving  the  $1,000.00  deductaVjle  clause  in  our  Fidelity  Bond, 
and  we  assure  FNMA  any  loss  that  results  from  this  deduction  will  be  assumed  in 
total  by  this  servicer. 

I  trust  the  above  reply  is  satisfactory,  however,  should  your  require  any  further 
information,  please  do  not  hesitate  to  contact  me. 
Sincerely, 

Stanley  Si  rote.  President. 


June  30,  1971. 
Mr.  Stanley  Sirote, 
President,  Inlcr-I stand  Afortgagec  Corp., 
Jamaica,  N.Y. 

Dear  Mr.  Sikote:  Thank  you  for  your  letter  dated  June  9,  1971,  relative  to 
the  clearance  of  exceptions  taken  l>y  our  auditor  in  the  recent  audit  of  your  records 
and  i)rocedures.  However,  your  reply  was  incomplete  as  follows: — 

In  reference  to  Finding  #iB  (ii),  you  failed  to  indicate  what  steps  were  being  taken 
to  expedite  the  deposit  of  funds  received  from  paid-in-full  loans. 

With  regard  to  Finding  #8,  you  stated  that  correctivx>  actions  are  being  taken  to 
reimburse  the  mortgagors'  accounts  for  tax  penalities  previously  charged  and  that 
a  "letter  of  certification  will  follow  upon  completion."  Has  this  task  been  com- 
pleted? If  so,  i)lease  forward  the  letter  of  certification  so  that  we  may  clear  this 
finding. 
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Item  (i)  of  Finding  #10  concerns  your  failure  to  show  on  the  payment  records 
the  actual  dates  that  NSF  checks  are  reversed.  Your  letter  states  that:  "We  have 
discussed  with  our  service  bureau,  Financial  Services,  Inc.,  this  exception  and  they 
have  informed  us  their  computer  is  not  programed  to  reflect  the  actual  date  of 
reversals  on  checks  returned  for  non-sufficient  funds  on  the  loan  ledger."  what 
plans  have  you  made  to  resolve  and  clear  this  finding? 

We  hereby  approve  your  request  for  a  waiver  of  FNMA's  Fidelity  Bond  re- 
quirements (Deductible  Clause)  in  the  amount  of  $1,000.00  provided  FNMA  will 
be  reimVjursed  for  any  loss  which  might  occur  as  a  result  of  this  approval. 

Your  usual  prompt  attention  to  the  above  will  be  appreciated. 
Sincerely  yours, 

K.  A.   DuNC-\N. 


Inter-Isl.\nd  Mortgagee  Corp., 

Jamaica,  N.Y.,  June  28,  1971. 
Att:  Mr.  K.  A.  Duncan,  Regional  Vice  President. 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  With  further  reference  to  the  exceptions  found  during 
your  recent  audit,  particularly  to  your  letter  dated  June  2,  1971,  we  wish  to  confirm 
that  we  have  today  reimbursed  the  respective  mortgagors  of  the  following  accounts 

for  penalties  charged  to  their  deposit  accounts: 

Penalty 

Loan  number  and  date  paid:  Reimbursed 

31-701845,  Feb.  24,  1970 $2.  05 

31-702426,  Mar.  26,  1970 7.  00 

31-800738,  Apr.  30,  1970 1.  75 

31-800616,  Apr.  30,  1970 1.  47 

Total 12.27 

The  personnel  involved  have  been  instructed  not  to  make  such  charges  in  the 
future. 

Cordially, 

Carmela  L.   Gregory, 

Assistant  Treasurer. 

June  23,   1971. 
Audit  of  Servicer, 
Inter-Island  Mortgagee  Corp., 
Jamaica,  N.Y. 

Reference  is  made  to  the  letter  dated  June  9  from  the  captioned  Servicer  regard- 
ing the  findings  reported  in  our  recent  audit. 

In  replying  to  finding  No.  6  Item  (ii),  the  Servicer's  letter  does  not  indicate  that 
steps  are  being  taken  to  expedite  the  deposit  of  funds  received  from  paid-in-full 
loans. 

For  finding  No.  8,  the  Servicer  stated  that  corrective  actions  are  being  taken 
to  reimburse  the  mortgagors'  accounts  for  tax  penalties  previously  charged  and 
that  a  "letter  of  certification  will  follow  upon  completion."  We  suggest  that  a 
follow-up  be  maintained  for  the  above  letter. 

Item  (i)  of  finding  No.  10  concerns  the  Servicer's  failure  to  show  on  the  payment 
records  the  actual  dates  that  NSF  checks  are  reversed.  The  Servicer's  letter  states 
that:  "We  have  discussed  with  our  service  bureau,  Financial  Services,  Inc.,  this 
exception  and  they  have  informed  us  their  computer  is  not  programed  to  reflect 
the  actual  date  of  reversals  on  checks  returned  for  non  sufficient  funds  on  the  loan 
ledger.  Perhaps  in  the  future  their  operation  can  be  amended  and  if  so  they  have 
agreed  to  inform  us  ihimediately." 

We  do  not  consider  the  above  explanation  as  a  satisfactory  clearance  of  this 
finding. 

In  regard  to  finding  No.  12,  we  would  appreciate  being  advised  of  the  actions 
taken  by  the  Regional  Office  in  regard  to  the  Servicer's  request  for  a  waiver  of 
FNMA's  Fidelity  Bond  requirements  (Deductible  Clause). 

Arthur  W.   Miller. 
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June  9,  1971. 


Servicer's   Deficiencies  Relating  to  AES   Reports  to  Loan   Accounting 

Division 

Our  report  dated  5/24/71  on  the  audit  of  Inter-Island  Mortgagee  Corporation 
included  the  following  findings  relating  to  reports  submitted  by  the  Servicer  to 
the  Loan  Accounting  Division,  Washington  Office: 

(FINDING   #2)     DELAYS    IN    REMITTANCES    AND    INCORRECT    DATES    SHOWN    ON    CASH 

receipt    VOUCHERS 

The  amount  of  the  remittances  involved  and  the  periods  of  collection  covered, 
as  shown  on  the  Cash  Transmittal  Advices,  should  indicate  to  a  reviewer  (Loan 
Accounting  Division)  that  the  Servicer  is  not  complying  with  FNMA's  require- 
ments for  promi)t  remittances. 

(FINDING  #5)    UNPAID   PRINCIPAL   BALANCE   NOT  RECONCILED  WITH  FNMa's  RECORDS 

As  reported  in  the  finding,  the  Servicer  had  not  reconciled  the  mortgage  bal- 
ances (as  shown  by  its  records)   with  the  trial  balance  received  from  FNMA. 

When  trial  balances  are  sent  to  Servicers,  it  is  suggested  that  FNMA  instruct 
the  Servicers  to  reconcile  such  balances  with  the  Servicers'  records. 

Two  other  findings  concern  reports  to  Loan  Accounting  Division,  but  the  errors 
or  omissions  involved  here  would  not  be  readily  discernible  in  the  routine  reviews 
by  the  above  Division.  However,  we  are  Hsting  them  for  informational  purposes. 

(FINDING   #6)    PAYOFFS    NOT    PROPERLY    HANDLED 
(FINDING    #7)    REPORT    OF    FNMA    CUSTODIAL    ACCOUNT    NOT    PREPARED    CORRECTLY 

You  may  wish  to  refer  the  subjects  covered  by  findings  number  2  and  5  to  the 
supervisory  personnel  of  the  Loan  Accounting  Division. 

Arthur  W.   Miller. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  June  9,  1971. 
Attention:  K.  A.  Duncan,  Regional  Vice  President. 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  Reference  is  made  to  your  letter  dated  June  2,  1971,  and 
the  exceptions  found  by  your  auditor  upon  completion  of  our  records  and  pro- 
cedures. Exhibit  A,  item  1- 

Reference  is  made  to  the  10  Puerto  Rico  loans,  which  were  purchased  by  the 
agency,  a  list  of  which  is  attached,  and  the  fact  brought  to  my  attention  the 
unpaid  principal  balance  certified  to  on  FNMA  form  305  was  incorrect. 

I  wish  to  explain  in  full  the  events  leading  to  the  improper  certification  and 
ask  that  you  kindly  submit  this  letter  with  your  Audit  Report  to  the  Federal 
National  Mortgage  Association. 

Prior  to  January  1971,  the  books  relating  to  loans  located  in  the  Commonwealth 
were  maintained  at  our  Bayamon  office  and  payments  made  by  mortgagors  on 
loans  in  warehouse  were  recorded  by  our  personnel  there.  At  the  beginning  of 
each  month  a  wi^rehouse  delinquency  list  was  prepared  and  sent  to  our  New  York 
office  which  was  used  as  a  guide  for  shipping  purposes.  If  a  loan  did  not  appear  on 
the  delinquency  list,  it  was  taken  for  granted  the  payment  was  made  and  shipped 
according  to  the  unpaid  balance.  Apparently,  through  inadvertence  on  the  part 
of  personnel  in  Puerto  Rico,  the  10  loans  in  question  were  reported  to  New  York 
as  current,  when,  in  fact,  the  payments  were  not  received.  However,  the  payment 
was  posted  during  the  month  the  loan  was  shipped  to  the  agency  and  in  no  case 
was  the  delinquency  carried  into  the  next  month.  Of  the  10  cases  audited,  subse- 
quent payments  were  made  after  the  purchase  date  and  7  of  the  10  are  presently 
current.  With  reference  to  the  3  cases  that  are  not  current,  if  the  agency  feels 
that  it  would  be  to  the  best  interest  of  both  parties  concerned  that  we  repurchase 
these  mortgages,  we  will  be  glad  to  do  so. 

As  you  know,  we  are  constantly  striving  to  enhance  our  servicing  operation 
and  to  facilitate  this  action  a  more  stringent  control  has  been  effected  by  trans- 
ferring the  books  and  records  of  our  Puerto  Rico  operation  to  our  offices  in  New 
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York,  therefore,  this  condition  could  not  possibly  exist  in  the  future.  Payments 
are  received  in  Bayamon  and  transferred  immediately  for  posting  and  all  record 
keeping,  with  shipping  done  exclusively  out  of  New  York. 

Inter-Island  Mortgagee  Corp.  entered  the  servicing  of  mortgage  loans  m  1964 
and  has  been  servicing  for  the  agency  since  1966,  complying  with  all  terms  and 
conditions  set  forth  in  the  Servicers  Guide  and  sincerely  regret  this  error. 

2.  The  delays  mentioned  were  in  connection  with  servicing  fees  in  that  our 
servicing  department  would  hold  back  daily  remittances  to  pay  same.  This  will 
not  be  done  in  the  future,  but  our  servicing  fee  will  be  deducted  from  the  first 
day's  remittances  that  show  an  excess  of  $2500.00. 

3.  Effective  immediately  all  escrow  funds  and  any  payments  made  after  the 
day  of  submission  will  be 'transferred  to  the  custodial  account  within  5  business 
days  after  payment  is  received  for  the  purchase  of  a  loan. 

4.  In  the  future  late  charges  will  not  be  accrued,  but  either  collected  on  the 
next  month's  installment  or  waived  completely. 

5.  Our  accountant  has  been  instructed  to  reconcile  our  unpaid  principal  balance 
with  that  of  the  agency's  commencing  February  1971  to  the  present. 

6.  Our  servicing  department  was  reflecting  the  actual  satisfaction  dates  with 
regard  to  payoff  funds,  rather  than  the  date  funds  were  actually  received  in  our 
office.  Personnel  have  been  advised  to  reflect  the  actual  date  the  check  is  received 
rather  than  the  satisfaction  date. 

7.  We  will  complv  with  instructions  to  show  reversals  of  NFS  CHECKS  on 
line  5  rather  than  on  line  2.  Also  checks  reflecting  non  sufficient  funds  made  by 
custodial  banks  will  be  reflected  in  section  2  rather  than  column  6  and  all  escrow 
disbursements  will  be  shown  in  column  1  instead  of  column  6. 

8.  All  mortgagors  will  be  reimbursed  tax  penalty  charged  to  their  escrow 
accounts  and  a  letter  of  certification  will  follow  upon  completion. 

9.  Recently,  we  completed  a  hand  analysis  of  all  escrow  accounts  and  payments 
have  been  increased  where  necessary.  Our  computer  run  off  in  October  did  not 
reflect  proper  payments,  therefore  the  hand  analysts  was  necessary. 

10.  Item  1. — ^We  have  discussed  with  our  service  bureau,  Financial  Services 
Inc.,  this  exception  and  they  have  informed  us  their  computer  is  not  programmed 
to  reflect  the  actual  date  of  reversals  on  checks  returned  for  non  sufficient  funds 
one  the  loan  ledger.  Perhaps  in  the  future  their  operation  can  be  amended  and  if 
so  they  have  agreed  to  inform  us  immediately. 

Itern  2. — Commencing  immediately  disbursements  made  in  connection  with 
FHA  mortgage  insurance  premiums  will  be  processed  and  checks  drawn  on  the 
same  day. 

11.  Ail  fire  loss  drafts  will  be  processed  through  a  FN  MA  custodial  account 
rather  than  the  separate  account. 

12.  Our  Fidelity  Bond  contains  a  deductible  clause  of  $1,000.00  and  we  request 
a  waiver  from  the  agency  excepting  same. 

13.  All  forms  printed  for  the  purpose  of  informing  delinquent  mortgagors  of  the 
status  of  their  account  will  be  reviewed  and  amended  to  delete  any  threatening 
language  with  regard  to  FNMA  accounts. 

I  trust  the  above  explanations  meet  with  your  approval  and  assure  you  every 
effort  will  be  made  to  correct  the  errors  expeditiously. 
Kindest  personal  regards. 
Sincerely, 

Stanley  Sirote,  President. 


February  26    1968. 
To:  Keegan,  Agency  Manager,  FNMA,  Philadelphia. 
From:  Miller,  Agency  Director,  Exam,  and  Audit,  Philadelphia. 
Subject: 

Audit  of  Servicer, 

Inter-Island  Mortgagee  Corporation, 
172-23  Hillside  Avenue, 

Jamaica,  N.Y.  11432  and  Bayamon,  Puerto  Rico. 
This  reaudit  was  made  because  of  the  serious  deficiencies  disclosed  by  our 
previous  audit  which  we  reported  to  you  on  February  9,  1967. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mort- 
gages, and  reviewed  its  procedures  for  servicing  these  mortgages.  The  audit 
began  on  January  31  and  ended  on  February  8,  1968. 

At  December  25,  1967,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
295  mortgages  from  its  ofl^ce  in  Jamaica,  N.Y.  and  157  mortgages  from  its  oflfice 
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in  Bayamon,  Puerto  Rico,  for  the  Philadelphia  Agency.  The  Jamaica  office 
prepares  all  of  the  reports,  and  both  of  the  FN  MA  Custodial  Accounts  are  main- 
tained in  Jamaica,  N.Y.  The  servicer  services  1,453  mortgages  for  itself  and 
other  investors. 

Four  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with 
Mr.  Stanley  Sirote,  President,  who  agreed  to  correct  the  deficiencies  shown  by 
findings  1  through  3,  but  we  were  unable  to  obtain  an  agreement  for  clearance 
of  finding  4. 

For  Finding  No.  4  we  recommend  that  the  Servicer  make  arrangements  to — (i) 
deposit  in  the  FN  MA  Custodial  Account,  the  collections  from  the  Puerto  Rico 
office  on  the  day  following  the  dates  of  collection;  and  (ii)  show  on  the  mortgage 
ledger  cards,  the  dates  the  payments  were  received  from  the  mortgagors,  for 
collections  made  at  each  office. 

Findings  1,  2,  3,  and  4  are  serious,  in  our  opinion  because  they  show  material 
deficiencies  in  the  Servicer's  records  or  procedures.  However,  we  believe  that  the 
Servicer's  performance  has  improved  since  our  previous  audit. 

In  our  opinion,  the  Servicer's  failure  to  clear  3  findings  (Exhibit  A)  taken  in 
our  previous  audit  shows  the  need  for  these  deficiencies  to  be  corrected  immedi- 
ately and  we  suggest  that  the  Servicer  be  required  to  describe  in  detail  the  steps 
it  will  take  to  correct  the  deficiencies  shown  by  these  findings. 

Exhibit  B  contains  4  findings  which  we  did  not  consider  serious.  These  were 
discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessary. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  a  copy  of  your  letter  to  Mr.  Stanley  Sirote,  President, 
confirming  the  agreements  for  clearance,  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.  Millkr. 


EXHIBIT  A 

Federal     National     Mortgage     Association,     Examination     and     Audit 
Division,   Field  Office,   Philadelphia 

Findings — Agreed  To  Clear 

1.    remittances    not    made    promptly    (SEC.    205    SERVICERS    GUIDE) 

The  volume  of  collections  of  the  Servicer's  Jamaica  office  for  the  months  of 
October  and  the  two  suljsequent  months  was  sufficient  to  requiie  that  remit- 
tances be  made  to  FNMA  twice  weekly.  However,  S  of  the  13  remittances  to  the 
Agency  during  the  months  of  November  and  December  1967,  and  January  1968, 
included  funds  that  were  received  by  FNMA  .">  to  7  business  days  after  the  date 
date  of  collection  by  the  Servicer. 

The  Servicer's  [procedures  provide  for  remittances  (Januiica  office  collections) 
to  FNMA  on  a  weekly  basis,  and  the  funds  are  mailed  to  FNMA  each  Friday. 

This  matter  was  included  in  a  finding  in  our  previous  audit. 

(a)  Mr.  Stanley  Sirote,  President,  stated  that  from  now  on,  all  collections  would 
be  remitted  in  accordance  with  the  schedule  shown  in  the  above  section  of  the 
Servicers    Guide. 

2.     FUNDS    NOT    TRANSFERRED    TO    CUSTODIAL    ACCOUNT    AT    TIME    OF    PURCHASE    OF 
MORTGAGES-BY-FNMA    (sec.    204    SERVICERS    GUIDE) 

Under  the  Servicer's  procedures  for  Puerto  Rico  mortgages,  the  mortgagors' 
escrow  funds  and  installments  received  subsequent  to  the  date  the  mortgages 
arc  submitted  to  FNMA  for  ])urchase,  are  not  transferred  i)romptly  to  the  FNAIA 
Custoidal  Account  after  FNMA  purchass  the  mortgages. 

In  at  least  Ki  cases  during  the  months  of  December  1967  and  January  1968,  the 
mortgagors'  escrow  funds  on  hand  at  date  of  submission,  and  installment  pay- 
ments made  after  submission  (prior  to  purchase  of  the  mortgage)  were  not  trans- 
ferred to  the  F'NMA  ('ustodial  Ascount  until  13  to  21  days  after  the  Servicer 
received  i)ayment  for  the  mortgage. 

(a)  Mr.  Sirote  stated  that  in  tlie  future,  mortgagors'  escrow  funds  on  hand 
and  any  installir.cnt  payments  made  after  the  date  of  sul)mission,  will  be  trans- 
ferred to  the  FNMA  Custodial  Account  within  a  week  after  receiving  i)ayment 
from   FNMA  f(ir  tlie  mortgage. 
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3.  LATE    PAYMENTS    ACCEPTED    AND    MORTGAGOR    BILLED    FOR    LATE    CHARGES    OVER 

A    PERIOD    OF    SEVERAL    MONTHS    (SEC.    105    SERVICERS    GUIDE) 

The  Servicer  accepted  iiistallnieuts  after  the  15th  of  the  month  witliout  late 
charges,  but  continued  to  bill  for  and  collect  these  late  charges  after  the  date  the 
next  installments  were  received.  The  mortgages  involved  are  shown  as  follows: 

Date  of  col- 
Installment  accepted  without     Installments  lection  of  late 
late  charge  after  15th          accepted  prior  to         charge  on 

collecting  the  late        installment  Amount  of 

Mortgage  No.  Due  date  Date  collected    charge  in  col.  (2)  late  charge 

31-248612 Feb.  1,1967  Feb.  23, 1967  Mar.  1,  Apr.  1,            June    7,1967  $2.34 

May.  1. 

Mar.  1,1967  Mar.  16, 1967  Apr.  1,  May  1 do 2.34 

31-252590       ...    ....                Dec.  1,1966  Jan.   11,1967  Jan.  1 Mar.  27, 1967  3.34 

31-267387     Apr.  1,1967  Apr.  24,1967  May  1 Aug.    8,1967  2.96 

52-264212    May  1,1967  May  19, 1967  Junel July   13, 1967  3.96 

52-262102 ...Aug.  1,1967  Sept.  14, 1967  Sept.! ..Nov.    6,1967  1.90 

Under  the  Servicer's  automated  biUing  procedure  (Financial  Service  Inc. — 
Service  Bureau),  late  charges  are  accrued  and  billed  on  installments  not  paid 
b.v  the  15th  of  the  month.  However,  when  an  installment  is  accepted  from  a 
niortgagor  without  the  accompanying  late  charge,  and  this  charge  is  not  collected 
at  the  time  the  next  i^ayment  is  received,  the  Servicer  does  not  have  a  procedure 
to  remove  the  accrual  from  the  billing  records. 

This  matter  was  the  subject  of  a  finding  in  our  previous  audit. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  install  a  procedure  to  discontinue 
accruing  and  collecting  late  charges  which  are  not  received  with  the  next  monthly 
installment,  following  the  installment  on  which  the  late   charge  is  assessed. 

Finding — Not  Agreed  To  Clear 

4.  DEPOSITS    not   MADE    PROMPTLY    AND    CORRECT   TRANSACTION    DATES     NOT    SHOWN 

ON    MORTGAGE    LEDGER   CARDS    (SEC.   202    AND   204   SERVICERS    GUIDE) 

(i)  Funds  collected  in  the  Servicer's  Puerto  Rico  office  arrive  in  the  Jamaica 
N.Y.  office  one,  or  two  days  later,  and  are  deposited  the  following  day  by  the 
Jamaica  office,  resulting  in  funds  being  deposited  2  or  3  days  after  the  date  of 
collection. 

(ii)  The  Servicer's  Service  Bureau  shows  the  date  of  posting  as  the  transaction 
date  for  all  collections.  In  most  cases  this  would  be  1  day  later  than  the  date 
of  collection  for  New  York  collections,  and  2  or  3  days  later  for  Puerto  Rico 
collections. 

Item  (i)  was  included  in  a  finding  in  our  previous  audit. 

(a)  Mr.  Stanley  Sirote,  President,  stated,  regarding  item  (i)  that  because  of 
the  mail  transit  time  of  one  to  two  days  for  receiving  the  collection  froms  Puerto 
Rico,  the  Servicer  cannot  deposit  funds  in  the  FNMA  Custodial  Account  on  the 
day  following  collection. 

Also,  concerning  item  (ii),  Mr.  Sirote  stated  that  he  believed  it  would  take  a 
major  change  in  the  Service  Bureau's  program  to  post  payments  as  of  the  actual 
date  of  collection  and  that  he  did  not  consider  such  a  change  feasible. 


Federal  National  Mortgage  Association,  Examination  &  Audit  Division, 
Field  Office,  Philadelphia 

Finds — Agreed  to  Clear 

5.  signed  duplic.\tes  of  bonds  in  servicer's  files 

The  Servicer's  files  contained  signed  copies  of  at  least  five  mortgage  bonds  which 
were  not  properly  identified  as  duplicate  copies. 

This  was  included  in  a  finding  in  our  previous  audit.  At  that  time,  the  Servicer 
installed  a  procedure  to  identify  mortgage  bonds  as  "copies"  when  such  docu- 
ments are  prepared.  However,  the  Servicer  did  not  review  the  mortgage  files  and 
make  the  above  identifications  for  the  mortgages  sold  to  FNMA  prior  to  the  first 
finding. 

83-703  O — 73 — ^pt.  2a 40 
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(a)  Mr.  Sirote  agreed  to  review  the  files  for  all  mortgates  sold  to  FN  MA 
prior  to  the  date  of  our  previous  visit,  and  stamp  "copy"  on  all  signed  copies  of 
bonds  contained  in  these  files. 

6.    KNDORSEMKNT    TO    FIDELITY    BOND     NOT    OHTAINKD     (SEC.     101     SERVICERS    GUIDE^ 

The  Servicer's  fidelity  bond  down  not  have  an  endorsement  to  provide  that 
FN  MA  be  advised  if  the  fidelity  bond  is  cancelled  ff)r  any  reason  and  we  found  no 
evidence  that  the  insurer  had  been  requested  to  advise  FN  MA  in  the  event  of 
siich  cancellation. 

(a)  Mr.  Stanley  Sirote,  President,  stated  that  the  insurer  would  be  instructed 
to  notify  FNMA  immediately  if  the  fidelity  bond  is  cancelled  for  any  reason  and 
that  an  acknowledgement  of  the  lettei  of  instructions  would  be  obtained  from  the 
insurer. 

7.    MORTGAGEE   CLAUSES   NOT   ADEQUATE   (SEC.    IJO   SERVICERS  GUIDE) 

(i)  In  three  cases  the  mortgagee  clause  of  the  hazard  insurance  pohcies  showed 
the  Servicer  ard  the  Servicer's  warehouse  bank  as  mortgagees. 

(ii)  In  five  cases,  the  mortgagee  clause  read  "Federal  National  Mortgage 
Association  and/or  Inter-Island  Mortgagee  Corp.  as  interest  may  appear." 

(iii)  One  clause  read  "Federal  National  Mortgage  Association  C/o  Intel -Island 
Mortgage  Corp.  as  interest  may  appear." 

This  matter  was  included  in  a  finding  in  our  previous  audit. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  review  all  FNMA  policies  and, 
where  necessary,  ol)tain  endorsements  showing  FNMA  (as  mortgagee),  C/o 
Servicer,  at  the  Jamaica,  N.Y.  address. 

8  .  INADEQU.\TE  PROCEDURES  DURING  PERIOD  THAT  SERVICING  WAS  DEFERRED  ON 
MORTGAGES  IN  FORECLOSURE  (SEC.  Ill,  116  SERVICERS  GUIDE  AND  FNMA  FORM 
164) 

(i)  For  loan  31-252136-ST,  projierty  inspections  were  not  made  for  the  months 
of  May  1967  throvigh  January  1968,  although  the  Servicer  received  notice  (FNMA 
Form  164)  on  April  28,  1967  that  servicing  had  been  deferred.  The  mortgage  was 
in  foreclosure  at  the  date  of  our  visit  (2/8/68). 

(ii)  For  at  least  four  mortgages  that  were  in  foreclosure  (loans  31-266143-KK, 
31-252136-ST,  31-267285-KK,  and  31-268830-KK),  the  Servicer  disbursed 
funds  without  ])rior  FNMA  approval  after  the  submission  of  FNMA  Form  170 
(Statement  of  Account  For  Liquidation). 

From  our  review  of  other  cases,  we  Ijelieve  that  the  omission  shown  in  item  (i) 
was  an  oversight.  For  item  (ii),  the  Servicer  apparently  was  not  aware  of  FNMA's 
requirements. 
The  Agency  wrote  to  the  Servicer  concerning  item  (ii). 

(a)  Mr.  Sirote  stated  that  regarding  item  (i),  the  Servicer  would  make  a 
property  inspection  for  loan  31-252136-ST  immediateh'  and  greater  care  would  be 
taken  to  assure  that  in  the  future,  monthly  inspections  are  made  of  all  properties 
during  the  foreclosure  period  after  the  Servicer  receives  FNMA  Form  164. 
Regarding  item  (ii),  he  stated  that  the  Servicer  would  submit  a  FNMA  Form  77 
(Miscellaneous  Disbursement  Voucher)  with  the  Agency  to  request  funds  and 
prior  approval,  for  anv  disbursements  for  the  mortgagor's  account  after  the  Form 
170  has  been  seat  to  FNMA. 


JAMAICA,  NEW  YORK  OFFICE 


1  month 

2  months 

Over  2  months. 


Percentage. 
Portfolio... 


January 
1968 

December 
1967 

November 
1967 

June  1967 

17 
7 
4 

18 
3 
3 

13 
2 
2 

12 
4 

1 

28 

24 

17 

17 

8.2 
346 

8.3 
295 

6.2 
279 

10.5 
163 
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BAYAMON,  PUERTO  RICO  OFFICE 


January         December         November 

1968  1967  1967         March  196  7 


1  month 

2  months 

Over  2  months. 

Total... 

Percentage 

Portfolio 


17 

11 

1 

27 
2 
2 

16 
5 
2 

33 

11 

4 

29 

31 

23 

48 

16.5 
177 

19.9 
157 

16.0 
145 

33.3 
144 

Mr.  Solomon  and  Mr.  Stanley  Sirote,  President,  attributed  the  Servicer's 
high  delinquency  ratio  for  the  New  York  area  to  unemployment,  and  for  both 
areas  to — (i)  marital  difficulties  of  mortgagors;  (ii)  low  income  of  mortgagors; 
and  (iii)  mortgagors  who  pay  between  the  25th  and  the  end  of  the  month.  The 
Servicer's  records  showed  that  at  the  end  of  January  1968,  the  number  of  delin- 
quencies for  Jamaica  had  been  reduced  to  6  (from  28)  and  for  Puerto  Rico  to  13 
(from  29).  Regarding  item  (iii),  Mr.  Solomon  stated  that  the  Servicer  would 
begin  making  face-to-face  contacts  during  the  early  part  of  the  first  month  of 
delinquency  in  an  effort  to  expedite  payments.  Mr.  Solomon  also  stated  that  the 
Servicer  had  recently  hired  a  new  employee  who  would  work  full  time  on  FN  MA 
accounts. 

Servicer's  Policy  on  Late  Charges 

The  Servicer  collects  late  charges  on  installments  received  after  the  15th  of 
the  month,  and  these  charges  are  handled  in  accordance  with  FNMA  requirements 
except  as  shown  by  Finding  3. 

Servicer's  Fidelity  Coverage 

The  Servicer's  fidelity  coverage  of  $150,000.00  meets  FNMA  requirements. 
Errors  and  omissions  coverage  in  the  amount  of  $25,000.00  (each  occurrence)  is 
also  carried. 

Fees  Collected  from  Mortgagors 

The  Servicer  collects  the  following  fees:  A  $25.00  fee  for  change  in  ownership 
when  the  mortgagor  is  released  from  liability,  and  a  $2.50  fee  for  mortgagors' 
checks  returned  by  the  bank  NSF. 

Federal  National  MoRTG-iGE  Association,  Examination  &  Audit  Division, 
Field  Office,  Philadelphia 

Appendix  to  Audit  Report  as  of  December  25,  1967 

servicer's  delinquency  procedures 

About  the  29th  day  of  each  month,  the  billings  for  the  next  month's  installments 
are  mailed  to  the  mortgagors.  As  payments  come  in,  they  are  compared  with  the 
current  transaction  cards  and  the  permanent  mortgage  payment  records  are 
posted  to  date. 

First  notices  to  mortgagors  are  mailed  by  the  Service  Bureau  on  the  10th  of  the 
month,  with  a  follow-up  notice  about  the  15th  of  the  month.  Further  contacts 
are  made  by  letters,  telephone  calls  and  personal  visits.  The  personal  visits  are 
begun  around  the  end  of  the  first  month  and  continued  where  necessary.  The 
Servicer  usually  does  not  accept  one  installment  when  two  or  more  are  due. 

Mr.  Louis  Solomon,  in  charge  of  delinquencies  in  the  Jamaica  office,  spends  his 
full  time  on  delinquencies  and  is  assisted  by  5  field  men.  Mr.  Michael  Sirote, 
Vice  President,  is  in  charge  of  delinquencies  in  the  Puerto  Rico  office.  Mr.  Sirote 
spends  a  part  of  his  time  on  delinquencies  and  is  assisted  by  five  field  men. 

Opinion 

In  our  opinion,  the  Servicer's  delinquency  procedures  are  adequate. 
Delinquency  -procedures  for  other  investors 

Mr.  Louis  Solomon,  states  that  the  Servicer  ui?es  the  same  delinquency  pro- 
cedures for  itself,  other  investors  and  FNMA.  A  delinquency  report  on  the  Serv- 
icer's total  portfolio  is  attached.  The  Servicer's  delinquency  ratio  at  January  31, 
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1968,  was  14.6%  on  a  portfolio  of  1,252  mortgages  (exclusive  of  FNMA  and 
warehouse  mortgages)  as  compared  to  8.2%  for  FNMA  mortgages  (Jamaica)  and 
16.5%  for  FNMA  mortgages  (Puerto  Rico). 

Delinquency  ratio: 

A  comparison  of  the  Servicer's  most  recent  deUnquency  ratio  as  at  January  25, 
1968,  and  two  preceding  months,  and  the  month  with  the  highest  deUnquency 
ratio  in  tlie  year  ended  January  25,  1968,  is  as  follows: 

servicer's  opinion  on  mortgage  market 
Tlie  Servicer  sent  a  letter  dated  February  5,  1968. 

CLEARING    and    CUSTODIAL    ACCOUNTS 

All  clearing  and  custodial  bank  accounts  are  in  banks  insured  by  the  Federal 
Deposit  Insurance  Corporation. 

Audit  Performed  by  Frederick  C.  Maguire. 


March  29,   1968. 
Re  Audit  report. 

Mr.  Stanley  Sirote, 

President,  Inter-Island  Mortgagee  Corp., 

Jaynaiea,  N.Y. 

Dear  Mr.  Sirote:  Your  letter  of  March  19,  paragraph  No.  4,  informs  us  you 
are  unable  to  conform  to  our  custodial  deposit  requirements  on  receipts  from 
Puerto  Rico.  We  suggest  you  submit  your  written  request  for  a  waiver  of  this 
requirement,  with  justification  for  our  approval  of  such  a  waiver. 

Our  experience  indicates  it  is  very  important  that  a  mortgagor's   payment 
record  reflect  the  actual  date  of  receipt  of  payment.  Service  bureaus  are  generally 
able  to  meet  this  requirement  without  dilficulty,  and  if  a  major  change  in  their 
program  is  required,  that  change  should  be  accomplished. 
Sincerely  yours, 

PhiUp  J.  Lynch, 
Assistant  Agency  Manager. 


Inter-Island  Mortgagee  Corp. 

Jamaica  N.Y.,  March  19,  1968. 
Re  Audit  report. 

Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Attention  Mr.  Kevin  E.  Keegan,  Agency  Manager). 

Dear  Mr.  Keegan:  Reference  is  made  to  Exhibit  A,  FNMA  Audit  Report, 
which  finding  we  agree  to  clear  as  follows: — 

1.  Remittances  not  made  promptly. — We  agree  to  remit  collections  in  accordance 
with  the  schedule  shown  in  Servicers  Guide  Sec.  205. 

2.  Funds  not  transferred  to  custodial  aeco^int  at  time  of  purchase  of  mortgages  by 
FNMA. — All  funds  "will  be  transferred  to  FNMA  Custodial  Account  within  a 
week  after  receiving  payment  from  FNMA  for  mortgages. 

3.  Late  patjmeiits  accepted  and  mortgagor  billed  for  late  charges  over  a  period  of 
several  months. — A  procedure  has  been  installed  and  staff  instructed  to  discontinue 
accruing  and  collecting  late  charges  which  are  not  received  with  the  next  monthly 
installment,  following  the  installment  on  which  the  late  charges  arc  being  assessed. 

4.  Deposits  vol  made  promptly  and  correct  transaction  dates  not  shown  on  mortgage 
ledger  cards. — (i)  Due  to  mail  transit  time  of  one  to  two  days  on  receipts  from 
Puerto  Rico,  we  are  unable  to  deposit  funds  in  the  FNMA  Custodial  Account  vmtil 
the  day  following  receipt,  (ii)  We  beUeve  it  would  take  a  major  change  in  the  Ser- 
vice Bureau's  program  to  post  payments  as  of  the  actual  date  of  collection  and  feel 
.such  a  change  would  not  be  feasible. 

Be  assured  all  exceptions  noted  on  Schedule  B  are  in  the  proces-;  of  being  cleared. 
Sincerely, 

Stanley  Sirote,  President. 
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Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  April  2,  1968. 
(Attention  Mr.  Philip  J.  Lynch,  Assistant  Agency  Manager.) 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Lynch:  Refernce  is  made  to  your  letter  dated  March  29,  1968  and  your 
Audit  Report. 

I  have  contacted  Financial  Services,  Inc.,  and  they  informed  me  in  the  future 
the  reporting  date  and  the  actual  payment  date  of  mortgage  installments  made  in 
Puerto  Rico  will  cite  the  date  the  payment  was  made. 
I  trust  this  meets  with  your  approval. 
Sincerely, 

Katherine  Koury,  Assistant  Vice  President. 


Inter-Island  Mortgagee  Corp., 

Jamaica,  N.Y.,  April  22,  1968. 
(Attention  Mr.  Kevin  E.  Keegan,  Agenc}^  Manager.) 
Re  Audit  report. 

Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Keegan:  To  further  clarify  our  letter  of  March  19,  1968  in  reference 
to  FN  MA  audit,  we  are  pleased  to  inform  you  that  we  have  been  able  to  make 
provisions  for  the  elimination  of  the  problem  in  connection  with  Item  No.  4. 
Effective  May  1,  1968,  funds  collected  will  be  cabled  to  New  York  the  same  day 
so  that  there  will  be  no  time  lag  between  the  date  of  collection  and  date  of  deposit 
in  the  FN  MA  Puerto  Rico  Custodial  Account,  and  our  service  bureau  has  agreed 
to  post  their  records  as  of  the  date  of  the  deposits. 
Very  trul.y  yours, 

Stanley  Sirote,  President. 


Keegan,  Agency  Manager,  FNMA, 
Miller,  Agency  Director,  Exam,  and  Audit, 

Philadelphia,  Pa.,  February  9,  1967. 
Audit  of  Servicer, 
Inter-Island  Mortgagee  Corp., 
Jamaica,  N.Y.  and  Bayamon,  Puerto  Rico. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  mort- 
gages, and  reviewed  its  procedures  for  servicing  these  mortgages.  The  audit  began 
on  January  9,  1967  and  ended  on  January  17,  1967. 

At  November  2,5,  1966,  the  effective  date  of  our  audit,  the  Servicer  was  serv- 
icing 36  mortgages  from  its  office  in  Jamaica,  N.Y.  and  91  mortgages  from  its 
its  office  in  Bayamon,  Puerto  Rico  for  the  Philadelphia  Agency.  The  Jamaica 
office  prepares  all  of  the  reports,  and  both  of  the  FNMA  Custodial  Accounts  are 
maintained  in  New  York  City.  The  Servicer  services  577  mortgages  for  itself 
and  other  investors. 

The  Servicer  began  servicing  for  FNMA  in  April  1966  and  has  not  been  pre- 
viously audited. 

Seven  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with 
Mr.  Stanley  C.  Sirote,  President,  who  agreed  to  correct  the  deficiencies  shown 
by  findings  1  through  6,  but  we  were  unable  to  obtain  an  agreement  for  clearance 
of  finding  7. 

In  connection  with  finding  No.  7,  we  recommend  that  the  Servicer  be  instructed 
that  for  installment  payments  received  in  the  Puerto  Rico  office  and  deposited 
in  the  Servicer's  clearing  account  (to  be  established),  it  should  transfer  such 
payments  by  check  directly  to  the  FNMA  Custodial  Account  bank  in  New- 
York  City,  with  details  of  the  deposit  to  be  sent  to  the  Servicer's  Jamaica  office. 

Finding  No.  1  concerns  three  inaccurate  certifications  and  Finding  No.  2  con- 
cerns inadequate  internal  control.  Also,  the  other  5  findings  in  Exhibit  A  are 
.serious,  in  our  opinion,  becau.se  they  show  material  deficiencies  in  the  Servicer's 
records  or  procedures.  This  has  caused  us  to  classify  the  Servicer's  records  and 
procedures  as  inadequate  to  assure  compliance  with  FNMA  requirements. 
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Exhibit  B  contains  6  findings  which  we  did  not  consider  serious.  Those  were 
discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessarJ^ 

Certain  details,  which  we  consider  an  integral  part  of  evaluation  of  the  import- 
ance of  the  inaccurate  certifications  by  the  Seller/Servicer,  are  shown  on  Exhibit 
AA.  We  do  not  consider  these  details  appropriate  for  transmission  to  the  Servicer. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  a  copy  of  your  letter  to  Mr.  Stanley  C.  Sirote,  President 
confirming  the  agreements  for  clearance,  and  a  copy  of  the  Servicer's  reply. 

Arthur  N.  Miller. 
EXHIBIT  A 

Findings — Agreed  to  Clear 

1.  inaccurate  certifications  that  all  matured  mortgage  installments  had 

been  paid  (sec.  617  sellers  guide) 

On  each  of  three  mortgages  recently  sold  to  FNMA,  the  Seller/Servicer  had 
not  received  the  latest  matured  mortgage  installment  from  the  mortgagor  at  the 
time  mortgage  was  submitted  to  FNMA.  As  shown  by  Exhibit  A-1  attached, 
the  installments  for  the  three  mortgages  were  paid,  24  days,  8  days,  and  6  days 
after  the  date  the  mortgages  were  received  by  FNMA. 

Although  the  Servicer's  procedures  provide  for  the  prompt  posting  of  collections, 
its  procedures  do  not  adequately  provide  for  the  determination  of  the  status  of 
a  mortgage  prior  to  submitting  it  to  FNMA  for  purchase.  Also,  the  Seller/Servicer's 
procedures  provide  for  the  signing,  by  authorized  personnel,  of'  mortgage  sub- 
mission vouchers  in  blank  and  the  dating  of  those  vouchers  prior  to  the  actual 
date  of  submission. 

(a)  Mr.  Stanley  C.  Sirote,  President,  stated  that  corrective  measures  will  be 
taken  to  assure  that  (i)  a  mortgage  is  not  submitted  to  FNMA  for  purchase 
until  the  current  installment  has  been  received;  (ii)  submission  vouchers  will 
not  be  signed  in  blank;  and  (iii)  the  submission  vouchers  will  be  dated  to  cor- 
respond with  the  execution  of  the  voucher  and  submission  of  the  mortgage. 

2.  INADEQUATE  INTERNAL  CONTROL  (DUTIES  OF  EMPLOYEES  NOT  SEGREGATED) 

The  Servicer's  system  of  internal  control  for  the  collection  and  disbursement 
of  funds,  is  inadequate  because  persons  who  receive  over-the-counter  payments 
and  handle  mail  collections,  also  prepare  and  sign  checks  and  have  administrative 
authority  to  accept  prepayments  and  to  adjust  mortgage  escrow  accounts. 

(a)  Mr.  Sirote  stated  that  the  duties  relative  to  the  collection  of  over-the- 
counter  payments  would  be  segregated  from  the  duties  relating  to  mail  collections 
and  disbursement  procedures.  Also,  the  administrative  authority  for  acceptance 
of  prepayments  and  adjustment  of  escrow  accounts  would  not  be  given  to  persons 
handling  collections. 

3.  REMITTANCES    NOT    MADE    PROMPTLY    AND    INCORRECT    DATES    SHOWN    ON    CASH 

RECEIPT   VOUCHERS    (SEC.   205    SERVICES    GUIDE) 

Nine  of  16  remittances  to  FNMA  during  the  months  of  October,  November 
and  December  included  payments  that  were  received  by  FNMA  from  7  to  14 
days  after  the  installments  were  received  by  the  Servicer's  Jamaica  office.  Also, 
the  dates  of  collections  reported  to  FNMA  on  the  Cash  Receipt  Vouchers  (FNMA 
Form  57)  for  7  remittances  (including  6  above),  were  shown  as  from  6  days 
before,  to  9  days  after,  the  actual  dates  of  collection  (overlapping  periods  of 
collection  were  reported  from  cash  journals)  and  as  a  result,  FNMA  had  been 
unaware  of  the  delays  in  remitting. 

Although  the  Servicer's  procedures  require  a  remittance  be  prepared  once  each 
week,  the  Servicer  does  not  have  an  adequate  procedure  to  verify  that  all  install- 
ments collected  have  been  included  in  the  remittance. 

(a)  Mr.  Sirote  stated  that  the  Servicer  will  install  a  procedure  to  include  all 
installments  collected  to  date  each  time  a  remittance  is  made  to  FNMA.  He  also 
stated  that  the  actual  dates  of  collection  will  be  shown  on  all  Cash  Receipt 
Vouchers  in  the  future. 
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4.  NOTICE  OF  DEFAULT,  LOAN  SERVICE  REPORT,  NOTICE  OF  INTENTION  TO  FORECLOSE 
AND  STATEMENT  OF  ACCOUNT  FOR  LIQUIDATION  NOT  FILED  ON  TIME  AND  RECORD 
OF    EARLY    DELINQUENCY   CONTACTS    NOT   RETAINED    (SEC.    106    SERVICERS    GUIDE) 

The  Servicer  does  not  have  a  procedure  to  file  Notices  of  Default  and  Loan 
Service  Reports  (FNMA  Form  145)  on  or  before  the  85th  day  of  delinquency.  In 
addition,  the  Servicer  does  not  have  a  procedure  to  file  VA  Notices  of  Intention 
to  Foreclose  (VA  Form  6851)  between  the  91st  and  95th  day  of  delinquency  and 
the  Statement  of  Account  for  Liquidation  (FNMA  Form  170)  15  days  after 
FNMA  sends  its  10-day  letter  (Form  164)  to  the  mortgagor. 

(i)  Loan  No.  31-247871-SW  (Bolton)  was  85  days  delinquent  on  September  25, 
1966,  but  the  Servicer  did  not  file  a  Default  Notice  or  a  Loan  Service  Report 
until  October  28,  1966. 

(ii)  Loan  No.  31-252136-ST  (Robinson)  was  85  days  delinquent  on  August  25, 
1966,  but  the  Servicer  did  not  file  a  Default  Notice  until  September  23,  1966  or  a 
Loan  Service  Report  until  October  12,  1966  (the  Agency  requested  a  FNMA 
Form  145  on  September  28,  1966).  The  Agency  forwarded  a  copy  of  the  10-day 
letter  (FNMA  Form  164,  copy  to  Servicer)  to  the  mortgagor  on  November  17, 
1966,  however,  the  Servicer  had  not  filed  a  Statement  of  Account  for  Liquidation 
(FNMA  Form  170)  and  Notice  of  Intention  to  Foreclose  (VA  Form  6851)  at  the 
date  of  our  visit  (1^17/67).  The  VA  followed  up  with  the  Servicer  bv  letter  dated 
December  20,  1966. 

(iii)  Loan  No.  52-258184-BC  (Rodriguez)  was  85  days  delinquent  December  25, 
1966,  however,  the  Servicer  had  not  filed  a  Loan  Service  Report  (FNMA  Form 
145)  or  Default  Notice. 

We  examined  7  mortgages  delinquent  2  or  more  installments,  including  the 
3  above,  and  found  the  Servicer  does  not  retain  any  historical  records  of  early 
delinquency  contacts. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  immediately  file  a  Notice  of 
Intention  to  Foreclose  and  Statement  of  Account  for  Liquidation  for  Loan 
No.  31-252136-ST  and  a  Default  Notice  and  Loan  Service  Report  for  loan  No. 
52-258184-BC.  He  also  stated  that  the  Servicer  would: 

(i)  establish  procedures  to  file  Default  Notices  and  Loan  Service  Reports 
on  or  before  the  85th  day  of  delinquency; 

(ii)  establish  procedures  to  file  VA  Notices  of  Intention  To  Foreclose 
between  the  91st  and  95th  day  of  delinquency  and  Statements  of  Account 
for  Liquidation  15  days  after  the  10-day  letter  (FNMA  Form  164)  is  mailed 
to  the  mortgagor;  and 

(iii)  retain  historical  records  of  early  delinquency  contacts  with  mortgagors. 

6.  INADEQUATE  HAZARD  INSURANCE  PROCEDURES  (SEC.  120  SERVICERS  GUIDE) 

The  Mortgagee  clauses  for  42  hazard  insurance  policies  were  incorrect  as 
follows:  23  named  FNMA  and  the  Inter-Island  Mortgagee  Corporation  as  the 
first  Mortgagee;  10  named  the  Inter-Island  Mortgagee  Corporation  and  9  named 
FNMA  as  first  Mortgagee  but  did  not  show  the  address  of  the  Servicer. 

For  2  mortgages  (52-258137  AX  and  52-259510  BC),  the  address  shown  in  the 
policy  was  not  the  address  of  the  mortgaged  property  and  for  2  other  mortgages 
(52-258184  BC  and  52-258577  BC,  the  property  had  changed  ownership  but  the 
policy  showed  the  name  of  the  original  owner. 

Also,  for  1  mortgage  (31-252969  SJ),  the  Servicer  accepted  a  home-owner's 
policy  as  a  substitute  for  a  fire  and  extended  coverage  policy  but  did  not  cancel 
the  original  policy. 

The  Servicer  does  not  have  procedures  for  the  proper  handling  of  hazard 
insurance  policies  for  FNMA  mortgages,  particularly  concerning  the  naming  of 
FNMA  as  mortgagee,  and  obtainment  of  endorsements  where  changes  in  owner- 
ship or  property  address  occur. 

Mr.  Sirote  stated  that  the  Servicer  would  review  all  hazard  insurance  policies 
and  obtain  mortgagee  clauses  showing  FNMA  as  first  mortgagee,  c/o  Inter- 
Island  Mortgagee  Corporation,  172-23  Hillside  Drive,  Jamaica,  N.Y.,  and 
obtain  endorsements  to  show  the  correct  property  addresses  and  names  of  the 
present  owners  for  the  4  mortgages  involved  as  shown  above. 

The  fire  and  extended  coverage  policy  for  loan  no.  31-252969  SJ  will  be  cancelled 
and  a  refund  obtained  for  the  credit  of  the  mortgagor. 
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Mr.  Sirote  also  stated  that  a  system  would  be  installed  to  provide  for  showing 
FNMA  as  first  mortgagee  on  all  mortgages  sold  to  FNMA  in  the  future,  and  that 
care  would  be  taken  to  show  the  names  of  the  current  owners  of  the  properties 
and  the  correct  property  addresses. 

6.    LATE    PAYMENTS   ACCEPTED   AND    MORTGAGOR   BILLED    FOR   LATE    CHARGES    OVER 
A  PERIOD  OF  SEVERAL  MONTHS   (SEC.  105  SERVICERS  GUIDE) 

The  Servicer  accepted  installments  after  the  15th  of  the  month  without  late 
charges.  The  Servicer  continued  to  bill  for  and  collect  these  late  charges  after 
the  date  the  next  installments  were  received.  The  mortgages  involved  are  shown 
as  follows: 

Date  of 
collection 
Installment  of  late 

collected  Date  charge  on  Amount 

without  late       installment        Installments  collected  prior  to  installment  of  late 

Mortgage  No.  charge  collected  collecting  the  late  charge  in  col.  (2)  charge 

31-252135 July  1,1966...  July  18, 1966.  Aug.  1,  Sept.  1,  Oct.  1.. Nov.7,1966..  $2.76 

Sept.  1 Sept.21 Oct.  1 Nov.  7 2.76 

52-249048 May  1 May  18_ June  1,  July  1,  Aug.  1, Sept.  1 Nov.  16 4.60 

June  1 July  13 July  1,  Aug.  l.Sept.  1,  Oct.  1 Dec.  12 4.60 

July  1 Sept.  12 Aug.  1,  Sept.  1,  Oct.  1 do 4.60 

Aug.  1 Sept.21 Sept  1,  Oct.  1 do 4.60 

Sept.  1 Oct.  7 Oct.  1 do 4.60 

52-249847 July  1 July  18 Aug.  1 Sept  12 4.16 

52-245899 June  1 July  13 July  1,  Aug.  1,  Sept.  1,  Oct.  1 Dec.  5 1.58 

Under  the  Servicer's  automated  billing  procedure  (Financial  Service  Inc.^ 
Service  Bureau),  late  charges  are  accrued  and  billed  on  installments  not  paid  by 
the  16th  of  the  month.  However,  when  an  installment  is  accepted  from  a  mortgagor 
without  the  accompanying  late  charge,  and  this  charge  is  not  collected  at  the 
time  the  next  installment  is  received,  the  Servicer  does  not  have  a  procedure  to 
remove  the  accrual  from  the  billing  records. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  install  a  procedure  to  discontinue 
accruing  and  collecting  late  charges  which  are  not  received  with  the  next  monthly 
installment,  following  the  installment  on  which  the  late  charge  is  assessed. 

Finding — Not  Cleared  With  Servicer 

7.  collections  not  handled  properly  and  delay  in  deposit  (sec.  204 

servicers  guide) 

The  FNMA  Custodial  Account  for  the  Puerto  Rico  office  is  maintained  in  a 
New  York  bank  and  the  mortgagors  in  Puerto  Rico  have  been  instructed  to  mail 
payments  directly  to  the  Jamaica,  N.  Y.  office,  but  in  many  instances,  mortgagors' 
checks  are  received  at  the  Puerto  Rico  office  and  transmitted  to  the  Jamaica 
office  for  deposit. 

We  found  that  the  following  checks  were  not  transmitted  promptly  from  Puerto 
Rico: 
Check  Dated:  Received  at  Jamica  office 

December  23,  1966  (2  checks) January     11,     1967 

December  25,  1966 January     11,     1967 

January  6,  1967 January     12,     1967 

Cash  received  for  mortgage  payments  at  the  Puerto  Rico  office  is  deposited  in 
the  Servicer's  bank  account  at  the  First  National  City  Bank,  Hato  Rey  Branch, 
and  a  check  is  drawn  on  the  Servicer's  funds  and  sent  to  the  Jamaica  office. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  establish  a  clearing  account, 
custodial  in  nature,  in  a  Puerto  Rico  bank  for  the  deposit  of  all  collections  received 
at  the  Puerto  Rico  office.  Mr.  Sirote  also  stated  that  the  funds  would  be  trans- 
mitted by  a  check  to  the  Jamaica  office  on  the  day  following  collection. 

However,  because  of  the  mail  transmit  time  of  one  to  two  days,  the  Servicer 
will  not  deposit  the  funds  in  the  FNMA  Custodial  Account  on  the  day  following 
the  collection.  Mr.  Sirote  requests  a  waiver  of  fund's  requirements  in  this  regard, 
to  allow  transit  time  for  the  funds  from  the  Puerto  Rico  office  to  the  Jamaica 
office  and  the  deposit  by  the  Jamaica  office. 
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EXHIBIT  A-1 


Federal  National  Mortgage  Association, 
Examination  &  Audit  Division-Field  Office, 

Philadelphia,  Pa. 
Re  Inter-Island  Mortgagee  Corp. 


Number  days  Number  days 

Last  between  date  between  date 

paid  shown    on  FN  MA    re-  Immed- 

Submission  voucher    install-  Date  submission  ceived  Status    of           iate 

ment  as  install-  voucher  and  mortgage  mortgage  at          pur- 

Dafe  by    Received      shown  ment  date  install-  and   date  January  25,        chase 

seller        by             on  sub-  actually  ment  installment  1967  (months     contract 

FNIVIA       mission  received  received  received  delinquent)     expired 


FNMA  No. 


1966  1966  1966 
51-258I84-BC 

(Marcano).. Sept.  20  Sept.  23  Sept. 

31-252590-SJ(Lee)...  May  20  May  25  May 
31-253464-ST 

(Holmes) May  10  May  13  ...do. 


1966 

1    Oct.   17 
1    June    2 

..  May  19 


1966 

4     Nov.  30 
3    May  27 

(1)      May    28 


'  Current. 


EXHIBIT  AA 


Federal  National  Mortgage  Association, 
Examination  &  Audit  Division,  Field  Office, 

Philadelphia,  Pa. 
Re  Inter-Island  Mortgagee  Corp. 

During  the  nine  month  period  ended  November  25,  1966,  the  Seller-/Servicer 
sold  127  morggages  to  FNMA  of  which  72  mortgages  submitted  did  not  have  the 
first  installment  due  at  the  time  of  submission.  Of  the  remaining  55  mortgages,  we 
reviewed  the  Seller/Servicer's  records  for  19  mortgages  submitted  by  the  Jamaica 
ofhce  and  8  mortgages  from  the  Puerto  Rico  office. 

In  addition,  we  examined  5  mortgages  submitted  but  not  yet  purchased,  3 
mortgages  offered  and  accepted  but  not  yet  submitted,  and  3  mortgages  offered, 
but  unaccepted  at  January  16,  1967,  the  date  of  our  visit.  Our  review  included 
12  mortgages  purchased  in  the  above  period  that  were  reported  delinquent  during 
the  past  3  months. 

As  shown  in  Finding  No.  1,  three  inaccurate  certifications  were  found.  The 
dates  of  receipt  for  the  current  installments,  as  shown  on  Exhibit  A-1,  are  in 
agreement  with  the  dates  on  the  permanent  mortgage  payment  records.  We 
verified  these  dates  by  obtaining  photocopies  of  2  recipts  issued  bj''  the  Seller/ 
Servicer  at  the  time  of  payment  and  one  bank  money  order. 

Attached  is  a  letter  dated  January  16,  1967  from  Mr.  Stanley  C.  Sirote,  Presi- 
dent, outlining  certain  procedures  which  could  contribute  to  the  inaccuracy  of 
certifications  made  on  Mortgage  Submission  Vouchers  forwarded  to  FNMA. 
As  shown  in  the  letter  and  in  the  clearance  of  Finding  No.  1,  the  Servicer  has  a 
need  to  install  corrective  procedures  for  mortgages  forwarded  to  FNMA  for 
purchase  from  now  on. 

One  of  the  procedures  that  Mr.  Sirote  indicates  will  be  discontinued,  is  the 
practice  of  executing  Mortgage  Submission  Vouchers  in  blank.  During  the  course 
of  our  audit  we  found  34  Mortgage  Submission  Vouchers  signed  in  blank  by 
Miss  Katherine  Koury,  Secretary.  Also,  Mr.  Sirote  stated  that  no  one  was 
authorized  to  execute  Mortgage  Submission  Vouchers  in  the  Puerto  Rico  office, 
however,  upon  our  return  to  the  Philadelphia  Agency,  we  inspected  the  FNMA 
Forms  11 A  (Resolution  of  Board  of  Directors)  and  llB  (Certificate  of  Authorized 
Signatures)  and  found  that  Mr.  Michael  Sirote,  Vice  President,  is  listed  as  one 
of  the  officers  authorized  to  execute  contracts  in  Puerto  Rico  from  September  15. 
1964  to  the  date  of  this  report. 

Attachment. 

EXHIBIT  B 

Federal  National  Mortgage  Association, 
Examin.\tion  &  Audit  Division,  Field  Office, 

Philadelphia,  Pa. 
Re  Inter-Island  Mortgagee  Corp. 
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Findings — Agreed  To  Clear 
8.   overdraft  in   mortgagor's   escrow  account   (sec.   122  servicers   guide) 

The  escrow  account  of  Loan  No.  31-247871-SW  was  overdrawn  $36.00  from 
December  22,  1966  to  January  6,  1967, — (installment  collected).  The  Servicer 
had  made  a  disbursement  for  a  hazard  insurance  premium  but  did  not  determine 
that  the  balance  was  sufficient  to  cover  the  disbursement  and  the  Servicer  had  no 
procedure  to  prevent  an  overdraft. 

(a)  Mr.  Stanley  Sirote,  President,  stated  that  the  Servicer  would  install  a 
procedure  to  determine  that  the  balances  in  mortgagors'  deposit  accounts  are 
sufficient  to  cover  anticipated  disbursements.  Where  the  balances  are  insufficient, 
funds  will  be  advanced. 

9.    UNAUTHORIZED   REFUNDS   TO   MORTGAGORS    (SEC.   207   SERVICERS   GUIDE) 

For  mortgages  covering  properties  located  in  Puerto  Rico,  the  Servicer  escrows 
funds  for  payment  of  real  estate  taxes  until  a  tax  exemption  certificate  is  received, 
exempting  the  property  from  real  estate  taxes.  The  Servicer  then  issues  a  check 
to  the  Mortgagor  for  the  tax  escrow  funds  on  hand.  As  an  example  of  this  practice, 
we  found  that  the  Servicer  issued  3  checks  of  $80.00  each,  from  the  FNMA 
Custodial  Account,  to  mortgagors.   (Loans  #52-259240,  52-253860,  52-250229.) 

(a)  Mr.  Sirote  stated  that  the  Servicer  will  install  a  procedure  to  take  into 
consideration  the  excess  escrow  funds  in  fixing  the  installment  for  the  coming 
year;  apply  such  surplus  as  an  additional  principal  payment;  or  to  one  or  more 
full  installments. 

10.    DISBURSEMENT    NOT   SUPPORTED 

At  the  request  of  the  Puerto  Rico  office,  the  Servicer  disbursed  $285.00  on 
November  3,  1966  for  payment  of  real  estate  taxes  for  Loan  No.  52-257124  BC. 
The  Servicer  does  not  have  a  tax  bill,  or  receipt  for  the  payment,  but  the  files 
contain  a  tax  exemption  certificate  dated  October  8,  1966. 

(a)  Mr.  Sirote  stated  that  the  Servicer  will  determine  whether  the  tax  paid  was 
actually  due  and  obtain  a  receipt,  or  a  refund  of  the  amount  paid,  if  in  error.  He 
also  stated  that  from  now  on,  the  Servicer  will  see  that  disbursements  are  properly 
supported. 

11.  SIGNED  DUPLICATES  OF  MORTGAGES  AND  MORTGAGE  BONDS  IN  SERVICER'S  FILES 

Ten  FNMA  mortgage  files  contained  signed  copies  of  mortgages  and  mortgage 
bonds.  We  were  advised  that  many  of  the  attorneys  in  New  York,  handling  the 
closings,  obtain  multiple  signed  copies  of  these  documents.  However,  the  Servicer 
does  not  have  a  procedure  to  properly  identify  these  documents  as  copies. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  review  all  mortgage  files  for  the 
New  York  mortgages  and  obliterate  the  mortgagors'  signatures  on  the  above 
documents,  or  otherwise  identify  them  as  "copies."  He  also  stated  that  the 
Servicer  would  install  a  procedure  to  properly  identify  such  documents  as  "copies" 
at  the  time  the  mortgages  are  sold  to  FNMA. 

12.  CHANGES     IN     OWNERSHIP     AND     STREET     ADDRESSES     NOT     REPORTED     (SEC.     117 

SERVICERS    GUIDE) 

A  change  affecting  (1)  the  address  of  the  mortgagor  (31-249718-SJ)  and  (ii) 
the  ownership  of  the  property  (52-258 184-BC  and  52-258577-BC)  was  not 
reported  to  FNMA  on  Form  120  (Report  of  Change  Affecting  Mortgagor  or 
Property  Designation).  The  Servicer  apparently  was  not  aware  that  FNMA  is 
to  be  notified  of  such  changes  by  a  Form  120. 

(a)  Mr.  Sirote  stated  that  the  Servicer  would  notify  FNMA  of  all  changes 
affecting  the  mortgagor,  or  property  designation,  by  using  FNMA  Form  120. 
He  also  agreed  to  immediately  file  a  Form  120  on  each  of  the  above  mortgages. 

13.  INADEQUATE    FOLLOW    UP    TO    OBTAIN    TAX    BILLS    (SEC.    119    SERVICERS    GUIDE) 

For  loan  No.  31-253222-SJ,  the  Servicer  had  not  paid  1966  Town  of  Hempstead, 
N.Y.  and  Hempstead  School  Tax  at  the  date  of  our  audit.  The  Town  and  School 
taxes  are  due  semi-annually. 

The  Servicer  has  hired  the  O'Reilly  Tax  Service  to  obtain  all  tax  bills  on 
properties  for  all  serviced  mortgages.  However,  the  Servicer  does  not  have  a 
system  to  verify  that  all  bills  due  are  received  from  the  tax  service. 
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(a)  Mr.  Sirote  stated  that  the  Servicer  will  (i)  obtain  the  tax  bills  due  for 
loan  No.  31-253222-SJ  and  (ii)  install  a  procedure  to  verify  that  all  tax  bills  are 
received  from  its  tax  service,  prior  to  the  due  date. 

Federal  N.\tional  Mortgage  Association, 
Examination  &  Audit  Division,  Field  Office, 

Philadelphia,  Pa. 
Re  Inter-Island  Mortgagee  Corp. 

Appendix  to  Audit  Report  as  of  November  25,   1966 
servicer's  delinquency  procedures 

About  the  25th  day  of  each  month,  the  billings  for  the  next  month's  installments 
are  mailed  to  the  mortgagors.  As  payments  come  in,  they  are  compared  with  the 
current  transaction  cards  and  the  permanent  mortgage  payment  records  ard 
posted  to  date. 

First  notices  to  mortgagors  are  mailed  on  the  10th  of  the  month,  with  a  follow-up 
notice  after  the  loth  of  the  month.  Letters,  telephone  calls,  and  personal  visits 
are  begun  around  the  end  of  the  first  month  and  continued  where  necessary. 

Mr.  Louis  Solomon,  is  in  charge  of  delinquencies  in  the  New  York  office,  and 
Mr.  Michael  Sirote,  Vice  President,  is  in  charge  of  delinquencies  in  the  Puerto 
Rico  office.  Mr.  Solomon  spends  his  full  time  on  delinquencies  but  Mr.  Sirote 
spends  only  a  part  of  his  time  on  delinquencies  and  is  assisted  by  Mr.  Jose  Flores, 
Mr.  Samuel  Alvarez,  and  Mr.  Portaratin  Aviler. 

Opinion 

In  our  opinion,  the  Servicer's  delinquency  procedures  are  inadequate  because 
of  certain  deficiencies  in  the  Servicer's  procedure  as  shown  by  Finding  No.  4,  and 
because  for  chronically  delinquent  mortgagors,  the  Servicer  continuallj^  accepts 
one  installment  when  two  or  more  installments  are  due.  Also,  the  Servicer  accepts 
late  payments  without  the  applicable  late  charges  being  included.  We  believe 
these  matters  may  be  contributing  factors  to  the  Servicer's  high  delinquency  ratio. 

Delinquency  procedures  for  other  investors 

Mr.  Louis  Solomon,  Collection  Manager,  states  that  the  Servicer  uses  the  same 
delinquency  procedures  for  itself,  other  investors  and  FNMA. 

A  delinquency  report  on  the  Servicer's  total  portfolio,  or  the  Servicer's  overall 
delinquency  ratio  was  not  available. 

Delinquency  ratio 

A  comparison  of  the  Servicer's  most  recent  delinquency  ratio  as  at  December  25, 
1966,  and  three  preceding  months,  which  includes  the  month  with  the  highest 
delinquency  ratio  in  the  year  ended  December  25,  1966,  is  as  follows: 

December         November  October  September 

1966  1966  1966  1966 

Jamaica,  New  York  Office: 

1  month - - 2  3  3  1 

2  months _ _..  110  0 

Over2months 2  2  2  2 


Total. 


Percentage 9.3  16.7  17.2  10.7 

Portfolio.. 54  36  29  28 

December         November  October  June 

1966  1966  1966  1966 

Bayamon,  Puerto  Rico  Office: 

1  month 23                     14  14                        5 

2  months. 12  10 

Over  2  ir.onths  - -.. -._ _ 10  0                        0 


Total. 


Percentage. .-.  22.3  17.6  20.5  29.4 

Portfolio 112  91  73  17 
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SERVICER  S  POLICY  ON  LATE  CHARGES 


The  Servicer  collects  late  charges  on  installments  received  after  the  15th  of 
the  month.  Late  charges  are  handled  in  accordance  with  FNMA  requirements 
except  as  shown  bj^  Finding  No.  6. 

servicer's    fidelity    COVERAGE 

The  Servicer's  fidelity  coverage  of  $50,000.00  meets  FNMA  requirements. 
Errors  and  omissions  coverage  in  the  amount  of  $25,000.00  is  also  carried. 

FEES  COLLECTED  FROM  MORTGAGORS 

The  Servicer  collects  no  fees. 

servicer's  OPINION  ON  MORGTAGE  MARKET 

The  Servicer  sent  a  letter  dated  January  11,  1967. 

CLEARING  AND  CUSTODIAL  ACCOUNTS 

All  clearing  and  custodial  bank  accounts  are  in  banks  insured  by  the  Federal 
Deposit  Insurance  Corporation. 

Audit  Performed  by  Frank  G.  Lawton,  Jr. 

EXHIBIT  5 

FNMA  Documents  Relating  to  the  Jacksonville  National  Bank 

Federal  National  Mortgage  Associ.\tion, 

April  12,  1972. 
Memorandum 

To.  Mr.  Arthur  W.  Miller,  regional  director,  Internal  Audit  Division. 
From.     Manager,  Home  Loans. 

Subject.  Audit  of  Transfer  of  Servicing  from  United  Institutional  Servicing  Corp., 
New  York,  N.Y.,  to  Jacksonville  National  Bank,  Jacksonville,  Fla. 

On  April  5,  1972  personnel  from  the  Jacksonville  National  Bank  visited  this 
office  to  discuss  the  overall  servicing  activities  during  the  past  year  which  covered 
the  period  from  their  assumption  of  the  servicing  portfolios  of  United  Institutional 
Servicing  Corporation  and  Springfield  Equities  Limited.  Among  other  items 
discussed  at  the  conference,  tne  topic  of  t  le  audit  of  t  le  transfer  of  servicing  from 
United  Institutional  Servicing  Corporation  to  t  le  Jacksonville  National  Bank 
was  covered.  For  your  reference,  I  am  attac  ling  their  reply  to  our  audit  letter  of 
Februarj'  4,  1972.  I  am  currently  making  a  review  of  their  answer  and  have  not 
yet  formulated  any  commets. 

As  some  of  these  items  are  practically  cleared  to  within  a  minimum  dollar 
amount,  Jacksonville  National  Bank  has  requested  that  FNMA  accept  such 
clearances  at  less  than  100%.  The  reason  for  this  request  is  a  practical  one,  as 
any  further  clearance  will  be  time  consuming  and  costly  be^^ond  that  which  can  be 
justified  for  the  amount  involved.  We  bring  this  to  your  attention  only  because 
you  will  be  receiving  a  letter  relative  to  this  lequest  in  the  ver\^  near  future. 

Norbert  C.  Greene. 


Jacksonville  National  Bank, 

Jacksonville,  Fla.,  April  4,  1972. 
Re  Audit  of  Transfer  of  Servicing  from  United  Institutional  Servicing  Corp., 

New  York,  N.Y.  to  Jacksonville  National  Bank  Jacksonville,  Fla. 
Mr.  Kenneth  A.  Duncan, 
Regional  Vice  President, 
Federal  National  Mortgage  Association,  Philadelphia,  Pa. 

Dear  Mr.  Duncan:  Attached  is  an  up-dated  report  of  actions  taken  on  items 
on  above  referenced  audit.  Reports  will  be  forwarded  to  you  as  balance  of  items 
are  cleared. 

Verj)-  truly  yours, 

C.  H.  Beason, 
Vice  President,  Loan  Administration. 
Enclosures. 
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FINDING  NO.   1 

Servicer's  records  not  in  agreement  with  FNMA  principal  trial  balance  at  date 
of  transfer. 

Item  ^.—1-31-800335-2  has  been  reinstated  on  FNMA  AES,  and  1-31-800422-7 
removed.  This  was  checked  by  our  records  and  reported  to  Mr.  Middleton  of 
vour  Washington  office. 

1-31-800422-7  not  added  to  our  records. 

1-31-801259-7  removed  from  our  records  as  of  September  25,  1971. 
Item   2. — All   items    cleared  except   following   accounts.    These   accounts   had 
corrections  reported  on    March  25,    1972   AES  report. 
1-31-296235-0. 
1-31-505863-1. 
1-31-506683-4. 
1-31-710917-3. 
Item  3. — This  item  cleared  as  per  explanation  Item   1  and  enclosure. 
Item  If.. — Items  cleared  with  exception  of  the  following  accounts. 

1-31-301575-2  and  1-31-806080-5. 
These  corrections  were  submitted  with  March  25,  1972  AES  report. 
The  following  loans  will  be  corrected  and  up-dated  when  stop  code  is  removed 
from  AES  records. 

1-31-303228-1. 
1-31-701130-2. 
1-31-702647-1. 
1-31-804295-6. 
Note. — A  trial  balance  on  magnetic  tape  has  been  requested  from  your  Wash- 
ington office,  a  computer  program  written  to  compare  all  FNMA  and  GNMA 
records  to  records  maintained  by  JNB.  All  of  the  differences  reflected  will  be 
reconciled.   This  will  aid  in  the  shortage/surplus  reconcilation. 

FINDING  NO.   2 

Servicer's  record  not  in  agreement  with  GNMA  principal  trial  balance  at  date 
of  transfer. 

Item  1. — This  loan  to  be  removed  on  March  billing  per  conversation  with  Mr. 
Middleton  on  March  21,  1972. 

All  other  items  on  Finding  2  cleared. 

Note. — See  note  on  Finding  No.  1. 

FINDING    NO.   3 

1-31-509681-5  (213959)— Brynildsen— This  account  is  current.  The  $18.20 
late  charge  was  deposited  to  the  mortgagor's  escrow  account  on  November  16, 
1971. 

United  Institutional  Servicing  Corporation  remitted  $266.20  on  December  2, 
1971.  This  paid  all  legal  fees  in  connection  with  the  foreclosure. 

FINDINGS   no's.   4;  5;  6;   AND   7 

These  items  will  be  confirmed  by  the  certified  public  accountant  when  corrections 
have  been  completed. 

FINDING   NO.  8 

Unpaid  taxes  at  date  of  transfer. 

The  tax  search  being  conducted  by  O'Flyn  and  Verity  has  not  been  completed 
at  this  date.  Upon  receipt  of  tax  search,  information  will  be  forwarded  to  you. 

FINDING    no's.    9    AND    10 

These  items  have  been  cleared. 

FINDING    no.    11 

Hazard  Insurance  not  found  and  duplicate  coverage  obtained. 

Approximately  85  percent  of  the  individual  policies  now  name  FNMA  or  Jack- 
sonville National  Bank  as  mortgagee.  As  each  policy  is  renewed,  the  lost  payee 
clause  will  be  amended  to  properly  name  FNMA  or  JNB  as  first  lienor. 
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FINDING    NO.    12 

Material  shortages  in  mortgagors  deposit  account  balance. 
An  anslysis  of  each  account  is  still  being  performed.  You  will  be  advised  when 
completed. 

FINDING   NO.    13 

Checks  drawn  by  United  that  have  been  outstanding  for  an  extended  period  of 
time  at  April  23,  1971. 

Check  number  6393  for  loan  numbers    1-31-710553-1    (215434)    and   1-31- 
710103-0  (215418)  has  been  distributed  as  follows: 
1-31-710553-1;  $124.00  deposited  to  escrow. 
1-31-710103-0;  $104.00  deposited  to  escrow. 

7-31069406-8;  Check  number  2274,   check  dated  May  4,   1970  amount 
$57.00  deposited  to  escrow  on  March  16,  1972. 

7-31-070291;  Check  number  2385  dated  June  1,  1970  in  the  amount  of 
$111.88  sent  to  GNMA  on  October  29,  1971. 
AH  other  items  of  Finding  No.  13  cleared. 

FINDING    NO.    14 

Hazard  Insurance  Loss  Drafts  not  properly  handled. 
This  is  still  incomplete.  Will  advise  at  completion. 

FINDING    NO.    15 

Item  2. — Late  charges  of  $37.97  collected  Febraury  23,  1971  will  be  posted  as  a 
non-monetary  item  to  ledger.  This  to  be  treated  as  a  journal  entry  only. 

Item  3. — A  letter  has  been  sent  to  United  requesting  the  $211.00  that  should 
have  been  credited  to  payment  of  February  2,  1971  installment. 

Item  4- — On  receipt  of  a  $211.00  from  United,  this  will  be  deposited  to  escrow 
to  offset  the  reversing  of  the  application  of  one  installment  from  escrow  which 
took  place  on  March  17,  1971.  This,  in  turn,  will  clear  up  Item  4. 

FINDINGS   no's.   16  THROUGH   20 

Cleared. 

February  4,  1972. 
Re  Audit  of  Transfer  of  Servicing. 

From:  United  Institutional  Servicing  Corp.,  New  York,  N.Y. 
To:  Jacksonville  National  Bank,  Jacksonville,  Fla. 
Mr.  Charles  H.  Beason, 
Vice  President,  Jacksonville  National  Bank, 
Jacksonville,  Fla. 

Dear  Mr.  Beason:  In  accordance  with  your  reply  to  our  August  23,  1971  audit 
of  the  transfer  of  the  above  servicing  portfolio  to  your  organization,  and  your 
confirmation  of  the  corrective  measures  taken  or  to  be  taken  with  regard  to  the 
findings  made,  we  shall  list  the  Finding  number  and  status  of  each  as  determined 
by  FNMA.  Those  items  that  remain  open  will  require  further  advice  or  certifica- 
ton  by  you  when  they  have  cleared. 

FINDING    NO.    1 

Item  /.—Loan  #1-31-800335-2  and  #1-31-801259-7  must  yet  be  removed 
from  your  records. 

Item  2. — Advise  when  cleared. 

Item  3. — Make  a  determination  as  to  which  loan  number  is  correct  and 
provide  for  correction.  Advise  when  cleared. 

Item  4- — Not  cleared. 

Item  6. — Cleared. 

FINDING    NO.  2 

Item  1. — Provide  confirmation  when  correction  has  been  completed. 
Item  2. — Cleared. 
Item  3. — Cleared. 
Item  4- — Cleared. 
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FINDING    NO.    3 

Has  mortgagor  (Brynildsen)  paid  the  June  1,  1970  installment? 
Has  the  $18.20  late  charge  been  deposited  to  the  mortgagor's  escrow  account? 
Has  United  Institutional  Servicing  Corp.  paid  legal  fees  in  connection  with  the 
foreclosure? 

FINDING  NO.  4 

Confirmation  to  be  provided  by  certified  Public  Accountant  when  correction 
has    been    completed. 

FINDING  NO.  5 

Confirmation  to  be  provided  by  certified  Public  Accountant  when  correction 
has   been    completed. 

FINDING  NO.  6 

Confirmation  to  be  provided  by  certified  Public  Accountant  when  correction 
has   been    completed. 

FINDING  NO.  7 

Confirmation  to  be  provided  by  certified  Public  Accountant  when  correction 
has    been    completed. 

FINDING  NO.  8 

Provide  us  with  assurance  that  all  taxes  have  been  paid. 

FINDING  NO.  9 

Cleared. 

FINDING  NO.  10 

Cleared. 

FINDING  NO.  11 

Please  provide  information  as  to  whether  or  not  all  individual  policies  now  named 
FNMA  or  Jacksonville  National  Bank  as  mortgagee. 

FINDING  NO.  12 

Please  advise  when  completed. 

FINDING    NO.    13 

Has  the   $228.00  been   properly   distributed  to  loan   #215434   and   #215418? 
Please  reply  concerning  Exhibit  A-4,  outstanding  GNMA  checks  totaling  $168.88. 

FINDING    NO.    14 

Incomplete.  Advise  at  completion. 

FINDING    NO.    15 

Items  Nos.  2;  3;  and  4  are  not  cleared. 

FINDINGS    16  THROUGH   20 


Cleared. 

Sincerely  yours, 


K.  A.  Duncan. 


J.\CKSONVILLE    NATIONAL   BaNK, 

Jacksonville,  Fla.,  December  1,  1971. 
Mr.  Kenneth  A.  Duncan, 

Regional  Vice  President,  Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mk.  Duncan:  We  have  j-our  letter  of  November  29,  1971,  and  we  are 
indeed  sorry  for  our  delaj'  in  forwarding  the  detailed  schedule  to  you. 

Attached"  are  our  schedules  and  the  supporting  ledgers,  outlining  the  corrections 
to  the  findings  of  the  United  Institutional  Servicing  Corporation  and  Springfield 
Equities,  Ltd.  audit  made  by  Federal  National  Mortgage  Association. 
Very  truly  yours, 

C.  H.  Beason, 
Vice  President,  Loan  Administration. 
Enclosures. 
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FINDING    NO.    1 

Servicer's  records  not  in  agreement  with  FN  MA  principal  trial  balance  at 
date  of  transfer. 

ItCTtl   1 . 

1-31-284322-2;  19,713.89 
1-31-506679-3;  17,51.3.40 
1-31-507085-9;  14,  178.  29 
1-31-515098-4;  16,  749.  12 
1-31-520949-8;  20,  184.  85 
The  above  loans  have  been  removed  from  J.  N.  B.  records. 

1-31-800335-2  and  1-31-801259-7,  these  two  are  still  carried  on  J.  N.  B. 
records. 

Item  2. — The  fifteen  items  are  being  corrected.  Will  probably  take  two  months. 
Will  notifj-  when  corrected. 

Phase  II  data  submitted  to  FNMA  by  U.I.S.C.  has  been  received.   This 
will  enable  us  to  correct  this  discrepancy. 

Item  3.— This  involves  loan  #1-31-800335-2  and  #1-31-800422-7.  Loan  ac- 
counting division  notified  of  mixup  in  the  loan  numbers. 

FINDING  NO.  2 

Servicer's  record  not  in  agreement  with  GNMA  principal  trial  balance  at 
date  of  transfer. 

Item  I. — Contacted  Mr.  Lopez  of  FNMA's  Washington  office.  He  is  in  process 
of  researching  to  determine  why  account  was  not  removed,  per  phone  contact 
with  Washington  4/27/71. 

Item  //.— 7-31063378-9  (211109)  Processed,  see  attached  ledger.  AES  Trial 
reflects  LPI  8/71,  JNB  records  reflect  8/71. 

Item  //?■.— 7-31071545-8  (211498)  Processed  see  attached  ledger.  AES  Trial 
reflects  LPI  12/70,  JNB  records  reflect  12/70. 

Item  IV. — No  further  action  recommended. 

FINDING  NO.  3 

Mortgage  installments  credited  to  wrong  account. 
1-31-509681-5  (213959),  Brynildsen. 
1-31-509684-1  (213962),  Jones. 

All  payments  misapphed  to  account  #1-31-509684-1  reversed  and  applied  to 
account  No.  1-31-509681-5.  See  attached  ledgers. 

$18.20  late  charge  fee  is  to  be  deposited  to  escrow  account  of  loan  No.  1-31- 
509681-5. 

Brynildsen's  check  No.  190  for  $232.00  dated  6-1-70  has  not  been  charged  to 
his  account.  This  was  determined  by  mortgagors  bank  statements. 

Letter  has  been  written  to  United  requesting  legal  fees  and  costs  incurred. 
Reply  received  from  United  indicating  back  up  information  required. 

FINDINGS  NO.   4 

Mortgagor's  payments  not  applied  or  applied  to  wrong  account. 
Following  actions  taken: 

(1)  1-31-506703-4  (213648)  A  letter  is  to  be  written. 

(2)  1-31-288602-5  (212370)  $58.00  to  be  drawn  from  mortgagor's  escrow  on 
11/15/71  and  held  in  trust  for  United. 

(3)  1-31-508928-8  (213913)  (Winslow)  Check  for  $357.54  was  applied,  with 
other  payments  to  bring  account  current,  on  4/14/71.  This  consists  of  two  payments 
of  $177.00  each  and  late  charge  of  $3.54.  See  attached  ledgers. 

(4)  1-31-.507589-7  (213574)  (Nader)  Check  for  $305.00  from  United  apphed  on 
4/21/71  for  3/71  payment. 

(5)  1-31-505863-1  (213573)  (Lee)  The  two  checks  in  amount  of  $243.00  each 
were  aplied  on  4/14/71  as  the  12/70  and  1/71  payments. 

The  principal  curtailment  was  reversed  and  appUed  as  the  3/71  payment. 
See  attached  ledgers. 

(6)  1-31-511669-1  (214126)  (Wiggins)  On  7/2/71  one  payment  was  reversed 
from  this  account,  and  a  check  written  payable  to  United. 

(7)  1-31-501552  No  further  proof  was  submitted  by  United.  No  action  was 
taken. 
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The  public  accounting  firm  of  Peat,  Marwick,  Mitchell  &  Company,  Jackson- 
ville, Florida  has  been  retained.  Confirmations  have  been  sent  to  mortgagors. 
Information  as  to  outcome  will  be  forthcoming  from  their  firm. 

FINDING  NO.    6 

N.S.F.  checks  on  hand  that  have  not  been  reversed  and  N.S.F.  checks  not 
handled  properly. 

Ledgers  attached  and  noted  as  to  action  taken. 
Action  taken  on  eight  cases  noted  in  Section  1. 

(a)  7-31-061634-1  (211002)  This  check  was  deleted  from  United  Usting. 

(b)  1-31-501069-1  (213178)  $168.00— Reversed  payment  and  redeposited 
funds  to  escrow. 

(c)  1-31-806527-1  (216777)  $370.00— This  item  was  reversed  by  United  from 
escrow.  A  payment  was  reversed  by  J.N.B.  on  4/17/71.  A  deposit  of  $370.00  was 
made  to  escrow  on  10/5/71  to  reimburse  account  for  overcharge. 

(d)  7-31-062675-0  (211065)  $158.08— This  N.S.F.  check  was  reversed  by 
UISC  on  2/71  and  again  by  J.N.B.  on  3/17/71.  Funds  have  been  allocated  to 
reimburse  this  account.  As  account  is  in  process  of  foreclosure  these  funds  are 
being  held  pending  claim. 

(e)  7-31-069502-4  (211409)  $181.00— Item  was  reversed  by  United  on  2/25/71 
from  escrow.  A  payment  was  reversed  by  J.N.B.  on  3/29/71.  A  deposit  of  $180.00 
was  made  to  escrow  on  10/12/71  to  leimburse  account  for  overcharge. 

(f)  7-31-066516-0  (211273)  $180.00— Reversed  payment  and  redeposited 
funds  to  escrow. 

(g)  1-31-287674-5  (212329)  $266.00— N.S.F.  check  reversed  by  United  on 
2/71,  and  again  by  J.N.B.  on  3/22/71.  Funds  have  been  allocated  to  reimburse 
this  account.  As  account  is  in  process  of  foreclosure,  these  funds  are  being  held 
pending  claim. 

(h)  1-31-284331-0  (212236)  $188.00— N.S.F.  check  reversed  by  United  on 
2/71  and  again  by  J.N.B.  on  3/22/71.  Payment  was  made  to  reimburse  account  for 
overcharge  on  10/5/71. 

SECTION  2,   EXHIBIT  A-2 


(a)  On  following  loans,  one  payment  was  reversed  and  funds  redeposited  to 

escrow. 

(1) 

1-31-503577-0     (213387) 

287.00 

(2) 

1-31-507303-3     (213716) 

221.00 

(3) 

1-31-509198-2     (213923) 

188.00 

(4) 

1-31-806899-8     (216879) 

274.00 

(5) 

1-31-807032-9     (216899) 

334.00 

(6) 

1-31-806253-0  >   (216736) 

278.00 

(7) 

1-31-806909-5     (216883) 

214.00 

(b)  The  following  loans  were  handled  as  noted  in  Section  1. 

(1) 

1-31-501069-1— (213178) 

168.00 

(2) 

1-31-806527-1     (216777) 

370.00 

(3) 

7-31-061634-1     (211002) 

171.36 

(4) 

7-31-066516-0     (211273) 

180.00 

(5) 

7-31-069502-4     (211409) 

180.00 

(c)  The  following  loans  are  in  process  of  foreclosure  and  will  be  reconciled  in 

'  (1)      1-31-501669-5     (213223)      164.22 
(2)      1-31-526157-5     (214922)      158.00 

(d)  Following  loans  had  N.S.F.  checks  appUed  to  unapplied  funds.  The  reversals 
were  from  escrow.  No  action  taken. 

(1)  1-31-525403-9     (214879)      110.00 

(2)  1-31-803664-6     (216225)      101.00 

(e)  1-31-520741-4  (214653)  $100.00— No  action  taken  on  this  item.  The 
monthly  payment  amount  is  $205.00  of  which  $56.60  is  escrow.  Could  not  deter- 
mine how  or  when  items  was  applied. 

SECTION  3 

(1)  1-31-285340-6  (212254)  $.24;  a  check  request  for  $.24  has  been  prepared  to 
reduce  the  funds  in  reversal  account  held  in  trust  for  United. 

(2)  1-31-507575-6  (213740)  $410.00;  a  reversal  has  been  prepared  to  be  proc- 
essed prior  to  11/25/71.  These  funds  will  be  deposited  to  reversal  account  held  in 
trust  for  United. 
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SECTION  4 

(1)  1-31-506372-7.  Paid  in  full  prior  to  transfer. 

SECTION  5 

These  funds  are  being  held  in  trust  for  United. 

(1)1-31-713333-2     (215548)     $246.00;  reversed  on  4/16/71. 
(2)1-31-716354-5     (215628)     $213.18;  reversed  on  4/16/71. 

SECTION    6: 

1-31-503802-1      (213394)     $708.00. 

(A)  Four  payments  were  applied  on  12/10/70,  total  of  $958.16. 

(B)  United  reversed  three  payments  on  1/71  totaling  $708.00. 

(C)  Springfield  Equities  Ltd.  reversed  four  payments  on  3/1/71  totaling  $958.16. 
This  for  same  N.S.F.  check. 

Funds  were  allocated  on  10/12/71  to  reimburse  this  account.  As  account  is  in 
process  of  foreclosure,  these  funds  are  being  held  pending  claim. 

SECTION   7: 

7-31-061636-5     (211004)     $191.00. 

Two  reversals  were  processed  on  3/18/71.  One  accepted  and  the  other  rejected. 
J.N.B.  reversed  one  payment  on  7/12/71  in  the  amount  of  $191.00.  Funds  held 
in  trust  for  United. 

SECTION   8: 

1-31-526370-5     (214938)     $442.00. 

Two  reversals  were  processed  on  4/1/71.  Only  one  should  have  been  reversed. 
Funds  for  one  reversal  have  been  redeposited  to  account. 

SECTION   9: 

1-31-244186-3     (211628)     $165.00. 

Reversed  payment  in  question  on  10/12/71  in  the  amount  of  $165.00.  These 
funds  are  being  held  in  trust  for  United. 

SECTION   10: 

1-31-260253-4     (211821)     $179.00. 

Reversed  payment  in  question  on  6/8/71  in  the  amount  of  $179.00.  These  funds 
are  being  held  in  trust  for  United. 

SECTION    11: 

1-31-716354-5     (215628). 

No  action  has  been  taken  to  this  date.  A  schedule  will  be  prepared  and  the 
necessary  adjustment  made  to  principal  and  interest. 

SUGGEST    ACTIONS    SECTION 

(I)  Review  of  N.S.F.  Schedule.  See  attached  schedule,  'A'. 

(II)  See  item  (I)  above.  , 

(III)  See  notes  on  the  various  Finding,  sections,  1  thru  5. 

(IV)  See  notes  on  Section  6,  8,  11. 

(V)  See  notes  on  Section  7,  9,  10. 

(VI)  These  funds  are  being  held  in  trust  pending  completion  of  audit  by  C.P.A. 
Firm. 

FINDING    NO.    6 

Inadequate  records  mantained  concerning  escrow  advances  made  by  United 
and  advances  received  from  FN  MA. 

Action  taken 

Letters  have  been  written  to  FNMA  Regional  Office,  Philadelphia,  Pennsyl- 
vania and  to  United  requesting  subsidiary  ledgers  and  listing  of  advances. 

The  C.P.A.  Firm  contracted  by  J.N.B.  is  doing  a  detail  audit  on  all  advances 
made. 
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FINDING  NO.  7 

Tax  payments  erroneously  charged  to  mortgagor. 
Action  taken 

(1)  1-31-516715-7  (214443) — No  action  has  been  taken  to  date  on  this  item. 

(2)  7-31-070287-7  (211449)— A  refund  was  requested  from  Bureau  of  City 
Collections,  Brooklyn,  New  York,  on  November  3,  1971.  The  request  was  for 
the  following  items: 

(1)  1968-69;  1st  }A  city  tax;  144.87. 

(2)  1970;  water  &  sewer;  76.00. 

(3)  1970-71;  city  tax  for  all  4  quarters;  324.64. 

On  allother  items  listed,  requests  were  sent  to  United  for  copies  of  checks  which 
were  used  to  pay  the  tax  bills,  and  for  the  receipted  tax  bills.  When  these  items  are 
received,  the  balance  of  funds  will  be  requested. 

(3)  7-31-070284-1  (211447)— A  request  for  verification  of  double  payment 
was  sent  to  Mark  Pedisich,  Receiver  of  taxes,  Town  of  Brookhaven.  He  indicated  a 
duplicate  payment  of  taxes  would  not  be  made  and  if  one  was  received,  the  check 
would  be  returned  to  sender. 

A  request  is  to  be  written  to  United  requesting  these  funds  for  the  overpayment. 
On  the  following  loans,  there  has  been  no  action  taken  to  date. 

(1)  1-31-519322-2     (214595) 

(2)  1-31-524196-5     (214854) 

(3)  1-31-515097-2     (214352) 

(4)  1-31-511669-1      (214126) 

(5)  1-31-301884-5     (212821) 

(6)  1-31-519008-7     (214579) 

(7)  1-31-231702-4     (211550) 

FINDING    NO.    8 

Unpaid  taxes  at  date  of  transfer. 
Action  taken 

All  open  items  reflected  on  the  tax  search  made  by  O'Flyn  and  Verity  were 
researched  as  to  payments  made  subsequent  to  search.  On  those  items  which  were 
indicated  as  still  open,  a  delinquent  tax  bill  was  requested  and  said  bills  paid 

Each  loan  is  being  reviewed  for  validity  of  tax  payments  by  a  special  audit 
team. 

A  complete  tax  search  will  again  be  conducted  by  O'Flyn  &  Verity  on  or  about 
2/72  to  verify  the  payment  of  all  tax  items. 

FINDING    NO.    9 

Tax  receipts  not  filed  and  not  afforded  adequate  fire  protection. 
Action  taken 

All  receipted  tax  bills  received  from  United  and  subsequent  items  received 
by  J.N.B.  have  been  filed  in  numeric  sequence  and  are  held  in  a  secure  place. 

FINDING  KO.  10 

Delays  in  applying  unapplied  funds. 
Action  taken 

The  unapplied  funds  have  been  reviewed  and  action  atken  either  to  apply  a 
payment  if  adequate  funds  available  or,  mortgagor  notified  requesting  the  neces- 
sary funds  to  make  a  payment. 

FINDING  NO.   11 

Hazard  Insurance  not  found  and  duplicate  coverage  obtained. 
Action  taken 

A  trial  balance  was  run  on  all  lonas  to  insure  each  had  fire  protection.  If  duplicate 
coverage  indicated,  one  policy  was  cancelled. 

An  expiration  date  control  file  was  set  up. 

The  mortgagee  clause  on  policies  written  by  the  Insurance  Pool  was  a  blanket 
item  which  was  approved  bj'  FN  MA.  As  each  polity  is  renewed,  the  clause  will 
be  amended  to  properly  name  FNMA  or  JNB  as  first  lienor. 


636 


FINDING    NO.    12 

Material  shortgages  in  mortgagors  deposit  account  balance. 

Action  taken 

An  analysis  of  each  account  is  being  performed.  Approximately  25%  have 
been  completed.  The  monthly  payment  is  being  adjusted  accordingly.  Shortages 
are  being  billed  to  mortgagor  and  in  some  cases  prorated  over  a  period  of  one 
year  where  shortage  is  excessive. 

FINDING    NO.    13 

Checks  drawn  by  United  that  had  been  outstanding  for  an  extended  period  of 
time  at  April  23,  1971. 

Action  taken 


Check  No. 


Loan  No. 


Amount    Action  taken 


Date 


4463 302843-6 

5879 701820-7 

5889 ---  304408-8 

6677 501006-7 

6743 508683-4 

6776 702743-0 

6980 521479-2 

10761 704108-4 

11349 703733-2 

11956 703733-2 

11874 301884-5 

11874 807380-2 

12035 506372 

7070 243718 

6393 215434,  215418. 

12052 

12056 

Total 


81.00  . 

do 

Do. 

110.00  . 

do 

Do. 

52.00  . 

do 

Do. 

140.00  . 

do 

Do. 

9.00  . 

do 

Do. 

82.  00 

do 

Do. 

5.00 

do 

Do. 

209  00 

do     

Do. 

209. 00 

do 

Do. 

80.00 

do 

Do. 

118.06 

do 

Do. 

55.69 

Check  requested  Nov.  15, 1971  to  FNMA. 

.48 

do.._ 

228.  00 

Will  call  Mr.  Levine  of  UISC  to  see  how 
much  goes  to  each  account. 

286.  76 

Cleared 

87.50 

do 

1,756.49 

FINDING    NO.    14 

Hazard  Insurance  Loss  Drafts  not  properly  handled. 
Action  taken 


Loan  No. 


Amount    Action  taken 


290747 3,465.00 

505866  .-  6,959.34    Sent  to  FNMA— Check  No.  4712  dated  July  28, 1971. 

276588 10,935.00 

278954 3,496.05 

522688 14,114.24 

293889 .-  7,950.00    Transfer  to  R/S,  October  8, 1971 . 

303660 2,050.00  Do. 

516728 10,812.13 

508224 10,040.92 

505036 9,112.21 

517138 15,366.60 

525799  1,336.87 

526074 "  16,485.55    $13,776.85  transfer  to  R/S,  October  8, 1971. 

3020111"'"'.".".".".'.'."..--". 4,428.79 

513174 10,530.00 

527148 4,584.23 

514509 7,999.95 

502668 4,608.68 

500589 10,083.17 

500542 3,557.15 

288775 7,832.49 

Total 165,750.37 

258171  (notlisted") 11,023.57 


FINDING    NO.    15 


Disbursement  of  $2,147.98  made  prior  to  2/25/71  but  not  charged  to  mortgagor 
at  4/23/71. 


637 

Action  taken 

Funds  in  amount  of  $2,147.98  were  withdrawn  from  escrow  account  and 
deposited  to  principal  and  interest  on  9/23/71. 

FINDING   NO.    16 

Mortgagor  prepaid  28  months  ahead. 
Action  taken 

A  letter  was  written  informing  mortgagor  of  this  fact  and  that  he  could  have 
these  prepayments  posted  to  curtailments.  No  answer  was  received  to  this  date. 
See  attached  letter.  Exhibit  'B' 

FINDING    NO.    17 

Signed  duplicates  of  mortgages  and  mortgage  bonds  in  servicer's  file.  The  files 
were  micro-filmed  and  at  this  time  the  duplicate  copies  were  pulled. 

Jacksonville  National  Bank, 
Jacksonville,  Fla.,  November  S.  1971. 
Re  Audit — United  Institutional  Servicing  Corporation  and  Springfield  Equities. 
Mr.  K.  a.  Duncan, 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  We  wrote  you  recently  advising  that  we  would  forward 
schedules  outlining  our  corrections  in  connection  with  the  audit  finding  of  United 
Institutional  and  Springfield  Equities.  I  believe  we  promised  these  schedules  in 
two  weeks  but  unfortunately  the  schedules  are  as  of  this  moment  incomplete. 
We  are  working  on  them  diligently  and  I  anticipate  that  they  will  be  complete 
by  the  last  of  this  week  or  certainly  by  the  first  of  next  and  we  will  immediately 
send  them  to  you. 

All  told,  things  are  looking  better  in  respect  to  our  controls  and  I  note  many 
other  day  to  day  improvements.  I  appreciate  your  bearing  with  us  during  this 
very  difficult  period  and  I  assure  you  that  we  are  doing  everything  possible  to 
get  the  schedule  and  the  necessary  corrections  made. 
Very  truly  yours, 

C.  H.  Beason, 
Vice  President,  Loan  Administration. 

P.S.  Since  dictating  the  above  letter  I  have  received  your  letter  dated  Novem- 
ber 1,  1971  in  this  regard. 

Jacksonville  National  Bank, 

The  Charter  Company, 
Jacksonville,  Fla.,  October  16,  1971. 
Re  audit. 

Mr.  K.  A.  Duncan, 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  First  of  all,  I  apologize  very  sincerely  for  not  replying 
sooner  to  the  September  1,  1971  audit  findings  in  connection  with  the  transfer 
of  servicing  from  United  Institutional  Servicing  Corporation  and  Springfield 
Equities  to  Jacksonville  National  Bank.  Time  surely  does  pass  fast  these  days 
and  it  seems  that  Friday  is  here  before  I  am  ready  for  last  Monday's  end,  especially 
when  so  many  things  require  immediate  attention  in  order  to  resolve  the  daily 
problems. 

As  I  have  informed  you,  we  have  engaged  our  internal  auditors  to  audit  the 
acquired  protfolios  of  United  Institutional  Servicing  Corporation  and  Springfield 
Equities.  They  have  entered  into  the  confirmation  stage  of  the  audit  and  are 
actively  resolving  the  differences.  We  have  also  added  a  staff  of  servicing  people 
for  the  auditors  disposal  and  they  are  assisting  the  certified  public  accountants 
firm  in  conducting  the  audit.  I  did  delay  somewhat,  since  I  feel  United  Institu- 
tional should  bear  the  brunt  of  expenses  on  this  audit.  It  did  take  some  time  to 
schedule  and  project  the  cost  of  the  audit,  and  we  have  presented  this  information 
to  Mr.  Katz,  who  has  agreed  to  bear  the  expense.  I  frankly  feel  this  is  a  reason- 
able cost  to  them  to  clear  these  findings. 

Our  overall  servicing  organization  is  busily  resolving  a  large  percentage  of 
errors  found.  This  is  being  handled  by  our  accounting,  collections,  insurance, 
foreclosure   and   general   servicing   departments   in   everyday   routine   servicing 
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functions.  As  an  example,  we  have  brought  to  light  through  our  collections  depart- 
ment in  excess  of  150  misapplications.  Our  insurance  department  has  checked 
each  file  to  determine  that  adequate  insurance  coverage  is  in  full  force  and 
effect.  Our  tax  department  is  in  process  of  clearing  all  items  and  are  more  than 
80%  completed.  The  biggest  problem  is  finding  the  tax  bills  and  receipts  and 
getting  them  into  numerical  sequence.  Analj'sis  of  escrow  accounts  begun  about 
thirty  days  ago  on  all  loans  having  advances  made  due  to  escrow  deficiencies,  and 
we  are  billing  the  mortgagors  in  each  instance.  I  am  still  not  satisfied  with  our 
collections  and  again  it  was  due  to  the  large  volume  and  the  necessitj^  of  education 
of  the  mortgagors  as  to  where,  how  and  why  the  payments  should  be  made  in 
the  proper  manner.  For  an  example,  we  returned  in  September  over  250  payments 
where  one  months  payment  was  paid  when  two  were  due,  and  in  98%  of  these 
cases,  the  mortgagors  knew  and  were  following  their  past  payment  pattern. 

Each  item  of  the  audit  for  United  Institutional  and  Springfield  Equities  has 
been  cleared  or  is  in  process  of  being  cleared.  Within  the  next  two  weeks  we 
will  forward  detailed  information  regarding  the  clearings.  Following  exactly 
the  numerical  sequence  of  the  audit's  exceptions,  listed  below  is  a  rough  status 
of  each  finding: 

1.  90%  completed. 

2.  98%  completed. 

3.  Totally  cleared. 

4.  In  different  stages  of  process.  In  dividual  cases  70%  completed.  Confirmation 
n  process. — CPA  firm. 

5.  50%  completed. 

6.  Being  handled  by  the  CPA  firm. 

6.  Being  handled  by  the  CPA  firm. 

7.  Handled  by  Ihs  CPA  firm. 

8.  95%  complete. 

9.  Cleared. 

10.  85%  completed. 

11.  Cleared. 

12.  In  process. 

13.  Cleared. 

14.  85%  cleared. 

15.  Cleared  with  the  exception  of  posting  $37.98  late  charge  and  obtaining 
$211.00  from  United  Institutional. 

16.  Cleared. 

17.  Cleared. 

18.  Cleared. 

19.  Cleared. 

20.  Completed  through  transfer  period.  We  do  have  some  accounts  several 
months  in  arrears  without  attorneys  referral,  due  to  various  problems. 

Springfield  Equities  is  about  the  same  as  United  Institutional  with  the  difference 
being  in  the  volume  of  loans  serviced.  There  were  fewer  findings  and  below  is  a 
rough  detail  of  our  progress  on  those: 

1.  In  process  by  Certified  Public  Accountants. 

2.  In  process  of  analyzing  and  expect  another  six  months  to  complete  the 
analysis. 

3.  Cleared. 

4.  Cleared. 

5.  Cleared. 

6.  Cleared. 

Mr.  Duncan,  in  connection  with  the  audit,  the  largest  problem  is  the  amount 
of  outstanding  advances  and  the  lack  of  detailed  records  pertaining  thereto.  We 
of  course  have  access  to  Springfield  Equities  back  records  and  Mr.  Katz  has 
agreed  to  cooperate  in  allowing  us  to  use  his  records,  however  we  would  like  for 
Federal  National  Mortgage  Association  to  give  us  from  their  Northeast  Regional 
Office,  a  complete  listing  of  outstanding  advances  owed  FNMA  and  GNMA  as 
of  February  28,  1971.  If  possible,  both  for  United  Institutional  and  Springfield 
Equities.  This  listing  should  be  by  FNMA  number,  give  the  amount  of  advance, 
mortgagor's  name  and  if  possible,  the  former  servicing  companies  loan  number 
and  a  legend  of  the  code  indicating  the  purposes  of  the  advances. 

I  will  keep  you  advised,  and  as  I  stated  earlier  you  will  have  a  more  detailed 
report  within  the  next  two  weeks. 

Very  truly  yours, 

C.  H.  Beason, 
Vice  President,  Loan  Administration. 
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(Via  air  mail) 

December  29,  1970. 
Mr.  C.H.  Beason, 

Vice  President,  Jacksonville  National  Bank, 
Jacksonville,  Fla. 

Dear  Mr.  Beason:  We  have  received  photocopies  of  the  forms  and  Selling  and 
Servicing  Agreements  which  j'ou  entered  into  with  our  Atlanta  office  on  March  28, 
1966.  This  is  to  advise  that  we  approve  your  Bank  as  an  eligible  Sellor/Servicer 
with  this  office  under  FNMA  and  GNMA,  and  you  are  now  qualified  to  sell  us 
and  service  for  us  FHA  and  VA  mortgages.  It  is  our  understanding  that  Spring- 
field Equities,  Ltd.  will  serve  as  your  agent  in  New  York,  however,  all  accounting 
reports,  correspondence,  etc.  will  emanate  from  your  main  office  in  Jacksonville, 
and  we  will  forward  any  stock  which  you  may  purchase  to  this  office  as  well.  We 
understand  you  are  withdrawing  your  request  for  approval  by  us  of  Acorn  Mort-^ 
gage  Company. 

The  Seller/Servicer  Code  Number  which  has  been  assigned  to  you  for  this  office 
is  974,  which  number  should  be  used  for  all  reports,  remittances  and  correspondence 
with  us,  as  well  as  the  9-digit  Seller/Servicer  Number  (10544-000-6). 

Please  complete  arrangements  for  opening  the  FNMA/GNMA  custodial 
accounts.  The  enclosed  Forms  37,  Letter  Agreement  for  Servicer's  Custodial 
Account,  must  be  utilized  for  this  purpose.  These  accounts  should  be  opened 
promptly  and  the  originals  returned  for  our  records. 

We  sincerely  hope  you  will  avail  yourselves  of  the  facilities  offered  to  you  by 
our  office. 

Sincerely  yours, 

Philip  J.  Lynch, 
Assistant  Regional  Vice  President. 

P.S.  Since  it  has  apparently  been  some  time  since  your  Bank  filed  Forms  11a 
(Resolution  of  Directors)  with  us,  we  request  that  you  complete  the  enclosed  forms 
and  return  the  original  to  us. 

P.J.L. 
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EXHIBIT  6 


FNMA  Documents  relating  to  Springfield  Equities  Ltd. 


fccv.  3-5-^0 

To:  FEDERAL  NATIOMAL  MORTGAGE  ASSOGUTIOH 

211  South  Broad  Street 

Philadelphia,  Pa.  19107 


SELLER/3EFIVICER  Qai'3TI0"i;AIRE 


laW-i  ilAIIil,   ADOHfSS  fand   j;iP  CODE: 
■KPRIKGFU'l."   F.QUITIES   LTD. 
P8-22    161ot   Street 
Jar.ialca,    Wew  York    11432 


Phone  Number:       212-297-6830    •- 
Sellei'/Servicer  Code  No:         67A 


Area  of  Operations:  N.Y.C.   Nassau  County, 

Suffolk,  Upatate.KY 

Bi-anch  Offices  end  Addresses: 

Office  Manager: 

HONE 

Name  and  Titles   of  principal  Officers:     SAMFORD  ALLINSON 

tOUIS    I.    l.ERNER 
STFPHKN  ROSFNPAllM 


Servicing  S'Jpervisor  (Name  and  Title): 

Nlcas lo  P.  CorseTlo   Mortgage  Officer 

Person  to  Contact  on  Insurance: 
mi  Ian  Fisher  CHrs.'* 


FRESIDEOT 
VICE  PHHSIDPI^JT 
SFCRKTARY  TRKAI^URER 


Person  to  Contact  on  Delinquencies: 
Nicaslo  P.  Corse  Uo 


Person  to  Contact  on  Accounting  Reports: 
Irrta  Horovltz   (Mrs,) 


Niunber  of  Field  Men:        2       Pull  Time: 

Part  Tiine: 

X 

Do  you  service  loans  for  any  other  FliMA  office?  _ 

No 

Name  Region  and  No. 

of  Loans : 

Karnes  end  addresses  of  othsr  investors  u!iom  you  represent,  and  the  approxiniate  number  of 
mortgages  serviced  for  each  (Attach  list  if  you  prefer) :  I^ice  Savings  Bank  of  Ullllamsburgh 

Polish  National  Alliance  oT  Brooklyn 
(list  Ettaciied'i 


CUSTODIAL  ACCOl'MTS 


FNl-IA 


Name  and  Addi-ess  of  Bank:  Valley  National  Bank 


Highest  Dolliir  Balance  last  year: 
Bate  of  Highsst  Balance; 


$  118887.48 
12/18769" 


GNMA 


$1194^52 


12/17 /£S 


Type  and  Aoiount  of  Fidelity  Insurance: 
Individual  $   75000.00     Blanket  $_ 
Deductible  4 
NaTT.e  and  Address  of  Carrier:  Lloyds  of  London 

c/o  Wohlrelch  &  Anderson  Ltd. 

S-i    .Tnlin    Strppt,    Hi>»  Vmk ,    N.Y. 


Direct  Surety  $_ 


Cancellation  Clause  to  Notify  FNMA:      /  /  Yes       ~[3  N° 


Specify  Officers  or  Employees  Excluded  from  Fidelity  Coverage: 

NONE 


Do  you  carry  Errors  and  Omissions  Insurance? 


-las- 


Amount  j.  no^-in.nn 


f\ii-ni3h  a  copy  of  your  latest  audit  report  or  a  copy  of  last  financial  statement,  certified  by 
a  Certified  Fublic  Accountant  or  Public  Accountant.  If  you  are  a  state  or  federally  supsrvire.' 
bank  or  savings  and  loan  association,  a  printed  copy  of  latest  published  financial  statrment  :,s 
acceptable.   Date  fiscal  ycrsr  ends:    7/3] 

Are  advance  notices  of  morogago  installment  pay-idnts  due  nailed  to  mortgagors?  Yes 

If  so,  how  many  days  in  advance  is  the  notice  sent?  \2. 

What  day  of  tlie  month  do  you  mail  notice  of  delinquency  to  mortgagors? 
First  Notice   Tenth "    Second  Notice   Sixteenth     Third  Notice 


l/hat  day  of  delinquency  do  you  make  personal  contact  (not  by  telephone)  uith  your  mortgagor.^: 
regarding  delinquencies?    '^tghte.- nth 

If  ycu  service  FNilA  ovmed  mortgages  on  properties  consisting  of  ten  or  more  living  units  0'..':iod 
by  one  mortgagor,  complete  the  folloi.'ing  schedule: 


Nairo  of  Hort(^age 
NO  HE 


I.ocatio !^  of  property 


Section 
of  Act 


No.   of 
I  cans 


No.    of 
LiviniT  tlnlts 


TELiiiniONE  NUM." 


641 


0]jrtiiijfirlii 


EQUITIES  LTD. 

PPROVEO       MORTGAGEE        FEDERAL        HOUSING        ADMINISTRATION 


ta-Zi     leiST    STREET,    JAMAICA.  N.   Y      t  1432 
AREA  CODE  (2121    AXTEL    7-6200 


THVESTOR 

Dime  Savings  Bank  of  Wllllamsburgh  343 

Northeastern  Pennsylvania  National  Bank  &  Trust  Co.           22 

Geneva  S.ivlngs  Bink  45 

Polish  National  Alliance  of  Brooklyn  34 

Schenectady  Savings  Bank  39 
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FNMA   Fonn    128  /VJ //— i>'i^C  -(/  y^  APPROVED  TOR 

Rev.    2/11/66  FlvA  fTlFHA 

SELLER'S  [Y]    OR  SERVICER'S  Q]      RECORD 

FOR  YEARS  1966-1970 

Name  SPRINGFIELD     EQUITIES,    LTD. (      klL  )  Phone  212-297-6200 

Address         159-05  Hillside  Avenue.    Jamaica.    Mew  York     11A32 

«  c         J       New  York  State 

Area  Served       t^^" 


Branch  Offices. 


Principal  Officers     Sanford  Allison,    Pres.  ,    Stephen  Rosenbaum,    Sec.    Treas;    Louis   I. 
IiRrriRr,    Kyp.n..Vir:R  PrRfi,   Dnrnthy  C. Pnln.si,   MoT-tg^gP  Of  r-i  ^qt- 


Servicing  Supervisor     Nicasio   P.    Corsello 


No.    Field  Men  2  "°-    ^""      3 

Serv.  Emps. — 


Other  Investors  neprcHented;    Buffalo   Say.    Bk   -  60  loans;    '68  

Dime   Savings  Bk  of  Wmsbrg.    -  361;      Geneva  Savings  Bank  -  L,Z%    Polish  National 
Alliance  of  Brooklyn  -  l^'i        '69 

'68  !• -$11^887. /^B 

Highest   Dollar  Amount  In  Custodial  Account:? $662576        ^_ft-i-|q/    r-)% 

Fidelity  Insurance:   []3 1"**-   |     |  Blanket     Q  Direct  Surety  $  lOOM     $    ].50M      $  75000    $ 


Finnncial    Data:                         Assets  Liabilities  Net    Worth  Net   Profit    (Loss 

Ae  At      5-20-6.5 159,600 Q,600  iso,onn  

A-30-67  325, 9A3  11/^,335  211,607  (3,720.06) 

^-30-68  1.191.715  985.2/15  206.  A70  4, 862 

■     /1-30-69  2,5/:^2,/>77.21  1 ,980,/>21.06  562,056.15  9,^76.78 

^^-30-70  2,0a.019  1,259,335  781,68/i.      '  3,857.' 


Handling  of  Delinquencies: 

First  Notlce^^J£_^Second_^tlce  16  Thlr/&L}i°c"^"g  "'""^'^  Personal  Contacts    25th 

Form  301  Signed       6/u7gg~ Inactive Terminated^ 

*  Form  302  Signed '_L InactlveJ^ Terminated. 

P&S  Signed ^ Terminated 

Triennial  Inapcctlon  Certificates   Rec'd:  . 


Field  Vlalta: fnmA  Audits     Eff-      7/25/70 

Remorlcs 


Eff  a/25/68   -  Tra'^.sfer  o f  Servicing  to  Kanufacturers  Hanover  Trust   Company 

"68     FW-IA  Atlanta   -   58  Loans 

W75fm '■ 

Pr-nhntion   Tnripflnlte   -  Pel    1 -  Letter   ijw/h'^  Ridding  Privileges   Sus.    Inde f 

Atlanta   -  suspension  of  Bidding  privileges   -  on  probation 

Miami   Operation  -   5/^6/69       -     Miami   Oper.    -  Removal  Letter  -  7/23/69 


<FNMA  Letter  3/26/69  Exec. 
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"C 


1A371 -000-9 

FNMA    Fom.    128  {^  APPROVED  FOa 

Rov.    2/11/66  HvaDfKA 

SELLER'S  [x]    OR  SERVICER'S  @      RECORD 

FOR  YKARS         1971   - . 

Name  SmHGFIKLD  EQUITIES,   LTD. (       67^  )  phone  212-297-6830/1 

.jj  "130-05  Hillside  Avenue,   Jamaica,   New  York     llli32"" 

Address . ^  _        _.  ..  ^  

Area  Served      New   York  State . 

Branch  Offices^ . 

Principal  Offlcprn    Sanford  Allison.    Pres.  ,    Stephen  Rosenbaum,    Sec.    Treas;   Louis  I. 
Lerner-,    Exec.   Vice   Pres.,    Dorothy  G.    Pelosi ,   Mortgage  Officer 


Servicing  Supervbior         Nicasio   P.    Corsello 


„.    ,j   .  9  No.    Other 

No.    Field  Men  _£ „„_.,    r- 

Serv.   Emps. 


Other  Investors  HpprPHPntpd;     Buffalo  Sav.    Bk   -  60  loans;    '68 
Dime   Savings  Bk   of  Wmsbrg.    -   361;      Geneva   Savings   Bank  -  ^8;    Polish   National 
Alliance  of  Brooklyn  -  /;83        '69 

Hlgheat   Dollar   Amount  in  Custodial  Account:  S  Sl.l9A.52^ $ $ 


Fidelity  Insurance:   Q  Ind.   |     |  Blanket     Q  Direct  Surety  $ $ $ $ 

Financial   Data:  Assets  Liabilities  Net   Worth        Net   Profit    (Loss 

As  At        i4-30-70  2.0/a.019.  1.259,335.  781,68^.  3,857. 


Hondllns  of  Delinquencies:  ^   -, -,       .  ^, 

following  month 

First  Notice      16  Second  Notice ^16      Third  Notice  Personal  Contacts     25th 


Form  301   Signed  6/lA/t6 InacUve Terminated 

Form  302  Signed  1/8/d8 InactIve_L Terminated ^^i^^i/ZZ. 

P&S  Signed ^ Terminated : 

Triennial  Inspection  Certificates   Rec'd: 

Field  Viaite: FNMA  Audits   Eff.    7/25/70 


Remarks        Eff.    /j25/b8  -  Transfer  of   ScrvicinR   to  Manufacturers  Hanover.  Trust   Co. 

"68     FNMA  Atlanta   -   58  loans 

Probation  Indefinite  -  Del.^  -  Letter   /./ll/69      (6/25/69  -  Bidding   Privileges   Sus. 

~l"n3er . ) 
Atlanta   -  suspension  of  bidding  privileges  -  on  probation 

Miami   Operation  -   5/26/69  -  Miami   Opcr.    -  Removal   Letter  -  7/23/69 ,_ 

»  FNMA  LETTER  3/26/69  Exec. , ^ , , y,^ 


transfer  of  Ssrvicing  to  Jnr^rr,nn^nllc    Natinn-,!    Bank    ^ff.    Zl2^Ju^-  Spring  He  Id. 

continues  as  an  eligible  Seller,  jjnhi    FA/n/>  /CMif/l  ^eKriC/n/Ci  -^Ef,  n i i^/tr7T>-_ 
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C/DELINQUE 


ySTATUS  -  COMBINED  OF 


•TIONS 


'6 


SF.RVICINO   NOTES 


10-2^-68  -  Visit  to  Office 
Mr.  Bernstein,  Miss  Trezza  &  M 


'S.  Crac 


Loans  serviced  by  Manufacturer 
Hanover  -  5/68 


Resumed  Servicing  10/68 


2-3-6P  Louis  Lerner  and  Stephe 

Rosenbaum  -  Visit  to  Office  (S 2 

%   as  of  3/31/69  Fiscal  Repor 

Critical  Letter  5/29/69 

3722/69  -  Visit  -  Loiiia  Lerner 

and  Anne  Roffe 
EV  6/19/69  Unsatisfactory  Biddjlng 
Bidding  Privileges  Suspended 
Tndermiteiy  -  KhK  -  0/25/6'/ 
Visit  to  Office  7/22/69  -  Mr 


9/12/69  -  Continue  Supervision 
9/11/69  -  Visit  -  Mp.  Lerner  & 


erner  fi; 
Rosenba 


EV  9-15-69  -  Suspension  &  pro 


Restore  Selling  Privileges 


KV 


/70  -  Del . 
9/1//70  - 


No   recommerrint 


Pending  Audit   0,jtcorne 


Del.   Letter  12/7/70 
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DELINQUENCY  STATUS  -  COMBINED  OPERATIONS 


'6 


' 

TOTAL 
MOnTOAOES 

m 
lonc- 

Cl.OSURE 

PEL. 

DEL. 
3  MO. 

ncL 

5  MO 

1.  ovrn 

TOTAL 

DLLIN. 

rr.ncrNT 

PEUN. 

StHVlClNO   NOTES 

Jnn.    1D"^ 

';'."  .? 

'-.^ 

,;•',- 

^/ 

',' 

^-  .r. 

^/       ' 

Feb. 

March 

~ 

April 

Mnv 

- 

/lunc 

JulY 

Au)». 

Sept. 

Oct. 

Nov. 

Dec. 

Jan.    19 

Feb.' 

March 

April 

May 

June 

July 

Auc. 

Sept. 

Oct. 

Nov. 

Dec. 

Jan.    19 

Feb. 

March 

April 

May 

June 

July 

Auc 

Sept. 

Oct. 

Nov. 

. 

Dec. 

Jan.    19 

Feb. 

March 

April 

May 

June 

July 

AUR. 

".ept. 

Oct. 

Nov. 

in-,:. 

r'H    NnmoCp^/^cfle-icl    ^Oui\\££^    \AA 
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October  8,   1970. 
Re  Fidelity  Bond  Coverage. 

Mr.   NiCASIO  P.   CORSELLO, 

Mortgage  Officer,  Springfield  Equities,  Ltd., 
Jamaica,  N.Y. 

Dear  Mr.  Corsello:  Reference  is  made  to  your  letter  dated  September  18, 
1970,  requesting  the  right  to  have  a  $300,000.00  Fidelity  Bond  with  a  $500.00 
deductible. 

We  wish  to  advise  that  your  request  has  been  approved  and  that  provisions 
of  Section  101  of  the  Servicers  Guide  are  hereby  waived. 
Sincerely  yours, 

Michael  J.  Sweeney, 

Loan  Representative. 


Springfield  Equities  Ltd., 

Jamaica,  TV.F.,  November  11,  1970. 
Re  F.N.M.A.  Audit— September,  1970. 
K.  A.  Duncan, 

Regional  Vice  President,  Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  In  response  to  your  letter  of  October  22,  1970,  we  here- 
with report  the  following  adjustments  to  our  present  procedures  and  up-to-date 
reports  as  to  specific  cases  which  were  questioned: 

1.  Inaccurate  Certifications  that  All  Matured  Mortgage  Installments  Had  Been 
Paid  By  the  Mortgagor — All  mortgages  are  now  set  up  on  computer  on  the  date 
they  close.  Full  statements  are  now  available  from  the  outset  of  the  loan  (as  of 
October  1,  1970).  No  account  may  be  submitted  to  F.N.M.A.  until  the  payment 
reflected  in  the  loan  balance  has  been  posted. 

2.  Remittance  Not  Made  Promptly — Collections  now  made  on  a  daily  basis,  as 
per  F.N.M.A.  requirements.  (Started  September  24,  1970) 

3.  Tax  Penalties  Incurred  and  Charged  to  Mortgagors — The  initial  group 
referred  to  by  the  auditors  have  received  refunds  totaling  $127.43.  A  study  of  all 
accounts  is  now  in  progress  and  further  refunds  will  be  made  where  necessarj-. 

4.  Insurance  Loss  Settlements  Not  Handled  Properly — F.N.M.A.  requirements 
stated  in  section  121  of  the  Servicer's  Guide  are  now  in  strict  force.  Formal 
verification  of  continued  F.H.A.  insurance  have  been  requested  on  F.N.M.A. 
numbers  31-305578,  31-515418  and  31-525082.  Copies  of  replies  will  be  forwarded 
to  F.N.M.A. 

5.  Late  Charges  Billed  and  Collected  Several  Months  After  Late  Payments  Were 
Accepted — Late  charges  are  removed  if  not  collected  by  the  date  of  receipt  of 
the  next  billed  installment.  Example:  Late  charge  assessed  on  the  15th,  monthly 
payment  received  without  late  charge  between  16th  and  30th;  letter  to  mortgagor 
goes  out  demanding  remittance  of  amount  due,  etc.  If  next  payment  does  not 
include  late  charge,  it  is  returned  or  late  charge  is  waived. 

6.  Handling  of  Foreclosures  Inadequate — (a)  Documents  forwarded  to  field 
council  within  24  hours  of  receipt  from  F.N.M.A. 

(b)  Field  councils  notified  by  certified  letters  to  submit  detailed  monthly 
progress  reports  and  to  inform  our  office  immediately  when  problems  develop 
(see  copies  enclosed). 

(c)  Adherence  bv  field  could  to  item  6  (b)  should  enable  Springfield  Equities 
Ltd.  to  file  F.H.A.'2068  on  the  proper  date. 

(d)  Form  2068  is  now  filed  on  the  date  of  the  foreclosure  sale.  Please  note, 
forms  1025,  2766  and  2767  are  not  supplied  by  F.H.A.  in  bulk  quantities.  We 
have  contacted  our  local  office  in  Hempstead,  New  York  and  were  informed 
that  they  are  only  forwarded  on  receijjt  of  F.H.A.  form  2068.  We  are  therefore, 
under  these  terms,  unable  to  file  these  forms  on  the  date  the  foreclosure  sale  is 
held.  We  will  file  these  forms  as  soon  as  they  are  received  from  the  F.H.A. 

(e)  Monthly  property  inspections  are  made  and  have  been  made  prior  to  and 
during  the  tenure  of  all  foreclosures.  Dated,  detailed  inspection  reports  are  now- 
being  recorded  using  F.N.M.A.  form  30  (Property  Inspection  Report). 

7.  Transaction  Dates  Not  Shown  Correctly  on  Mortgage  Ledger  Cards  and  Applica- 
tion of  Unapplied  Payments  Not  Shown  on  the  Cards— Wo  have  informed  our 
I.B.M.  servicer  of  these  inadequacies  and  have  been  told  that  present  processing 

Note. — Clears  all  findings.  However,  follow-up  should  be  maintained  for  advice  as  to 
coraipletion  of  the  review  beinj;  made  in  accordance  with  Finding  No.  8. 
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of  the  items  in  question  are  to  be  modified  with  the  total  revamping  of  their 
current  programmed  system.  These  adjustments  should  be  in  effect  within  the 
next  twelve  months.  Follow  up  inquiries  will  be  made  to  determine  their  progress 
in  this  area. 

8.  Excess  Escrow  Funds  Not  Remitted-  to  F.N.M.A. — Starting  September  25, 
1970  excess  funds  remitted  bj-  Springfield  Equities  to  F.N.M.A.  as  per  require- 
ments set  forth  in  Servicer's  Guide. 

9.  Mortgagors  Charged  With  Fees  For  Tax  Searches — As  per  F.N.M.A.  instruc- 
tion, tax  search  charges  will  be  absorbed  bj^  Springfield  Equities  effective 
immediately. 

Please  be  assured  that  we  have  alerted  ourselves  to  these  situations  and  recog- 
nize the  need  for  our  complete  familiarity  with  all  F.N.M.A.  regulations. 

All  personnel  have  been  made  aware  of  these  shortcomings  and  instructed  as 
to  proper  procedures  to  prevent  future  recurrences. 
Very  truly  yours, 

NiCASIO    P.    CORSELLO, 

Mortgage  Officer,  Mortgage  Servicing  Division. 

Federal  National  Mortgage  Association 
Memorandum 

October  6,   1970. 
To:   Duncan,  Regional  Vice  President — FNMA. 
Attention:   McCarron,  Assistant  Regional  Vice  President. 
From:   Miller,  Regional  Director,  Examination  and  Audit — Philadelphia. 
Subject:  Springfield  Equities  Ltd.,  Jamaica,  N.Y. 

In  a  memorandum  dated  August  28,  1970,  Mr.  McCarron  requested  that  in 
our  audit  for  the  captioned  Servicer,  we  review  its  files  concerning  the  fire  loss 
on  loan  number  31-515418  (Kokason  and  Pack,  128-12  Gotham  Road,  Ozone 
Park,  N.Y.)  and  investigate  the  matters  referred  to  in  a  memorandum  dated 
August  24,  1970  from  Mr.  Reed,  Regional  Counsel  to  Mr.  Duncan. 

From  our  review  of  the  Servicer's  records  and  discussions  with  Mr.  Corsello, 
Mortgage  Officer,  we  found  that  some  of  the  information  obtained  by  Mr.  Reed 
from  Inspector  Adam  Tatem,  is  at  variance  with  information  we  obtained.  These 
variances  are  as  follows — (the  quotations  shown  below  are  from  Mr.  Reed's 
memorandum) : 

(i)  "The  Servicer  secured  the  property,  a  frame  house,  by  boarding  it  up,  said  to 
have  been  at  an  excessive  price."  According  to  the  Servicer's  records,  it  received 
first  notification  of  the  loss  on  1/2/70  and  an  inspection  was  made  on  1/4/70. 
The  Servicer's  inspector,  who  charged  no  fee,  found  that  the  property  had  already 
been  boarded  up. 

The  mortgagor  had  arranged  for  an  Insurance  Adjuster,  Chamlin  &  Spitzer, 
Inc.  to  handle  the  loss  for  them  and  the  adjusters  had  the  property  boarded  up, 
at  a  cost  of  $300.00  to  the  mortgagors.  (The  Servicer  stated  that  this  charge 
seemed  to  be  excessive,  but  the  mortgagors  had  made  the  arrangements). 

(ii)  "The  contractor  is  said  to  have  been  paid  about  $7,000.00  for  a  botched  job. 
The  release  of  $500.00  on  May  15,  1970  ...  is  said  to  have  been  made  without 
authorization  of  the  mortgagors,  when  they  were  dissatisfied."  The  Servicer 
obtained  the  mortgagor's  authorization  to  release  funds  $(8,465.00)  to  the  con- 
tractor, except  the  last  $500.00,  released  on  5/17/70.  At  that  time,  the  Servicer 
was  holding  $1,000.00,  and  based  on  an  inspection  made  by  Robert  Oxford, 
Appraiser,  on  5/15/70,  the  Servicer  released  $500.00  to  the  contractor  on  5/17/70. 
The  inspection  showed  only  certain  minor  items  to  be  completed  but  the  Servicer 
withheld  the  remaining  $500.00  which  was  due  the  contractor. 

The  final  $500.00  was  subsequently  released  to  the  mortgagors  ($280.00  on 
6/8/70)  and  the  Viking  Aluminum  Co.  ($220.00  on  7/8/70,  approved  by  the 
mortgagors). 

(iii)  "The  contractor  did  a  poor  job,  and  eventually  abandoned  it,  uncom- 
pleted." The  mortgagors,  not  the  Servicer,  arranged  for  the  contractor  to  do  the 
work.  (We  have  a  copy  of  the  contract,  signed  by  the  mortgagor  and  the 
contractor). 

According  to  memos  that  the  contractor  wrote  (we  have  copies),  the  mortgagors 
moved  back  into  the  property  prior  to  completion  of  the  repair  and  interfered 
with  the  work. 

(iv)  "The  place  is  vminhabitable."  According  to  the  inspection  made  on  5/15/70, 
the  house  was  inhabitable  and  the  mortgagors  were  living  there,  with  only  minor 
repairs  yet  to  be  made. 
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(v)  "The  contractor  did  not  obtain  a  building  permit,  according  to  Mr.  Tatem.". 
The  memorandum  from  the  contractor  states  that  he  had  a  building  permit. 
Whether  he  did  or  not  would  not  be  the  Servicer's  responsibility  since  the  contract 
was  between  the  mortgagor  and  the  contractor. 

At  7/8/70,  the  entire  proceeds  from  the  insurance  loss  of  $10,850.00  had  been 
disbursed.  Also,  the  Servicer  had  disbursed  $40.00  to  Robert  Oxford,  Appraiser, 
(from  the  mortgagor's  escrow  funds)  for  inspections  of  the  property  on  4/17/70 
and  5/15/70. 

The  Servicer  did  not  feel  that  it  had  anyone  qualified  to  inspect  the  repairs 
and  determine  whether  the  property  had  been  properly  restored.  It  therefore 
obtained  the  services  of  an  outside  appraiser,  to  whom  they  disbursed  $20.00  for 
each  inspection. 

According  to  the  Servicer's  records,  the  disbursements  of  the  above  proceeds 
were  made  as  follows: 


Payee 


Date 


Amount    Remarks 


Chamlin  &Spitzer,  Inc Mar.  31,1970  $1,085 

300 

Rockaway  Contractors _..  Apr.     1,1970  3,465 

Do .-  Apr.  17,1970  2,000 

Robert  Oxford do 20 

Rockaway  Contractors Apr.  29,1970  3,000 

Do _ May  15,1970  500 

Robert  Oxford do 20 

Lenora  Kokason.. June    8,1970  280 

Viking  Aluminum,  Inc July     8,1970  220 

Total 10,890 


Adjusters  fee. 

Boarding  up  property. 

Release  autfiorized  by  mortgagors. 

Do. 
Fire  inspection  fee  (from  mortgagors'  escrow  funds). 
Release  autfiorized  by  mortgagors. 

Inspection  fee  (from  mortgagors'  escrow  funds). 
Electrical  service.  Release  authorized  by  mortgagors. 
Storm  and  screen  windows  to  be  installed  by  payee. 
Release  authorized  by  mortgagors. 


As  shown  in  Finding  No.  4  (of  our  audit  report)  which  covers  the  above  loss 
and  two  other  cases,  the  Servicer  has  not  been  handling  insurance  loss  settlements 
in  accordance  with  Section  121  of  the  Servicers  Guide.  The  Servicer's  employees 
were  unfamiliar  with  the  FN  MA  instructions  for  handling  and  reporting  insurance 
losses.  (Copy  of  Finding  No.  4  attached). 

It  is  our  understanding  that  the  mortgagors  are  suing  the  contractor  for  non- 
performance under  the  contract  and  that  the  contractor  is  suing  the  mortgagors 
for  non-payment  of  his  bill,  which  included  additional  work,  not  affected  by  the 
fire  loss. 

Arthur  W.  Miller. 

4.  Insurance  Loss  Settlements  Not  Handled  Properly  (Sec.  121  Servicers  Guide) 
We  reviewed  the  Servicer's  handling  of  three  insurance  loss  settlements,  in 
amounts  of  $10,850.00  (Loan  No.  31-515418),  $4,447.56  (Loan  No.  31-305578), 
and  $3,950.00  (Loan  No.  31-525082),  and  found  the  following  deficiencies: 

(i)  The  Servicer  did  not  prepare  and  forward  to  FNMA  a  Form  176  (Report 
of  Hazard  Insurance  Loss),  or  any  other  notification  of  the  loss  or  recommen- 
dation concerning  disposition  of  the  loss  proceeds.  Also,  the  Servicer  did  not  com- 
plete a  FNMA  Form  177  (Insurance  Loss  Settlement). 

(ii)  The  Servicer's  files  do  not  show  that  authority  for  release  of  funds  was 
received  from  the  mortgagor  in  the  following  cases: 


Disbursements 


Loan  No.  and  payee 


Date 


Amount    Purpose 


31-515418:  Chamlin  ASpitzer,  inc Mar.  31,1970         $1,385.00    Adjuster's fee-$l,085;  boarding  property- 

$300. 

31-515418:  Rockaway  Contractors May  15,1970  500.00    Repairs. 

31-305578:  Perry  Cohen  Associates May     7,1970  555.93    Adjuster's  fee  (I2I4  percent). 

31-305578:  Larry  GiPeppo _ do 53.00    Securement  of  property. 

31-525082:  (Various) (Various)  2,155.91    (Various). 


(iii)  The  files  do  not  contain  copies  of  bills  or  receipts  in  support  of  disburse- 
ments to  contractors  or  insure  adjustors,  or  release  of  funds  to  mortgagors.  (We 
examined  the  cancelled  checks.) 

(iv)  The  Servicer  had  not  informed  FHA  of  the  restoration  of  the  properties 
and  had  not  obtained  a  statement  from  FHA  that  the  mortgage  insurance  will 
continue  in  force. 
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(v)  For  one  insurance  loss  (Loan  No.  31-305578),  the  files  do  not  show  that 
the  property  was  inspected  after  restoration  to  determine  that  the  work  had 
been  completed  in  a  satisfactory  manner  and  the  property  restored  to  a  condition 
as  good  as,  or  better  than  it  was  before  the  loss  was  sustained.  (Mr.  Corsello 
stated  that  the  property  had  been  inspected.) 

The  Servicer  was  unfamiliar  with  Section  121  of  the  Servicers  Guide  concerning 
the  handling  of  insurance  loss  settlements.  Mr.  Corsello  stated  that  for  Loan 
No.  31-525082  the  mortgagor  generally  came  into  the  office  and  gave  verbal 
approval  for  release  of  funds  (item  ii  above). 

(a)  Mr.  Corsello  stated  that  the  Servicer  will  contact  FHA  and  obtain  a  state- 
ment that  the  mortgage  insurance  will  continue  in  force  for  each  of  the  three 
mortgages  shown  above.  He  also  stated  that  from  now  on  insurance  loss  settle- 
ments will  be  handled  in  accordance  with  Section  121  of  the  Servicers  Guide. 

August  6,  1970. 
Reed — Regional  Counsel. 
Regional  Vice  President. 
Hostile  criminal  action  against  one  of  our  Servicers. 

Inspector  Tatem  of  the  city  of  New  York  called  to  advise  me  that  one  of  our 
properties  that  had  been  damaged  by  fire  and  which  was  being  serviced  by  Spring- 
field Equities  had  been  repaired  by  a  contractor  who  has  been  arrested  for  grand 
larceny  and  that  Springfield  Equities  was  under  investigation  for  possible  indict- 
ment on  a  conspiracy.  The  property  on  which  the  fire  loss  occurred  is  owned  by 
Lenore  Kokason  and  Eva  Pack  and  is  located  at  128-12  Gotham  Road,  South 
Ozone  Park  in  Queens  County. 

The  FHA  case  number  for  the  particular  property  is  373-132251  and  Inspector 
Tatem  said  there  was  a  further  identification  number  of  8490-515418-F750H.  It 
has  been  determined  that  this  refers  to  FNMA  Loan  Number  515418,  the  file 
of  which  is  attached. 

The  criminal  indictment  has  a  returnable  date  in  the  Queens  County  criminal 
court  in  November.  Inspector  Tatem  requested  that  we  not  alert  Springfield 
Equities  relative  to  this  matter  but  would  appreciate  our  keeping  him  informed 
of  any  matters  we  may  ascertain  from  our  investigation  of  this  case.  Inspector 
Tatem's  telephone  number  is  212-566-4795.  Inspector  Tatem  also  stated  that 
Mr.  Condon  of  the  FHA  Hempstead  Office  is  thoroughly  familiar  with  the  case 
involved. 

Inspector  Tatem  specifically  mentioned  that  the  fire  loss  proceeds  from  the 
insurance  company  were  released  by  Springfield  Equities  without  the  approval  of 
the  property  owner,  that  a  $20.00  inspection  fee  had  been  charged  the  property 
owner  on  at  least  two  occasions,  and  that  a  $280.00  check  for  electrical  services 
had  been  paid  to  a  subcontractor  although  they  were  also  included  in  the  check 
to  the  general  contractor. 

Please  look  into  this  case  and  advise  what  action  you  recommend  in  connection 
with  this  call  and  whether  you  think  it  would  be  advisable  to  ask  the  auditors 
to  make  a  special  audit  of  Springfield  Equities  to  obtain  additional  information 
relative  to  the  specific  case. 

K.  A.  Duncan. 


Federal  N.\tional  Mortgage  Association 

memorandum 

August  28,  1970. 

To:  Miller — Regional  Director,  Examination  and  Audit  Division. 
From:  Assistant  Regional  Vice  President. 

Subject:  Springfield  Equities,  Ltd.,   Karakson  &  Pack,   128-12   Gotham  Road, 
S.  Ozone  Park,  N.Y. 

Attached  is  a  memorandum  of  Regional  Counsel's  to  Mr.  Duncan  dated 
August  24,  1970  covering  his  recent  visit  to  New  York  City  to  investigate  a  fire 
loss  involving  one  of  our  secured  properties.  You  will  recall  that  I  discussed  the 
contents  of  the  memorandum  with  you  recently,  and  I  understand  that  Mr.  Judd 
will  visit  this  Servicer  on  September  2,  1970  for  the  purpose  of  further  investigating 
the  handling  of  the  matter. 

You  will  recall  that  I  pointed  out  to  you  that,  although  this  fire  loss  was  in  the 

amount  of  $10,850.00,  that  being  the  extent  of  the  settlement  with  the_  insurance 

company ;  nevertheless,  the  Servicer  has  not  reported  the  matter  to  this  office  as 

required.  Additionally,  the  Servicer  has  proceeded  to  arrange  for  the  restoration 
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of  the  property,  lining  up  a  contractor  and  making  partial  disbursements  along 
the  way.  At  this  moment,  from  the  information  contained  in  the  monthly  mortgage 
statements,  which  Mr.  Reed  obtained,  it  appears  that  $10,630.00  has  been  dis- 
bursed to  the  contractor  with  an  additional  $40.00  retained  by  the  Servicer  as 
"inspection  fees,"  which  would  leave  a  balance  of  $180.00  from  the  insurance  loss 
payment,  which  amount  is  apparently  still  held  by  the  Servicer. 

I  do  not  know  why  the  Servicer  claimed  $40.00  in  inspection  fees,  and  no  doubt 
Mr.  Judd  will  check  on  this  point  when  he  visits  the  Servicer.  Additionally,  al- 
though the  sum  of  $10,630.00  was  expended  for  restoration,  Mr.  Reed  reports 
that  the  contractor  did  a  poor  job,  eventually  abandoned  the  work,  and  that  the 
premises  are  still  uncompleted. 

I  shall  appreciate  your  report  as  soon  as  possible. 

Oliver  J.  McCarron. 


[CONFIDENTIAL] 

Federal  National  Mortgage  Association 

Memorandum 

August  24,  1970. 
To:  Duncan,  Regional  Vice  President. 
From:  Regional  Counsel. 
Subject:  Springfield  Equities,  Ltd. 

Pursuant  to  your  memorandum  of  August  6,  I  investigated  the  subject  matter 
in  New  York,  on  August  21,  and  22,  1970. 

On  August  21,  I  talked  to  Inspector  Adam  Tatem,  at  his  oflfice  at  80  Lafayette 
Street,  New  York  City,  which  is  down  below  Canal  Street. 

I  still  do  not  have  a  complete  picture  of  what  happened.  Inspector  Tatem 's 
office,  a  State  or  consumer  protection  organization,  was  robbed  recently,  and 
finding  little  cash,  the  intruders  tossed  about  or  destroyed  various  files  and 
records,  which  seriously  hampers  him.  The  following  is  the  bc*^  *^".*:  T  ;:/    do. 

Mortgagors  Lenore  Karakson  and  her  daughter,  Eva  Pack,  suffered  a  serious 
fire  at  128-12  Gotham  Road,  South  Ozone  Park,  N.Y.,  11420,  on  which  we  hold 
the  mortgage.  The  Servicer  secured  the  property,  a  frame  house,  by  boarding  it  up, 
said  to  have  been  at  an  excessive  price. 

Apparently  there  was  a  claim  adjuster,  but  in  any  event,  the  insurer  paid  off 
in  the  amount  of  $10,850,  credited  to  her  account  by  Springfield  on  April  1,  1970. 
(our  loan  file  shows  nothing.)  See  Ex.  A. 

Rockaway  Contracting  Corporation,  of  which  Henry  Sullivan  is  owner  and 
President,  contracted  to  repair  the  damage.  Inspector  Tatem  had  a  copy  of  the 
contract,  but  it  was  destroyed  in  the  robbery,  and  he  requests  that  he  receive 
another  copy  if  we  obtain  one  from  Springfield. 

As  work  progressed,  mortgagors  furnished  to  Springfield  a  disbursement  authori- 
zation, such  as  Ex.  B,  up  to  a  point  of  time. 

The  contractor  did  a  poor  job,  and  eventually  abandoned  it,  uncompleted.  He 
chose  the  wrong  victim — she  works  for  the  Police  Department,  and  took  very 
good  photographs  which  I  saw.  Among  other  things,  the  bathroom  tile  is  in- 
complete. The  place  is  uninhabitable.  A  complaint  of  the  City  Housing  and 
Development  Administration,  dated  January  26,  1970  (Ex.  C)  has  not  been  met. 
This  is  filed  in  Queens  Criminal  Court,  Part  6  as  No.  368/70.  The  contractor  did 
not  obtain  a  building  permit,  according  to  Mr.  Tatem. 

Bathroom  fixtures  are  lacking,  the  floors  in  the  house  in  general  are  in  bad 
shape  and  not  refinished,  closet  doors  and  trim  and  walls  are  incomplete. 

Springfield  charged  inspection  fees  of  $20.00  to  mortgagors'  account.  (Some 
appear  Ex.  A.)  The  question  is  whether  there  was  an  inspection,  but  I  note  that  the 
first  one  occured  before  repairs  started. 

The  contractor  is  said  to  have  been  paid  about  $7,000.00  for  a  botched  job. 
The  release  of  $500.00  on  May  15,  1970  (Ex.  A,  pg.  4)  is  said  to  have  been  made 
without  authorization  of  the  mortgagors,  when  they  were  dissatisfied. 

Springfield  is  alleged  to  have  paid  the  contractor  for  electrical  work,  for  which  he 
did  not  pay  the  electrical  sub-contractor,  who  filed  a  mechanics  lien,  now  on  the 
property.  This  lien,  for  $250,000  balance,  was  filed  July  22,  1970.  I  am  not  sure 
that  Servicers  must  police  a  general  contractor. 

Springfield  paid  the  contractor  for  lumber  and  trim  (according  to  Inspector 
Tatem)  in  the  amount  of  $701.25.  The  supplier,  Ozone  Park  Lumber  Corp.  did 
not  receive  all  of  this  money,  and  filed  a  mechanics  lien  for  $250.00  on  July  22,  1970. 
See  Ex.  D. 
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Inspector  Tatem  says  that  the  contractor's  principal,  Henry  Sullivan,  was 
arrested  on  complaint  of  mortgagors.  Hearing  has  been  postponed  to  November  12, 
1970,  to  give  us  a  chance  to  take  a  position.  Presumably,  he  is  out  on  bail. 

Several  of  the  officers  of  Springfield  are  lawyers.  The  District  Attorney  is  ex- 
pected to  go  after  them,  with  a  possible  bar  censure,  according  to  Inspector  Tatem. 

Inspector  Tatem  thought  that  we  were  "the  United  States"  and  might  take 
action.  I  explained  our  status,  and  he  cited  the  New  York  Penal  Law,  Sees.  105.00, 
105.05  and  105.10  as  available  to  us.  I  told  him  that  I  could  not  pass  upon  the 
matter,  that  our  usual  action  for  incompetent  servicing  was  to  discontinue  the 
activity  on  our  behalf. 

The  next  day,  August  21,  1970,  I  talked  to  Mr.  Condon,  FHA,  Hempstead, 
L.I.,  N.Y.  There  I  learned  little  more.  FHA  has  not  investigated,  for  it  is  said 
to  be  our  problem.  However,  Mr.  Condon  said  that  one  of  the  New  York  savings 
banks  had  some  similar  experience  with  Springfield,  and  transferred  servicing. 

In  direct  reply  to  your  memorandum  of  August  6,  it  is  my  opinion  that  if  the 
foregoing  is  true,  Springfield  may  be  incompetent,  to  say  the  least.  I  recommend 
a  special  audit,  with  the  caution  that  what  we  discover  may  result  in  our  auditors 
being  witnesses  in  a  criminal  prosecution.  The  remainder  of  my  comments  I 
prefer  to  make  to  you  personally. 

John  R.  Reed. 


Federal  National  Mortgage  Association 

Memorandum 

October  6,  1970. 
To:  Duncan,   Regional  Vice  President — FNMA. 

From:  Miller,    Regional   Direcgor,    Examination  and   Audit — Philadelphia. 
Subject:  Audit  of  Servicer,  Springfield  Equities,  Ltd.,  Jamaica,  N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  and 
GNMA  mortgages,  and  reviewed  its  procedures  for  servicing  these  mortgages. 
The  audit  began  on  September  P  and  ended  on  September  24,  1970. 

At  July  25,  1970,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
873  FNMA  mortgages  and  5  GNMA  mortgages  for  the  Northeast  Regional 
Office,  and  618  for  other  investors. 

The  Servicer  began  servicing  for  FNMA  in  February  1968  and  has  not  been 
previously  audited. 

Nine  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with  Mr. 
Louis  I.  Lerner,  Vice  President,  and  Mr.  Nicasio  Corsello,  Mortgage  Officer  and 
Servicing  Manager,  who  agreed  to  correct  the  deficiencies  shown  by  Findings  1 
through  ^  but  we  were  unable  to  obtain  an  agreement  for  clearance  of  Finding 
No.  9. 

Finding  No.  1  is  serious  in  our  opinion,  because  it  concerns  inaccurate  certifi- 
cations at  the  time  of  submission  of  10  mortgages  to  FNMA.  Certain  details, 
which  we  consider  an  integral  part  of  evaluation  of  the  importance  of  the  inaccurate 
certifications  by  the  Seller/Servicer  are  shown  on  Exhibit  AA.  We  do  not  consider 
these  details  appropriate  for  transmission  to  the  Seller/Servicer. 

Findings  2  through  8  are  also  serious,  in  our  opinion,  because  they  show  material 
deficiencies  in  the  Servicer's  records  or  procedures.  We  suggest  that  the  Servicer 
be  required  to  (i)  confirm  its  agreement  to  correct  these  deficiencies;  (ii)  describe 
in  detail  the  steps  it  takes  to  clear  Finding  No.  1;  and  (ii)  advise  FNMA  when  the 
review  contemplated  in  Finding  No.  3  has  been  completed  and  reimbursement  of 
tax  penalties  made  to  individual  mortgagor's  escrow  funds. 

Finding  No.  9  concerns  the  Servicer's  use  of  the  services  of  O'Flyn  &  Verity, 
Inc.,  tax  searchers,  and  the  charging  of  $4.00  a  year  to  each  mortgagor  for  this 
service.  As  shown  in  the  finding  and  in  the  memorandum  written  by  Mr.  Corsello 
on  September  21,  1970  (copy  attached  to  Exhibit  A-3),  the  Servicer  wishes  to 
continue  charging  mortgagors  for  this  service.  We  have  noted  in  our  recent  audits 
of  Regency  Equities  Corp.,  East  Meadow,  N.Y.  and  Marshall  Associates,  Jericho, 
N.Y.,  that  both  of  these  Servicers  use  O'Flyn  &  Verity,  Inc.,  but  neither  of  them 
charges  the  mortgagors  for  this  service.  We  suggest  that  the  Servicer  be  instructed 
to  discontinue  charging  mortgagors  for  services  performed  by  O'Flyn  &  Verity, 
Inc. 

Exhibit  B  contains  10  findings  which  we  did  not  consider  serious.  These  were 
discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessary  but  we  believe  it  would  be  desirable  to 
send  the  Servicer  a  copy  of  Exhibit  B. 
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We  feel  you  may  be  interested  in  the  following  comments: 

The  Servicer's  Mortgage  Officer,  who  is  in  charge  of  mortgage  servicing,  has 
been  with  the  Servicer  for  only  about  one  year.  During  the  past  year,  the  Servicer's 
portfolio  of  FNMA  mortgages  has  increased  from  281  mortgages  at  7/25/69  to 
873  mortgages  at  7/25/70.  The  Servicer  has  not  increased  its  staff  sufficiently 
to  keep  pace  with  the  substantial  increase  in  the  size  of  its  servicing  portfolio. 

The  unfamiliarity  of  the  Mortgage  Officer  and  his  staff,  with  FNMA  servicing 
requirements  has  accounted  for  many  of  the  deficiencies  reported  in  the  above 
findings. 

In  addition  to  the  lack  of  sufficient  personnel,  the  Servicer's  offices  have  been 
overcrowded.  The  Servicer  plans  to  move  to  larger  quarters  in  November,  at 
which  time  the  Servicing  Department  will  occupy  space  almost  as  large  as  the 
Seller/Servicer's  entire  office  space  at  the  present  time. 

We  discussed  with  Mr.  Lerner,  the  need  for  additional  servicing  personnel, 
particularly  a  person  trained  in  mortgage  servicing  who  can  help  Mr.  Corsello 
run  the  servicing  operations.  Mr.  Lerner  stated  that  within  the  next  few  weeks 
he  will  hire  such  a  person,  and  that  he  also  plans  to  hire  at  least  one  additional 
person  for  the  Servicing  Department. 

In  our  opinion,  the  Servicer  is  sincere  in  its  desire  to  do  a  good  job  for  FNMA, 
as  evidenced  in  part  by  its  delinquency  ratio  of  4.5%  for  June  and  July  1970, 
and  we  believe  that  appropriate  action  will  be  taken  to  clear  the  findings. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  two  copies  of  your  letter  to  Mr.  Sanford  Allinson,  President, 
confirming  the  agreements  for  clearance  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.  Miller. 


Exhibit  A 


Federal  National   Mortgage   Association,    Examination   and    Audit 
Division — Field  Office,  Philadelphia 

Re  Springfield  Equities  Ltd. 

Deficiencies  Which  the  Servicer  Agreed  to  Correct 

1.  Inaccurate  Certifications  That  All  Matured  Mortgage  Installments 
Had  Been  Paid  by  the  Mortgagors  (Sec.  617  Sellers  Guide) 

For  each  of  the  following  4  mortgages  sold  to  FNMA  since  January  1,  1969, 
the  Seller/Servicer  had  not  received  the  latest  matured  installment  from  the  mort- 
gagor at  the  time  the  mortgage  submission  or  resubmission,  was  received  (after 
15th  of  month)  by  FNMA: 

(A)  31-800001  (Kelty) 

The  Mortgage  Submission  Voucher  (FNMA  Form  305)  was  signed  bv  the 
Seller/Servicer  on  2/5/70  and  mailed  to  FNMA  on  2/16/70  (received  2/19/70).  On 
this  voucher  the  Seller/Servicer  showed  that  the  2/1/70  installment  was  paid.  The 
mortgage  was  purchased  by  FNMA  on  3/4/70  at  the  2/1/70  balance. 

The  Seller/Servicer's  records  show  that  a  telegram  was  sent  to  the  mortgager 
2/25/70  demanding  the  2/1/70  installment  of  $206.00  plus  a  late  charge  of  $4.12. 
According  to  the  Servicer's  warehouse  records,  the  2/1/70  installment  was  paid 
2/27/70.  At  8/25/70  the  mortgagor  owed  three  installments. 

(B)  31-800135  (Patterson) 

The  Mortgage  Submission  Voucher,  showing  that  the  2/1/70  installment  was 
paid,  was  signed  by  the  Seller/Servicer  2/17/70  and  mailed  to  FNMA  on  the  same 
day  (received  2/19/70).  FNMA  purchased  the  mortgage  on  3/4/70  at  the  2/1/70 
balance. 

According  to  the  Servicer's  records,  a  telegram  was  sent  to  the  mortgagor 
2/25/70  demanding  the  2/1/70  installment  of  $207.00  plus  a  late  charge  of  $4.14. 
On  3/13/70  the  Servicer  wrote  to  the  mortgagor  and  requested  that  the  2/1  and 
3/1  installments  be  paid.  Delinquency  follow-up  records  show  that  a  new  owner 
(Richard  Wilson)  paid  the  2/1  and  3/1  installments  on  6/3/70  and  promised  1?^2 
payments  each  month  until  the  mortgage  was  brought  current.  At  8/25/70,  the 
mortgagor  owed  the  7/1  and  8/1/70  installments. 
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(C)  31-508268  (Patterson) 

The  Mortgage  Submission  Voucher  was  submitted  to  FN  MA  2/24/69,  at  which 
time  the  first  instalhnent  was  not  due.  The  mortgage  submission  was  rejected  by 
FNMA  on  4/2/69,  4/15/69  and  5/6/69.  The  mortgage  was  again  resubmitted  to 
FN  MA  5/7/69  with  the  5/1/69  installment  shown  as  paid. 

The  ledger  transcript  which  was  sent  to  FNMA  with  the  resubmission,  shows 
payment  dates  that  do  not  agree  with  the  Servicer's  records,  as  follows: 

Date  paid— 


Per  ledger  transcript  Per  servicer's 

Installment  due  date  senttoFMNA  records 

March  1,1969 _ March  3, 1969 April  24, 1969. 

April  1,  1969 April4,1969 Do. 

May  1,  1969 May  5, 1969 June  11, 1969. 

The  mortgage  was  purchased  by  FNMA  6/4/69  at  the  5/1/69  balance,  and  no 
payments  have  been  made  since  that  time.  The  mortgage  is  in  foreclosure. 

(D)  31-304978  (Olmo) 

The  Mortgage  Submission  Voucher  was  submitted  to  FNMA  11/27/68,  at  which 
time  the  first  installment  was  not  due.  The  submission  was  subsequently  rejected 
by  FNMA  on  12/31/68  and  again  on  1/13/69. 

At  the  time  of  the  resubmission  on  1/24/69,  the  voucher  prepared  by  the  SeUer/ 
Servicer  showed  that  the  1/1/69  installment  had  been  paid,  and  the  ledger  tran- 
script which  was  sent  to  FNMA  showed  that  the  12/1/68  installment  was  paid  on 
12/1/68  and  the  1/1/69  installment  paid  on  1/1/69.  However,  the  Servicer's  cash 
receipt  records  show  that  both  the  12/1/68  and  1/1/69  installments  were  paid 
2/19/69.  FNMA  purchased  the  mortgage  on  2/5/69  at  the  1/1/69  balance.  At 
8/25/70,  the  nortgage  was  in  foreclosure. 

In  addition  to  the  four  mortgages  shown  above,  the  following  six  mortgages, 
which  were  sold  to  FNMA  since  January  1,  1970  ,were  received  by  FNMA  before 
the  15th  of  the  month  and  consequently  it  was  not  necessary  for  the  current 
month's  installment  to  be  paid.  However,  in  each  instance  the  Seller/Servicer 
reported  on  the  Mortgage  Submission  Voucher  that  the  current  month's  install- 
ment had  been  paid,  but  we  found  that  the  Servicer's  records  did  not  support 
these  statements: 

(E)  31-716478  (Blake) 

The  Mortgage  Submission  Voucher  was  sent  to  FNMA  on  2/5/70  and  was 
received  by  FNMA  2/11/70.  The  Seller/Servicer  reported  that  the  2/1/70  install- 
ment had  been  paid.  FNMA  purchased  the  mortgage  2/17/70  at  the  2/1  balance. 

According  to  the  Servicer's  records,  a  telegram  was  sent  to  the  mortgagor 
2/25/70  demanding  the  2/1/70  installment  of  $220.00  plus  a  late  charge  of  $4.40. 
The  Servicer  received  $200.00  on  3/2/70  and  wrotfe  to  the  mortgagor  3/13/70 
requesting  the  3/1  installment  plus  $20.00  as  the  amount  owed  on  the  2/1  install- 
ment. At  8/25/70  the  mortgage  was  current. 

(F)  31-800525  (Gray) 

The  Mortgage  Submission  Voucher  was  sent  to  FNMA  ?>lbllQ,  at  which  time 
the  Seller/Servicer  reported  that  the  3/1/70  installment  had  been  paid.  FNMA 
purchased  the  mortgage  3/12/70  at  the  3/1/70  balance.  The  Servicer's  records 
show  that  the  3/1/70  installment  was  credited  3/16/70. 

The  mortgage  paid  the  4/1  installment  on  4/15/70  but  he  has  made  no  payments 
since  that  time,  and  the  mortgage  was  in  foreclosure  at  8/25/70. 

(G)  31-710092  (Pagett) 

The  Mortgage  Submission  Voucher  was  sent  to  FNMA  1/7/70,  at  which  time  the 
Seller/Servicer  reported  that  the  1/1/70  installment  had  been  paid.  FNMA  pur- 
chased the  mortgage  1/16/70  at  the  1/1/70  balance.  The  Servicer's  records  show 
that  the  1/1/70  installment  was  credited  1/12/70,  At  8/25/70  the  mortgagor  owed 
the  8/1  installment. 

(H)  31-711562  (LyoK, 

The  Mortgage  Submission  Voucher  was  sent  to  FNMA  1/5/70,  with  the  1/1/70 
installment  reported  as  having  been  paid.  FNMA  purchased  the  mortgage  1/26/70 
at  the  1/1/70  balance.  The  Servicer's  records  show  that  the  1/1/70  installmem 
was  credited  1/22/70.  At  8/25/70  the  mortgage  was  current. 
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(I)  31-800524  (Clark) 

The  Mortgage  Submission  Voucher  was  sent  to  FN  MA  3/5/70,  at  which  time 
the  Seller/Servicer  reported  that  the  3/1  installment  had  been  paid.  FNMA 
purchased  the  mortgage  3/12/70  at  the  3/1  balance.  The  Servicer's  records  show 
that  the  3/1/70  installment  was  credited  3/31/70.  At  8/25/70  the  mortgage  was 
current. 

(J)  31-804434  (Douglas) 

The  Mortgage  Submission  Voucher  was  sent  to  FNMA  7/8/70,  at  which  time 
the  Seller/Servicer  reported  that  the  7/1  installment  had  been  paid.  FNMA 
purchased  the  mortgage  7/21/70  at  the  7/1  balance. 

A  memorandum  dated  7/27/70  from  the  Seller/Servicer's  warehouse  division  to 
its  servicing  department  indicated  that  the  July  payment  had  not  been  received. 
The  Servicer's  records  show  that  the  7/1/70  installment  was  credited  7/31/70. 
At  8/25/70  the  mortgage  was  current. 

The  above  cases  were  discussed  with  Mr.  Louis  I.  Lerner,  Vice  President,  at 
which  time  we  stated  that  in  our  opinion  the  Seller/Servicer's  procedures  are 
inadequate  for  determining  at  the  time  of  submission,  whether  the  current  month's 
installment  had  been  received  and  credited  to  the  morgagor.  In  this  respect, 
the  Seller/Servicer's  procedures  do  not  provide  for  tne  establishment  of  a  mortgage 
ledger  card  for  the  period  between  the  time  the  mortgage  is  closed  and  the  date 
FNMA  purchases  the  mortgage.  When  installment  payments  were  received 
prior  to  purchase  by  FNMA,  the  collection  was  recorded  in  the  Seller/Servicer's 
cash  receipts  book  and  showed  only  the  mortgagor's  last  name  and  the  total 
amount  received. 

Mr.  Lerner  stated  that  in  many  cases  outside  collectors  received  checks  from 
mortgagors  but  did  not  turn  them  in  at  the  Servicer's  office  until  some  time  later. 
At  the  time  of  submission,  information  was  shown  on  the  Mortgage  Submission 
Voucher  based  on  telephone  calls  from  collectors,  who  said  they  had  the  current 
month's  installment.  Mr.  Lerner  also  said  that  the  Seller/Servicer  had  lost  some 
money  through  failure  of  collectors  to  turn  in  the  funds,  in  which  case  the  Seller/ 
Servicer  put  up  its  own  funds  to  cover  the  loss. 

(a)  Mr.  Lerner  stated  that  the  Servicer  would  immediately  establish  procedures 
to  prevent  the  submission  or  resubmission  of  a  delinquent  mortgage  to  FNMA. 
Procedures  are  to  be  established  so  that  mortgage  ledger  cards  will  be  maintained 
while  the  mortgage  is  in  a  warehouse  bank.  Mr.  Nicasio  Corsello,  Mortgage 
Officer,  who  is  in  charge  of  the  servicing  department,  is  to  be  charged  with  the 
responsibility  of  ascertaining  that  the  current  month's  installment  has  been 
received  and  recorded  on  the  mortgage  ledger  card,  at  the  time  the  information 
is  put  on  the  Mortgage  Submission  Voucher  and  sent  to  FNMA. 

(iii)  The  files  do  not  contain  copies  of  bills  or  receipts  in  support  of  disburse- 
ments to  contractors  or  insure  adjustors,  or  release  of  funds  to  mortgagors.  (We 
examined  the  cancelled  checks.) 

(iv)  The  Servicer  had  not  informed  FHA  of  the  restoration  of  the  properties 
and  had  not  obtained  a  statement  from  FHA  that  the  mortgage  insurance  will 
continue  in  force. 

(v)  For  one  insurance  loss  (Loan  No.  31-305578),  the  files  do  not  show  that 
the  property  was  inspected  after  restoration  to  determine  that  the  work  had  been 
completed  in  a  satisfactory  manner  and  the  property  restored  to  a  condition 
as  good  as,  or  better  than  it  was  before  the  loss  was  sustained.  (Mr.  Corsello 
stated  that  the  property  had  been  inspected.) 

The  Servicer  was  unfamiliar  with  Section  121  of  the  Servicers  Guide  concerning 
the  handling  of  insurance  loss  settlements.  Mr.  Corsello  stated  that  for  Loan 
No.  31-525082  the  mortgagor  generally  came  into  the  office  and  gave  verbal 
approval  for  release  of  funds  (item  ii)  above. 

(a)  Mr.  Corsello  stated  that  the  Servicer  will  contact  FHA  and  obtain  a  state- 
ment that  the  mortgage  insurance  will  continue  in  force  for  each  of  the  three 
mortgages  shown  above.  He  also  stated  that  from  now  on  insurance  loss  settle- 
ments will  be  handled  in  accordance  with  Section  121  of  the  Servicers  Guide. 

5.   LATE  CHARGES  BILLED  AND  COLLECTED  SEVERAL  MONTHS  AFTER  LATE  PAYMENTS 
WERE  ACCEPTED   (SEC.   105  SERVICERS  GUIDE) 

The  Servicer  accepted  monthly  installments  after  the  15th  of  the  month  which 
did  not  include  late  charges,  but  continued  to  bill  and  collect  these  charges  beyond 
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the  date  the  next  installments  were  accepted.  Examples  of  these  mortgages  with 
dates  of  late  installments,  shown  on  Exhibit  A-2,  indicate  the  Servicer's  practice 
concerning  late  charges. 

The  Servicer's  mortgage  accounting  records  are  maintained  by  a  service  bureau 
(Financial  Services,  Inc.),  who  have  been  instructed  by  the  Servicer  to  accrue 
late  charges  for  each  mortgage  on  the  15th  of  the  month,  if  that  month's  install- 
ment has  not  been  received  by  that  date.  These  late  charges  continue  to  build 
up  and  are  shown  on  the  trial  balance  that  the  Servicer  receives  from  the  service 
bureau.  Whenever  a  mortgagor  pays  late  charges,  these  are  posted  to  the  mort- 
gage record  and  late  charges  receivable  are  reduced  accordingly. 

The  Servicer's  procedures  do  not  provide  that  late  charges  will  be  waived,  if 
not  collected  on  the  date  the  next  installment  is  accepted  by  the  Servicer. 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  immediately  discontinue  billing 
for  and  collecting  late  charges  that  are  not  collected  at  the  time  the  late  payment 
is  accepted  or  at  the  time  the  next  installment  is  received  from  the  mortgagor. 

[Exhibit  A— Page  6] 

6.  HANDLING  OF  FORECLOSURES  INADEQUATE  (SEC.  116  SERVICERS  GUIDE  AND 
SPECIAL  INSTRUCTIONS  TO  FNMA  SERVICERS  WHO  LIQUIDATE  VA  AND  FHA  HOME 
MORTGAGES) 

The  Servicer's  overall  handling  of  foreclosures  is  inadequate  in  the  following 
respects : 

(i)  The  Servicer  did  not  refer  the  following  cases  to  Field  Counsel  until  27  to 
34  days  after  FNMA  forwarded  the  mortgage  documents  to  the  Servicer  with 
instructions  to  foreclosure: 


Elapsed 
FNMA  No.  Date  of  FNMA  letter  Date  referred  to  field  counsel  days 

31-704362 Mar.  19,1970.... Apr.  15  1970 27 

31-502548 May  21, 1970 June  19, 1970 29 

31-510911 May  20, 1970 June  23, 1970 34 

31-502400 -.  Sept.  23,1969...- Oct.  22,1969 29 

31-303170 do - Oct.  21, 1969.. 28 

(ii)  For  the  following  mortgages,  the  Servicer's  files  do  not  show  that  any  follow- 
up  was  maintained  with  Field  Counsel  during  the  period  between  the  date  of 
referral  to  Field  Counsel  and  the  date  of  our  visit  (9/18/70): 


FNMA  No. 

Date  referred  to 
field  counsel 

Elapsed  days 
toSept.18,1970 

31-502548 

31-504104  

June  19, 1970 

July  31, 1970 

91 

49 

31-510911 

June  23, 1970 

87 

(iii)  The  Servicer  filed  FHA  Form  2068  (Notice  of  Default  Status)  with  FHA 
indicating  that  foreclosure  had  started  on  the  same  date  that  it  referred  the 
mortgage  to  Field  Counsel  for  foreclosure.  We  brought  it  to  the  Servicer's  attention 
that  certain  legal  action  on  the  part  of  Field  Counsel  constitutes  the  commence- 
ment of  foreclosure  and  that  the  Form  2068  should  be  forwarded  to  FHA  at  that 
time,  with  a  copy  being  sent  to  FNMA. 

(iv)  At  the  time  of  acquisition  (5/5/70)  of  the  property  formerly  securing  Loan 
No.  31-303170,  the  property  was  vacant  but  the  Servicer  did  not  notify  FHA  by 
Form  2068  until  a  week  later  (5/12/70)  and  did  not  file  an  FHA  Form  1025  (Notice 
of  Election  to  Convey)  until  6/8/70. 

Also  for  Loan  No.  31-502400  the  property  was  acquired  4/16/70  but  Form  2068 
was  not  filed  until  4/30/70. 

(v)  We  were  unable  to  find  any  evidence  in  the  Servicer's  files  to  show  that 
monthly  property  inspections  had  been  made  for  the  following  cases  that  were 
in  foreclosure: 
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EXHIBIT  A 
FINDING  NO.  6 


Date 

foreclosure        Month  when  no  property 
Loan  number  authorized         inspections  were  indicated 

31-704362 Mar.  19, 1970.  May  through  August  1970. 

31-502548 May  21, 1970.   June  through  August  1970. 

31-504104 _ July  24, 1970.   August  1970. 

31-510911 May  20, 1970.   June  through  August  1970. 

(October  and  November  1969. 
31-502400 Sept.  23, 1969. -^January  through  March  1970. 

(May  through  August  1970. 
31-303170 _ do December  1969  through  May  1970. 

The  Servicer's  personnel  were  not  fully  aware  of  the  Servicer's  responsibilities 
concerning  the  follow-up  and  reporting  on  foreclosure  cases.  Mr.  Corsello  explained 
that  follow-up  had  been  made  with  Field  Counsel  by  telephone  but  notations  had 
not  been  made  in  the  files.  He  said  that  two  of  the  Field  Counsel  are  new  and 
that  because  of  their  inexperience  (in  FN  MA  foreclosure  procedures  as  well  as 
the  Servicer's)  the  necessary  information  had  not  been  obtained  and  foreclosures 
had  not  been  completed  promptly.  Mr.  Corsello  also  said  that  in  some  cases 
properties  had  been  inspected,  but  no  Form  30  (Property  Inspection  Report) 
prepared. 

(a)  Mr.  Lerner  stated  that  from  now  on  the  Servicer  will  (i)  refer  cases  to  Field 
Counsel  promptly  after  FNMA  instructs  the  Servicer  to  foreclose;  (ii)  maintain 
a  close  follow-up  with  Field  Counsel  to  assure  that  foreclosures  are  handled 
expeditiously  and  that  the  Servicer  is  kept  informed  of  the  status  of  the  case; 
(iii)  report  that  foreclosure  has  started  only  when  such  information  has  been 
obtained  from  Field  Counsel;  (iv)  notify  FHA  that  foreclosure  has  been  completed 
(Form  2068)  promptly  after  the  sale  has  been  held;  and  (v)  make  monthly  prop- 
erty inspections  for  cases  in  foreclosure  and  file  a  FNMA  Form  30  in  the  mort- 
gage file  showing  the  results  of  each  inspection. 

7.  TRANSACTION  DATES  NOT  SHOWN  CORRECTLY  ON  MORTGAGE  LEDGER  CARDS 
AND  APPLICATION  OF  UNAPPLIED  PAYMENTS  NOT  SHOWN  ON  THE  CARDS  (SEC.  202 
SERVICERS  GUIDE) 

The  mortgage  ledger  cards  (history  runs)  do  not  show  correct  dates,  or  are 
incomplete  in  the  following  ways : 

(i)  For  at  least  9  checks  drawn  on  the  FNMA  Custodial  Account  in  recent 
months,  the  date  of  disbursement  shown  on  the  mortgage  ledger  cards  is  the  date 
of  posting  instead  of  the  date  shown  on  the  check.  The  posting  dates  are  generally 
the  first  business  day  after  the  dates  on  the  checks. 

(ii)  The  mortgage  ledger  cards  do  not  show  the  date  on  which  installments  are 
reversed  (NSF  checks)  but  instead  show  only  the  due  date  of  the  installment 
being  reversed. 

(iii)  Credits  to  unapplied  payments  are  properly  shown  on  the  mortgage 
ledger  cards  but  when  these  funds  are  subsequently  applied,  no  debit  to  unapplied 
payments  is  shown  on  the  ledger  card. 

This  matter  was  discussed  with  Mr.  Lerner  and  Mr.  Corsello,  who  are  of  the 
opinion  that  this  tax  service  is  beneficial  to  both  the  mortgagor  and  FNMA  and 
that  the  $4.00  charge  to  each  mortgagor  is  justified. 

(a)  Attached  as  Exhibit  A-3  is  a  memorandum  dated  9/21/70,  in  which  Mr.  Cor- 
sello explains  that  Servicer's  reasons  for  wanting  to  continue  this  tax  service 
and  its  justification  for  wanting  to  continue  charging  the  mortgagors. 

Federal  National  Mortgage  Association  Examination  and  Audit  Division — 
Field  Office  Philadelphia 

In  our  initial  review,  we  examined  the  Seller/Servicer's  records  on  5  mortgages 
sold  to  FNMA  within  the  past  two  years.  All  of  these  mortgages  were  in  fore- 
closure at  7/25/70,  the  effective  date  of  our  audit. 

According  to  the  Seller/Servicer's  records,  two  of  five  mortgages  were  not  cur- 
rent at  the  time  of  submission  to  FNMA. 

Because  of  the  two  mortgages  mentioned  above,  we  expanded  our  audit  to 
include  an  additional  60  mortgages  sold  to  FNMA.  This  selection  included  all 
mortgages  that  were  in  foreclosure  or  were  two  or  more  months  delinquent  at 


657 

7/25/70.  We  found  that  eight  of  these  mortgages  had  an  indication  of  inaccurate 
certifications. 

In  all,  we  examined  65  cases  and  found  inaccurate  certifications  in  10  cases,  as 
shown  in  Finding  No.  1.  At  8/25/70,  four  of  the  ten  loans  were  current,  three  were 
delinquent  and  three  of  them  were  in  foreclosure. 

Of  these  10  cases,  six  would  have  been  eligible  for  purchase  by  FNMA  without 
the  current  month's  installment  having  been  paid,  but  the  Servicer  stated  on  the 
Mortgage  Submission  Voucher  that  the  current  installment  had  been  paid. 

In  our  opinion,  the  inaccurate  certifications  resulted  from  inadequate  procedures 
on  the  part  of  the  Servicer,  and  not  from  a  deliberate  attempt  by  the  Servicer  to 
misrepresent  the  facts  presented  to  FNMA. 

We  suggested  that  the  Seller/Servicer  furnish  us  with  a  letter  concerning  the  10 
inaccurate  certifications,  including  an  explanation  of  the  procedures  followed  in 
submitting  mortgages  to  FNMA  for  purchase. 

Attached  is  a  copy  of  a  letter  dated  September  18,  1970  from  Mr.  Sanford 
Allinson,  President,  on  these  procedures,  with  an  attached  copy  of  an  intra- 
office  memorandum  to  the  Servicer's  staff  concerning  procedures  for  processing 
submissions  in  the  future. 

The  letter  also  includes  an  attachment  titled  "Comments"  which  indicates  that 
in  many  cases  the  Collectors  delayed  in  turning  in  the  monthly  payments  for  the 
loans  cited  in  the  finding  and  that  this  condition  was  determined  by  an  "audit 
review."  The  Servicer's  files  do  not  contain  written  data  or  evidence  to  show  that 
for  the  loans  involved,  the  non-receipt  of  funds  was  due  to  withholding  of  funds  by 
the  Collectors.  However,  based  on  conversations  with  Servicer's  key  personnel,  it 
is  quite  possible  that  this  was  the  cause  in  some  instances. 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  change  its  procedures,  as  well  as  its 
instructions  to  the  Service  Bureau,  in  order  to  show  on  mortgage  ledger  cards — (i) 
actual  disbursement  dates ;  (ii)  the  actual  date  on  which  installments  are  reversed ; 
and  (iii)  debits  to  unapplied  payments. 

EXCESS    ESCROW    FUNDS    NOT    REMITTED    TO    FNMA    (PART    III    SERVICERS     GUIDE) 

The  FNMA  Form  179  (Report  of  FNMA  Custodial  Account)  for  the  months  of 
June,  July,  and  August  1970  showed  the  following  information  concerning  excess 
escrow  funds: 


Report  month 

Escrow  held  by 

servicer  (line  9, 

col.  1) 

T.  &  1.  limita- 
tion (line  10, 
col.  1) 

Excess 
escrow 

June                                      

$125,203.11 

$109,770.10 
117,251.42 
121,919.06 

$15,433.01 

July                 

171,014.18 

53,  762.  76 

August 

_ .._          205,957.47 

84.038.41 

The  above  excess  funds  were  not  remitted  to  FNMA,  and  in  each  instance,  the 
Servicer  stated  on  the  reverse  side  of  the  Form  179  that  the  excess  funds  were 
being  retained  to  pay  the  1st  Quarter  1970  New  York  Real  Estate  Taxes  (penalty 
date  8/31/70).  However,  escrow  disbursements  in  July  and  August  1970  were 
$12,528.03  and  $22,859.30  respectively,  each  of  which  was  considerably  less  than 
the  amount  the  Servicer  was  permitted  to  retain. 

(a)  The  Servicer  apparently  did  not  fully  understand  the  FNMA  requirements 
concerning  excess  escrow  funds.  We  pointed  out  that  the  excess  funds  should  be 
retained  only  when  it  is  known  that  the  amount  held  by  the  Servicer  will  be 
insufficient  to  pay  bills  due  the  following  month. 

Mr.  Lerner  stated  that  the  Servicer  will  comply  with  FNMA  requirements  from 
now  on. 

DEFICIENCIES  ON  WHICH  CORRECTIVE  ACTIONS  WERE  NOT  ARRANGED 

9.  MORTGAGORS  CHARGED  WITH  FEES  FOR  TAX  SEARCHES  (Sec.  100  Servicers  Guide) 

Section  100  of  the  Servicers  Guide  provides  that  the  Servicer  is  obliged  to  per- 
form for  FNMA,  services  customarily  required  of  a  mortgagee,  and  that  it  is 
expected  that  the  Servicer  will  not  collect  fees  from  the  mortgagor  for  any  service 
performed  by  the  Servicer  in  behalf  of  FNMA. 

Instead  of  maintaining  its  own  system  for  obtainment  of  real  estate  tax  bills 
prior  to  due  date,  the  Servicer  uses  the  services  of  O'Flyn  &  Verity,  Inc.,  who  are 
tax  searchers  in  the  New  York  City  area.  For  these  services  in  1969,  the  Servicer 
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disbursed  $1,976.00  to  O'Flyn  &  Verity,  Inc.  from  the  FNMA  Custodial  Account 
on  1/15/70.  Each  of  494  FNMA  mortgagor's  escrow  accounts  were  charged  $4.00 
for  this  tax  service. 

Springfield  Equities  Ltd., 
Jamaica,  N.Y.,  September  18,  1970. 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Att:  Mr.  Thomas  E.  Judd,  Assistant  Regional  Director) 

Dear  Mr.  Judd:  Your  recent  audit  of  our  company  has  raised  a  question  con- 
cerning the  proper  procedures  in  effect  relative  to  submissions  to  FNMA  and  the 
purchase  of  loans  by  FNMA. 

Springfield  began  servicing  loans  in  the  early  part  of  1969.  We  established  our 
servicing  department  under  the  supervision  of  a  principal  stockholder  of  our 
company.  Springfield  then  employed  personnel  with  some  servicing  backgrounds 
and  banking  experience. 

During  these  formative  months  our  servicing  department  was  engaged  in  a  rapid 
development  both  with  FNMA  servicing  and  other  financial  institutions,  e.g. 
Equitable  Life  Insurance  Society,  Dime  Savings  Bank  of  Williamsburgh. 

Our  servicing  department  immediately  experienced  a  rapid  growth,  starting 
with  approximately  four  million  dollars  of  loans  to  approximately  thirty  million 
dollars  as  of  this  date. 

Springfield  recognizing  the  significance  and  importance  of  the  servicing  division 
in  August  1969  put  two  principal  partners  at  the  head  of  the  servicing  division. 

Recognizing  the  absolute  need  of  more  experienced  top  managerial  skills  as 
related  to  the  servicing  posture,  Springfield  arranged  for  the  employment  of 
Mr.  Nick  Corsello  as  Chief  Mortgage  Officer  of  the  Springfield  Servicing  Division. 
In  addition,  Mr.  Corsello  arranged  for  a  complete  overhaul  of  both  the  accounting 
and  servicing  personnel  and  as  of  today,  our  own  outside  auditors  have  rated  the 
fiscal  functions  of  our  servicing  division  as  superior. 

Mr.  N.  Corsello,  the  Chief  Mortgage  Officer,  was  previously  employed  in  the 
servicing  department  of  two  major  savings  banks  in  the  metropolitan  area. 
Mr.  Corsello  has  had  a  significant  experience  factor  in  the  intimate  details  of  a 
large  servicer. 

Pursuant  to  our  discussion  with  you  relative  to  procedures  concerning  sub- 
missions and  purchase  of  loans  by  FNMA,  we  wish  to  advise  you  that  additional 
restrictions  have  put  upon  our  warehousing,  banking,  and  auditing  staffs,  to 
provide  that  no  reoccurence  can  ever  reoccur  in  certain  areas. 

Specifically,  the  auditing  department  must  now  effectively  determine  the 
receipt  of  monthly  paj^ments.  These  monthly  payments  must  now  be  either 
mailed  in  by  the  outside  collectors  or  brought  in  personally  before  twenty  four 
hours  have  elapsed.  The  date  of  the  receipt  of  the  funds  in  our  auditing  office 
will  be  the  guideline  for  shipments  to  FNMA. 

In  the  1969  period,  Springfield  had  engaged  collectors  to  obtain  funds  for 
monthly  payments  and  in  manj^  instances  we  permitted  the  collectors  to  hold  on 
to  funds  for  in  some  instances  as  long  as  twenty  to  thirty  days.  Moreover,  our 
accounting  procedures  did  not  provide  for  detailed  information  indicating  the 
exact  date  of  collection  and  relating  to  the  date  of  deposit  in  our  principal  bank 
accounts. 

In  the  same  1969  period,  while  this  extraordinary  expansion  was  going  on,  we 
determined  that  the  mortgage  officer  then  in  charge  (Mickey  Chernoff)  was 
inadequate  in  functioning  as  chief  mortgage  officer,  and  under  his  supervision 
many  losses  in  cash  remittances  from  collectors  was  experienced.  This  situation 
was  immediately  rectified  by  the  employment  of  Mr.  Corsello. 

We  have  examined  the  specific  cases  submitted  to  us  and  under  .separate  cover 
we  are  forwarding  to  you  our  analysis  and  explanation  of  each  and  every  case. 

We  also  wish  to  advise  you  that  your  audit  has  brought  to  our  attention  many 
important  areas  which  we  will  now  submit  to  a  much  tighter  audit  procedure  by 
our  internal  staff.  We  assure  you  that  our  company  will  put  into  effect  those 
procedures  you  have  recomended  immediately,  and  no  reoccurence  will  prevail 
in  the  future. 

Very  truly  yours, 

Sanford  Allinson,  President. 
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SPRINGFIELD  EQUITIES  LTD.,  SEPT.  18,  1970 


Loan 
Name  number    Comments 


Kelty 

Blake 

Patterson. 

Gray 

Pagett.... 

Lyon 

Clark 

Patterson. 

Olmo 

Douglas... 
McDavid.. 


800001 

An  audit  review  of  this  case  indicates  that  the  FNMA  ship- 

ping department  had  been  advised  by  a  collector  that 

funds  had  been  collected  and  held  out  until  collector 

came  into  office. 

715478 

An  audit  review  indicates  that  the  collector  withheld  funds 

until  coming  into  office. 

800135 

An  audit  review  indicates  that  the  collector  had  withheld  or 

not  submitted  funds. 

800525 

An  audit  review  indicates  that  the  collector  turned  in  funds 

at  later  date. 

710092 

Do. 

711562 

Do. 

800524 

Do. 

508268 

Do. 

304978 

Do. 

804434 

Do. 

804791 

Do. 

Date:  September  18,  1970 

Subject:  Audit  revisions  related  to  FNMA  submissions 

To:  Servicing  Department 

Warehousing  Department 

Closing  Department 

Legal  Department 

Outside  Auditors 

Internal  Auditors 

1.  Based  upon  findings  of  FNMA  auditors  the  following  procedures  are  to  be 
implemented  effective  this  date  and  no  variances  in  procedures  are  to  be  permitted 
under  any  circumstances. 

2.  All  closed  loans  are  to  be  warehoused  immediately  with  our  servicing  division. 

3.  Servicing  Division  will  immediately  set  up  loans  with  financial  service  pre- 
paring mailing  data  etc. 

4.  Servicing  Division  will  now  prepare  the  305  necessary  for  FNMA  submission 
and  purchase. 

5.  Servicing  Division  will  only  submit  loans  that  are  current. 

6.  All  monies  held  in  hands  of  collectors  or  any  other  individuals  are  never  to  be 
considered  as  collected  and  no  305  submission  can  be  made  unless  the  receipts 
are  recorded  on  our  electronic  data  processing  records. 

7.  Servicing  Division  is  to  handle  all  delinquencies  and  such  delinquencies  are  now 
to  be  brought  to  the  attention  of  a  supervising  partner. 

8.  All  monies  collected  in  the  hands  of  collectors  are  to  be  set  up  on  a  schedule 
and  in  the  event  that  the  money  is  not  remitted  via  money  order  actual  money, 
etc.  within  24  hours  this  event  must  be  reported  both  to  the  mortgage  officer  and 
a  supervising  partner. 

9.  All  memorandums  relative  to  these  items  are  to  be  circulated  on  a  daily  basis 
to  the  internal  auditing  division  and  a  supervising  partner. 

2.    REMITTANCES    NOT    MADE    PROMPTLY    (SEC.    205    SERVICERS    GUIDE) 

According  to  the  net  total  reported  on  the  FNMA  Form  253  (Monthly  Summary 
of  Remittances)  the  Servicer  should  have  commenced  remitting  collections  to 
FNMA  on  a  daily  basis  in  July  1969.  However,  the  Servicer  was  unfamiliar  with 
the  FNMA  remitting  requirements  and  has  been  remitting  approximately  only 
once  a  week  in  three  of  the  past  four  months — (May,  July  and  August  1970)  and 
twice  a  week  during  the  other  months  during  1970. 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  immediately  start  remitting  collec- 
tions to  FNMA  on  a  daily  basis. 
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3.    TAX   PENALTIES    INCURRED    AND    CHARGED   TO   MORTGAGORS    (SEC.    119   SERVICERS 

GUIDE) 

Exhibit  A-1  shows  certain  tax  penalties  ($127.43)  which  were  incurred  and 
charged  to  the  related  mortgagors'  deposit  accounts.  Mr.  Nicasio  P.  Corsello, 
Mortgage  Officer,  stated  that  the  Servicer's  procedures  provide  that  tax  penalties 
be  charged  to  mortgagors,  and  that  these  penalties  later  be  recovered  from 
O'Flyn  &  Verity,  Tax  Searchers,  and  credited  to  the  related  mortgagor's  account. 
Mr.  Corsello  said  that  the  Servicer  had  not  had  the  opportunity  to  perform  the  in- 
tended review  and  as  a  result  the  tax  penalties  had  not  been  refunded  and  credited 
to  the  mortgagors'  accounts. 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  review  all  tax  disbursements  made 
within  the  past  year  and  reimburse  the  mortgagors'  deposit  accounts  for  penalties 
charged  to  the  mortgagors,  including  those  penalties  shown  on  Exhibit  A-1. 

EXHIBIT  A-l 

FEDERAL  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  AND  AUDIT  DIVISION,  FIELD  OFFICE, 

PHILADELPHIA 

TAX  PENALTIES  INCURRED  AND  CHARGED  TO  MORTGAGORS'  ACCOUNTS 


Taxes  paid 

FNMA  No. 

Taxes  pa 

d 

FNMA  No. 

Date  (per 

Date  (per 

(prefix  31) 

ledger  card) 

Amount 

Penalty 

(prefix  31) 

ledger  card) 

Amount 

Penalty 

504104 

...  Feb.  26, 1970 

1148. 32 

$4.36 

504222 

...  Feb.  24,1970 

370. 79 

10.89 

505405 

do 

208.22 

6.12 

303169 

...  Feb.    2,1970 

250.95 

4.80 

504219 

do 

285.22 

8.38 

303169 

...  Mar.  30,1970 

177.44 

16.62 

504224 

do 

125. 49 

3.69 

513396 

do 

284.  78 

6.66 

504908 

...  Feb.  24, 1970 

213.90 

6.28 

712794... 

...  Apr.  28,1970 

232.  40 

2.62 

504220 

.do 

171.13 

5.03 

507788 

do 

77.75 

1.75 

506672. 

do 

117.60 

4.10 

507788 

do 

450. 02 

12.62 

504217 

do 

213.90 

6.28 

712796 

do 

181.99 

2.05 

503799 

do 

199. 64 

5.86 

713023 

..do 

212.  80 

2.40 

504327 

504223 

do 

do 

242.  44 
114.09 

7.12 
3.35 

Total 

127.  43 

504914 

do 

219.61 

6.45 

4.    INSURANCE    LOSS    SETTLEMENTS    NOT    HANDLED    PROPERLY    (SEC.    121    SERVICERS 

GUIDEJ 

We  reviewed  the  Servicer's  handling  of  three  insurance  loss  settlements,  in 
amounts  of  $10,850.00  (Loan  No.  31-515418),  $4,447.56  (Loan  No.  31-305578), 
and  $3,950.00  (Loan  No.  31-525082),  and  found  the  following  deficiencies: 

(i)  The  Servicer  did  not  prepare  and  forward  to  FNMA  a  Form  176  (Report  of 
Hazard  Insurance  Loss),  or  any  other  notification  of  the  loss  or  recommendation 
concerning  disposition  of  the  loss  proceeds.  Also,  the  Servicer  did  not  complete 
a  FNMA  Form  177  (Insurance  Los  Settlement). 

(ii)  The  Servicer's  files  do  not  show  that  authority  for  release  of  funds  was 
received  from  the  mortgagor  in  the  following  cases: 


Disbursements 


Loan  No. and  payee 


Date 


Amount 


Purpose 


31-515418:  Chamlin  8.  Spitzer.Inc -..  Mar.  31,1970  $1,385.00 

31-515418:  Rockaway  Contractors May   15,1970  500.00 

31-305578:  Perry  Cohen  Associates... May     7,1970  555.93 

31-305578:  Larry  DiPeppo do 53.00 

31-525082:  (Various).. (Various)  2,155.91 


Adjuster's  fee— $1,085;  boarding  property- 

$300. 
Repairs. 

Adjuster's  fee  (12J^  percent). 
Securementof  property. 
(Various). 
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LATE  CHARGES  BILLED  AND  COLLECTED  SEVERAL  MONTHS  AFTER  LATE  PAYMENTS  WERE  ACCEPTED 
EXHIBIT  A-2  (FINDING  NO.  5) 

Installments  accepted  without  Late  charge  collected  on  in- 

late  charge  stallments  In  column  2 

I  nstallments  accepted  prior  to 


Loan  number                         Due                  Paid  collecting  the  late  charge                                   Date  Amount 

31-304876 Jun    1,1969  Jun    30,1969  Jul  1, 1969— Jun  1, 1970,  all  paid  on    Jun     9,1970  $3.54 

time.  ^^==^=^^ 

31-502794 Sept.   1,1960  Sept.  24, 1969  Nov.  1  and  Dec.  1, 1969,  paid  on  time.  May  22, 1970  3.10 

Oct.     1,1969  Oct.    16,1969 do 3.10 

Jan.     1,1970  Jan.   19,1970  do 3.10 

Feb.     1,1970  Feb.  19,1970 do 3.10 

Mar.    1,1970  Mar.  20,1970  do 3.10 


Total.. 1  15.50 


31-504221 July     1,1969    Aug.  13,1969    Sept.  1, 1969to  June  1, 1970, all  paid    June  24, 1970  2.90 

Aug.    1,1969    Aug.  27,1969       on  time.  do 2.90 

Total ._-.  5.80 


31-505705 Oct.     1,1969    Oct.   20, 1969    Jan.  1, 1970  paid  on  time. Apr.  10, 1970  4.92 

Nov.    1,1969    Dec.     5,1969  do 4.92 

Dec.     1,1969    Dec.  29,1969  do 4.92 


Total. 1  14.76 

1  Collected  at  time  mortgage  was  brought  current. 

[Exhibit  A-3  (Finding  9)] 
MORTGAGORS  CHARGED  WITH  FEES  FOR  TAX  SEARCHES 

Springfield  Equities  Ltd., 
Jamaica,  N.Y.,  September  21,  1970. 

Memo  to:  Thomas  E.  Judd,  Chief  Examiner,  F.N.M.A. 

From:  N.  P.  Corsello,  Mortgage  Officer — Springfield  Equities  Ltd. 

Re  Yearly  Tax  Search  Charge. 

The  peculiar  billing  structures  of  the  various  tax  collection  offices  in  the  New 
York  City  metropoUtan  area  require  the  banking  and  mortgage  servicing  institu- 
tions located  in  this  area  to  use  the  services  of  outside  "Tax  Searchers"  such  as 
O'Flyn  &  Verity,  Inc. 

Their  responsibiUties  include: 

(1)  Obtaining  all  tax  bills  and  deUvery  of  same  in  an  orderly  fashion  within 
the  time  required  to  avoid  penalties. 

(2)  Securing  receipted  bills  and  checking  the  accuracy  of  their  posting  by 
visits  to  the  individual  tax  offices. 

(3)  Prompt  notification  of  all  discrepancies  found  and  processing  of  most 
corrections. 

(4)  Double  checking  all  Block  and  Lot  numbers  and  assuming  responsibiUty 
for  penalties  charged,  etc. 

Open  tax  items  represent  a  "lien"  on  the  property  involved  and  can  lead  in 
many  areas  to  "In  Rem"  proceedings.  Loss  of  interest  to  both  mortgagor  and 
mortgagee  may  result  from  such  action. 

Formal  notifications  of  certain  serious  liens  are  never  sent  to  the  mortgagee 
and  in  many  instances  are  not  forwarded  by  the  mortgagors.  The  price  of  this 
vital  service  has  risen  in  past  years  and  must  be  turned  over  to  the  mortgagor 
to  partially  defray  the  expense. 

N.  P.  Corsello. 


Exhibit  B 

Federal  National  Mortgage  Association,    Examination  and  Audit 
Division — Field  Office,  Philadelphia 

Re  Springfield  Equities,  Ltd. 
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Deficiencies  Which  Servicer  Agreed  to  Correct 

10.  report  of  fnma  custodial  account  not  prepared    correctly   (part  iii, 

servicers  guide) 

The  Servicer  has  not  been  properly  preparing  the  FNMA  Form  179  (Report  of 
FNMA  Custodial  Account)  in  the  following  respects: 

(i)  Unapplied  payments  are  included  in  Column  1  (Deposits  for  Insurance, 
Taxes,  etc.)  instead  of  Column  6  (Other) ; 

(ii)  Insurance  Loss  Drafts  are  included  in  Column  1  instead  of  Column  5 
(Insurance  Loss  Drafts). 

The  Servicer  apparently  was  not  aware  of  the  requirements  for  showing  un- 
applied payments  and  insurance  loss  drafts  separately  on  the  Form  179. 

(a)  Mr.  Louis  I.  Lerner,  Vice  President  and  Mr.  Nicasio  P.  Corsello,  Mortgage 
OfRcer,  stated  that  the  Servicer  will  report  the  above  items  in  the  proper  columns 
from  now  on. 

11.  INCORRECT   CU'T-OFF  DATE   USED    FOR    SINGLE    DEBIT   REPORTS   AND    FNMA   FORM 

179  (SECS.  214  AND  216  SERVICERS  GUIDE) 

It  has  been  the  Servicer's  practice  to  use  a  cut-off  date  of  as  much  as  one  week 
prior  to  the  25th  of  the  month,  for  purposes  of  reporting  to  FNMA  under  the 
single  debit  system  and  preparing  the  FNMA  Form  179  (Report  of  FNMA  Cus- 
todial Account).  As  examples,  the  following  cut-off  dates  were  used  in  recent 
months: 

Reporting  month:  Cut-off  date 

May 5/18/70 

June 6/18/70 

July  (7/24/70  used  for  Form  179) 7/22/70 

August 8/19/70 

This  presented  some  problems  in  our  reconciliation  of  the  mortgage  ledger  cards 
with  the  Servicer's  trial  balance  at  the  date  of  our  audit. 

Mr.  Corsello  explained  that  in  order  to  comply  with  FNMA's  requirement  that 
the  Form  253  (Monthly  Summary  of  Remittances)  be  mailed  on  the  26th  of  the 
month,  it  was  necessary  for  the  Servicer  to  cut-off  earlier.  The  Servicer  uses  a 
service  bureau  (Financial  Services,  Inc.)  for  handling  its  mortgage  accounting 
work  and  if  the  FNMA  cut-off  date  of  the  25th  is  used,  it  would  be  impossible 
for  the  Servicer  to  mail  the  FNMA  Form  253  until  late  in  the  day  on  the  27th  of 
the  month. 

(a)  Mr.  Lerner  agreed  to  use  the  established  FNMA  cut-off  date  of  the  25th, 
commencing  in  October,  although  this  will  mean  that  the  Form  253  cannot  be 
mailed  until  the  27th. 

12.  FNMA   CUSTODIAL    ACCOUNT    USED    FOR    UNAUTHORIZED    PURPOSES    (SEC.   204 

SERVICERS    GUIDE) 

Funds  collected  by  the  Servicer  for  payment  of  life  insurance  and  disability 
insurance  premiums  are  processed  through  the  FNMA  Custodial  Account  and 
are  included  on  mortgage  ledger  cards  as  part  of  the  mortgagor's  escrow  funds. 
The  Servicer  did  not  realize  that  FNMA  does  not  permit  such  funds  to  be  processed 
through  the  Custodial  Account. 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  discontinue  processing  life  and 
disability  insurance  funds  through  the  FNMA  Account. 

13.  LOAN  SERVICE  REPORTS  NOT  PROPERLY  PREPARED  (pART  III  SERVICERS  GUIDe) 

The  Servicer  has  not  been  showing  on  the  FNMA  Form  145  (Loan  Service 
Report)  the  date  that  the  Notice  of  Default  was  filed.  Also,  for  at  least  8  Form 
145's  filed  in  June,  July  and  August  1970,  the  Servicer  showed  that  no  face-to-face 
contact  was  made  but  did  not  explain  the  reason  why  such  a  contact  was  not 
made. 

Mr.  Corsello  stated  that  he  did  not  realize  that  the  above  information  had  to 
be  reported. 

(a)  Mr.  Lerner  stated  that  from  now  on  the  Servicer  will  show  on  the  Form 
145's  the  date  the  Notice  of  Default  was  filed,  and  where  no  face-to-face  contact 
is  made,  the  reason  for  the  omission  in  servicing  procedure  will  be  shown. 
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14.    UNDULY   SEVERE   TREATMENT   OF   DELINQUENT   MORTGAGORS 

The  Servicer  uses  the  following  wording  in  letters  written  to  mortgagors  who 
are  delinquent  for  two  monthly  installments: 

"Our  records  indicate  that  you  have  ignored  all  our  attempts  to  communicate 
with  you  concerning  your  delinquency.  At  present  your  paj^ments  are  in  arrears 
for  the  months  of  (Two  months  shown).  A  total  of  $  is  now  outstanding. 

"We  have  been  forced  to  make  our  attorneys  aware  of  this  situation  and  to 
instruct  them  to  proceed  with  a  foreclosure  action  against  you  on  (Date — About 
25th  of  Second  Month)  in  our  behalf." 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  discontinue  sending  to  mortgagors, 
letters  threatening  actions  which  the  Servicer  is  not  authorized  to  carry  out. 
Instead  the  letters  will  state  that  if  appropriate  arrangements  are  not  made  to 
bring  the  account  current,  foreclosure  action  will  be  recommended  to  the  investor. 

15.    HAZARD    INSURANCE    MORTGAGEE    CLAUSES    NOT   ADEQUATE    (SEC.    120   SERVICERS 

GUIDE) 

For  five  of  twenty-five  hazard  insurance  policies  that  we  reviewed,  the  mortgagee 
clause  did  not  show  FNMA,  C/o  Springfield  Equities,  Ltd.,  88-22  161st  St., 
Jamaica,  N.Y.  Four  of  these  policies  showed  the  Servicer  as  the  mortgagee  and 
the  other  one  showed  the  Servicer,  Walter  E.  Heller  &  Co.,  and  FNMA. 

The  Servicer  had  requested  endorsements  naming  FNMA  as  mortgagee  in 
some  cases  several  months  ago,  but  apparently  the  insurance  agents  had  not 
complied  with  the  Servicer's  request.  The  files  do  not  show  that  follow-up  was 
made  to  obtain  the  requested  endorsements. 

(a)  Mr.  Corsello  stated  that  in  most  cases  follow-up  with  insurance  agents  had 
been  by  telephone  but  no  record  was  made  of  these  efforts.  He  said  that  all  FNMA 
insurance  policies  will  be  reviewed  and  endorsements  obtained  in  all  cases  where 
FNMA  is  not  named  as  mortgagee,  c/o  the  Servicer. 

16.    SIGNED  DUPLICATES  OF  MORTGAGE  BONDS  IN  SERVICER'S  FILES 

In  at  least  8  cases  the  files  maintained  for  individual  mortgagors  contained  one  or 
more  signed  duplicates  of  mortgage  bonds.  In  each  instance  these  documents  were 
notarized,  but  none  of  these  documents  were  stamped  "Copy". 

(a)  Mr.  Lerner  stated  that  the  Servicer  will  review  all  files  and  stamp  "Copy"  on 
all  signed  duplicates.  He  also  said  that  at  the  time  mortgages  are  submitted  to 
FNMA  for  purchase,  signed  duplicates  of  mortgage  bonds  will  be  stamped  "Copy". 

17.    UNAUTHORIZED  REFUNDS  TO  MORTGAGORS  AND  ANNUAL   ANALYSIS   OF   MONTHLY 

ESCROW  REQUIREMENTS  NOT  MADE  PROPERLY  (Scc.  207  Servicers  Guide) 

As  a  result  of  its  annual  escrow  analysis  in  July  1970,  the  Servicer  refunded  ex- 
cess escrow  funds  of  $126.60,  $169.00,  and  $147.00  to  the  related  mortgagors.  In 
each  instance  the  mortgagor  requested  that  the  excess  funds  be  sent  to  him.  The 
Servicer  was  not  aware  that  FNMA  does  not  permit  the  refunds  of  excess  escrow 
funds. 

Also  in  making  the  analysis  of  escrow  requirements,  the  Servicer  did  not  take 
into  consideration  the  present  shortages  for  certain  mortgages.  As  a  result,  the  new 
monthly  installments  are  based  on  disbursements  made  in  the  past  year,  without 
any  provision  being  made  to  collect  present  shortages. 

Mr.  Corsello  stated  that  he  was  aware  of  this  situation  and  had  planned  to  make 
a  more  complete  analysis  of  certain  accounts,  as  time  permits. 

(a)  Mr.  Lerner  stated  that  from  now  on  the  Servicer  will  not  refund  excess  escrow 
funds  to  mortgagors,  but  instead  will  apply  them  in  accordance  with  Sec.  207  of  the 
Guide.  He  also  said  that  the  Servicer's  procedures  will  be  changed  so  that  the 
mortgagors'  escrow  balances  will  be  taken  into  consideration  at  the  time  an  analysis 
of  the  account  is  made. 

18.    ENDORSEMENT  TO  FIDELITY  BOND  NOT  OBTAINED  AND  $500.00  DEDUCTIBLE 

CLAUSE  INCLUDED  IN  THE  BOND  (Sec.  101  Servicers  Guide) 

The  Servicer's  fidelity  bond  did  not  have  an  endorsement  to  provide  that  FNMA 
and  GNMA  be  informed  if  the  bond  is  cancelled  for  any  reason  and  we  found  no 
indication  that  the  insurer  had  been  requested  to  inform  FNMA  and  GNMA  in  the 
event  of  such  cancellation. 

In  addition,  the  bond  is  subject  to  a  $500.00  deductible  for  each  loss. 


664 

(a)  During  our  visit,  the  Servicer  obtained  an  endorsement  to  the  fidelity  bond 
which  provides  that  FNMA  and  GNMA  be  notified  promptly  if  the  fidelity  bond 
is  cancelled  for  any  reason. 

Also  during  the  visit,  the  Servicer  requested  FNMA's  permission  to  retain  the 
$500.00  deductible  clause  in  its  bond. 

19.  FNMA  FORM  37  (LETTER  AGREEMENT  FOR  SERVICER'S  CUSTODIAL  ACCOUNT) 
NOT  PREPARED  AND  SENT  TO  FNMA  WHEN  THE  ACCOUNT  WAS  TRANSFERRED 
TO    ANOTHER    BANK    (SEC.    204    SERVICERS    GUIDE) 

The  Servicer  transferred  the  FNMA  and  GNMA  Custodial  Accounts  from 
the  Chase  Manhattan  Bank  to  the  Valley  National  Bank  of  Long  Island  in  May 
1969.  However,  the  Servicer  did  not  prepare  and  present  to  the  new  bank  for 
certification  a  FNMA  Form  37  (Letter  Agreement  for  Servicer's  Custodial 
Account). 

The  Controller's  Division  wrote  to  the  Servicer  on  12/15/69  and  requested  that 
a  Form  37  be  prepared  and  forwarded  to  FNMA,  but  at  the  time  of  our  visit 
(9/16/70),  this  had  not  been  done. 

(a)  We  discussed  this  with  Mr.  Lerner,  who  immediately  prepared  and  executed 
a  Form  37  for  both  FNMA  and  GNMA  and  obtained  the  bank's  certification  on 
each.  These  have  now  been  furnished  to  the  Regional  Office. 

Appendix  to  Audit  Report 

MATTERS    referred    TO     US    BY    REGIONAL    PERSONNEL 

The  Assistant  Regional  Vice  President  requested  that  we  review  the  Servicer's 
files  concerning  a  fire  loss  in  connection  with  Loan  No.  31-515418  (Kokason  and 
Pack),  and  investigate  the  matters  referred  to  in  a  memorandum  dated  August  24, 
1970  from  Mr.  Reed,  Regional  Counsel  to  Mr.  Duncan,  Regional  Vice  President. 

(a)  Finding  No.  4  of  our  report  shows  the  Servicer's  general  deficiencies  in  the 
reporting  and  handling  of  fire  losses.  Further  details  concerning  the  results  of 
our  revie\Y  of  the  Servicer's  handUng  of  the  fire  loss  on  the  above  loan  are  included 
in  our  memorandum  of  October  6  to  Mr.  Duncan. 

The  Regional  Controller  requested  that  we  discuss  with  the  Servicer,  delays 
in  remitting  and  failure  to  send  the  excess  escrow  funds  to  FNMA  in  recent 
months. 

(a)  The  delay  in  remitting  is  the  subject  of  Finding  No.  2,  and  Finding  No. 
8  concerns  the  Servicer's  failure  to  remit  excess  escrow  funds  to  FNMA. 

servicer's   HANDLING   OF  DELINQUENCIES 

A  delinquency  report  on  the  Servicer's  total  portfolio  was  not  available.  The 
Servicer's  delinquency  ratio  at  July  25,  1970  was  4.5%  on  a  portfolio  of  873 
mortgages  for  FNMA. 

Mr.  Nicasio  Corsello,  Mortgage  Officer,  states  that  the  delinquency  procedures 
for  other  investors  differ  from  those  used  for  FNMA,  as  follows:  Serious  delin- 
quency follow-up  is  commenced  for  FNMA  during  the  first  month  of  delinquency, 
but  not  until  after  the  45th  day  of  delinquency  for  other  investors.  The  Servicer 
has  been  successful  in  reducing  its  delinquency  ratio  through  the  use  of  oflF-duty 
and  retired  policemen  to  make  house  visits  to  mortgagors. 

FEES  CHARGED  TO  MORTGAGORS 

Insurance  brokers  in  the  New  York  City  area  charge  mortgagors  fees  of  $10.00 
to  $20.00  for  placing  hazard  insurance  through  the  New  York  Property  Insurance 
Underwriting  Association.  When  the  Servicer  acts  as  the  insurance  broker,  it 
charges  the  mortgagor  $10.00. 

In  cases  where  there  are  large  insurance  losses,  the  Servicer  obtains  the  services 
of  an  outside  appraiser  to  inspect  the  repairs.  The  mortgagor  is  charged  the  ap- 
praiser's fee  of  $10.00  to  $20.00. 

In  connection  with  the  payoff  of  Loan  No.  1-31-505704  (Witherspoon),  the 
Servicer  charged  the  Mortgagor  a  fee  of  $30.00. 

Audit  Performed  by:  Thomas  E.  Judd. 
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April  11,  1969. 
Re  Delinquencies. 
Mr.  H.  Lawrence  Asher, 
President,  Springfield  Equities,  Ltd., 
Jamaica,  N.Y. 

Dear  Mr.  Asher:  For  several  months,  your  delinquency  ratio  has  been  com- 
pletely unsatisfactory.  Even  in  March,  when  delinquencies  were  computed  as  of 
the  end  of  the  month,  your  ratio  was  not  reduced  to  an  acceptable  level. 

This  is  notification  to  you  that,  effective  immediately,  your  Company  has  been 
placed  on  probation  for  an  indefinite  period.  Unless  immediate  and  substantial 
improvement  is  shown,  we  will  give  serious  consideration  to  suspending  your 
privilege  of  bidding  in  the  weekly  FNMA  auctions. 
Please  acknowledge  receipt  of  this  letter. 
Sincerely  yours, 

Kevin  E.  Keegan, 
Regional  Vice  President. 

June  25,  1969. 
Re  Suspension  of  FNMA/GNMA  selling  privileges  and  extension  of  probation. 
Mr.  Lawrence  Asher, 
President,  Springfield  Equities  Ltd., 
Jamaica,  N.Y. 

Dear  Mr.  Asher:  We  have  completed  a  review  of  your  Company's  reports 
for  the  month  of  May  and  we  find  the  reports  unsatisfactory.  Your  performance 
with  respect  to  loan  selling  and  servicing  is  also  inadequate.  Additionally,  your 
firm  had  been  placed  on  probation  April  11,  1969,  because  of  your  excessive 
delinquency  ratio. 

Your  inadequate  performance  and  unsatisfactory  delinquency  ratio  have 
been  brought  to  your  attention  in  the  past,  and  to  the  attention  of  Mr.  Louis  I. 
Lerner,  Vice  President,  at  our  meeting  of  May  12,  1969.  At  this  meeting,  Mr. 
Lerner  assured  us  of  immediate  and  substantial  improvement.  Reports  for  the 
month  of  May  were  to  receive  his  personal  attention  and  they  were  to  be  complete, 
accurate,  legible,  and  submitted  in  a  timely  manner.  Since  these  conditions  have 
failed  to  materialize  and  your  Company's  performance  continues  unsatisfactory, 
we  are  suspending  its  selling  privileges,  effective  with  the  offer  period  beginning 
June  30,  1969.  We  are  also  extending  its  probation  status  to  include  all  operations: 
selling,  servicing,  and  liquidation. 

All  contracts  outstanding  under  the  Free  Market  System  or  under  the  Special 
Assistance  Functions  with  FNMA/GNMA  will  be  honored.  Mortgages  delivered 
under  these  contracts  will  be  purchased  provided  they  are  delivered  with  all 
required  documents  and  acceptable  title  to  FNMA/GNMA. 

We  regret  the  necessity  of  taking  these  measures  and  will  appreciate  your 
advice  with  respect  to  your  plans  for  correcting  deficiencies  in  your  operations 
with  FNMA/GNMA.  Upon  receipt  of  this  information,  we  will  then  consider 
what  further  action  will  be  taken  by  this  office. 

Sincerely  yours,  Kevin  E.  Keegan, 

Regional  Vice  President. 

October  7,   1969. 

Mr.  Sanford  Allinson, 
President,  Springfield  Equities,  Ltd., 
Jamaica,  N.Y. 

Dear  Mr.  Allinson:  We  placed  your  company  on  probation  by  letter  dated 
April  11,  1969,  because  of  an  unsatisfactory  delinquency  ratio  and  an  unfavorable 
trend  of  performance  affecting  all  of  your  selling  and  servicing  operations. 

On  June  25,  1969,  we  suspended  your  seUing  privileges  because  of  your  continued 
unsatisfactory  selling  and  servicing  performances.  We  again  reviewed  your  per- 
formance on  September  11,  1969,  and  noted  some  improvement,  but  not  enough 
to  warrant  the  termination  of  probation  or  the  renewal  of  your  selling  privileges. 

Your  September  reports  reflect  a  further  improvement  in  your  performance, 
as  a  result  of  which  we  have  removed  your  probationary  status  and  restored  your 
selling  privileges.  As  of  October  3,  1969,  you  are  eligible  to  participate  in  the 
Free  Market  System  sections.  In  taking  this  action,  however,  we  must  caution 
that  your  selling  and  servicing  activities  will  continue  to  receive  our  close  atten- 
tion, and  the  first  indication  of  regression  could  be  grounds  for  probation  and/or 
a  suspension  of  selling  privileges. 

Sincerely  yours,  K.  A.  Duncan,  Regional  Vice  President. 

83-703  O— 7a— pt.  2a 43 
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EXHIBIT  7 


FNMA  documents  relating  to  United  Institutional  Servicing  Corporation 
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211  South  '.,1-P.d  St.;-.oL  •       Dat.e:  ^February  8,    1971      X 

Fliiladelphi-,   Fa.   l--':!'/  •  /^ 

HRHllAliii,   AnP:>>'5sTFdlap""C0T:K7           ^  j  riro7:Tteber:                          /''^ 

united  InBtltutiooal   Servicing  Corp.  I  so L?^?'slrv??l?  Code  Ho: 
25  West   43. d   Street 

Hew  York  .JJf^Jf ElL_12i^^ 1^10-000-6 

Area  of  Operations:  New  York ^^^^^^^ 


i-rancii  Offices  and  Addrpssc-r:  jOiTice  llanagev: 

175  Fi'.lton  Avenue  '  Robert  Katz,   Vice  President 

Hempr.tead,   New  York     11550 


iJamo  and  Titles   o:'   Frincipil  Oi'i'i^or^:    Edwin  Katz,    Chairman  of   Board;    Bernard   S.    Roth,    President 
Wr.rren  Light,   Vice  President;   Harold  Fisher,   Treasurer;   Henrietta  Schlossberg,   Secretary 


■5erv..:,ing  Sup^rvijor   (Name  aad  Title):  Feiron  to  Concact  un  Delinquencies: 

Richard  Levlne,   Asst.   Treasurer  Mrs.   Joan  Ketchel 


person   to   Contac-'on   Insurance:                                    '  Person   to   Contact   on  Accounting   Reports: 
Robert   Troglia Ll?r°i^lll4pll5Ji!ML*fl!M^ 

N'umber  of  Field  ?iei::  5 'l^ai  Time:  5 Part  Time:        _         0 


Do  you  service   loans   for  ai  y  other  Fi^KA  '-•liicaV  ^° Name  Region  aid  No.    of  Loans: 


Ka.-nes  and  addresses  of  otli^sr  inver  t,ri  =   'ihrm  yc^u  repre.sent,   ano,   the  approximate  number  of 
mortgages   serviced  for  eacli   (Ati.ach  li.i'..   if  you  prefer): 

See  Schedule  Attached 


CUSTODIAL  ACCOUmS  fiW'  mil'JA 

Name  and  Address   of   Sink:    Marine   Midland   Bank  -   New  York  Same 

250  Park  Avenue,   New  York,   New  York  " 

Highest  Dollar  .Ralance  lasL  year:  ■.'_a.S&*35.0.0.6 $      16A,783.22 

Date  of  Highest   Balance: ^ 8/2.5/JiI_ T1/75/7D 

Tvpe   and  Amount   of  Fidelity    In.'-.uranc.-: 

Individual  % Flaiiket  4;._'.°?l°^°.l?,° Mrect  Surety  S  /     .    , 

Deductible  |   1.000.00 GanoeilaM>^n  Cl3u::o   to  Notify  KJ'.A:     [jj  Ye/     /_/  No 

Name  and  Address  o\    Carrier:  t^ 

Fireman's  Insurance  Company  of   Newark,   New  Jersey 

10  Park  Place,   Newark,   New  Jersey 

Specify  Officers  or  KiripTcjv'Cs  Kxeludi.-d  from  FideliLy  Coverage: 

None 


Do  you  carry  Errors  and  O:i.iss.ions  In-ur,inc-.r? Yes Amount  j?.  1.000.000, 


PVrnish  a  copy  cf  your  lat.est  audit  report  or  a  copy  of  last  financial  sta^ement,  certified  by 
a  Certified  Public  Accouni.ani  or  rnblio  Accou  itant.   If  you  are  a  state  or  federally  :;upervised 
tank  or  savinf.;s  and  lean  association,  a  printed  copy  of  latest  published  financial  statement  is 

acceptable.   Date  i'iscal  year  ends:  ?,'^'Z1 

Are  advance  notices  of  mortgaije  installment  payments  duc-  mailed  to  mortgagors?    Yes 

If  so,  how  many  days  in  advance  is  the  n.-.tlce  set!.? 5_pa;^s 

What  day  of  tl;e  month  do  you  :iiail  notice  of  deliiiqueiioy  to  mort{;agors? 
First  Notice      10 Second  Nolio^'  17    Third  Notice 


V/hat  day  of  delinquency  do  you- !n<1l:e''persoi.'il  contact  (not  by  telephone)  vitli  your  mortgagors 
regarding  delinquencies?  / After  A5  Days 

If  you  seriiice  F.'iHA  ownedSiici-t-'ages  on  rj,u>f.cfties  consisting  of  ten  or  more  living  units  owned ^ 

by  one  mort/ueor,  complete  "che  Td'Towiiii'  schedule; 

Section  No.    of  No.    of 

Na'r.e  of  MorLf^afC  Location  of  Property  of  Act  Loans  Livinp  Unltr 

None 


InfoMii/ition   ciydpi.lerl    by: 


_g./lO/71      212-695-5050 1Z3^Z^^Z:^1-<1^ 

DATE  "tELKPIIONE  liliMblili  SL'iMATIJRl^    Harold   Fisher 
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/. 


V. 


FNMA   Form    128        J  3J^  ,  -^i  ^  (^^        ^  x>   v        ,'  ^.  APPnO'^D  FOR 

~\  Y^^      SELLER'S  [7]    OR  SERVICER'S  [x]      RECORD 

V  FOR  YEARS      1967-1970 

5 

United    Instltulionnl  Servicing  Corp. (    72A  )  phone    OX     5-5050 


adreaa  25  West  A3rd  St..  N.Y.    .  N.Y.   10036 


Neu  York  State 


Area  Served. 

Branch  Offices      "^"^"^  Fulton   Avenue^   Hempstead,   K.Y.    Of.    Mgr.-Wm.    fQ-eJ-rr/^^/rx^.-^/g^  ^fASc-/v 

Principal  Officers       Ejwin   Katz,    Ch.of  Bd ;    Alexander  S.    LmvIiiu,   PyesT;    Bernard  S.    Roth, 
,Prf>    Exec— Vrf.;   Bernard   W.   Nelsonf'V.P. ;    Harold   Fisher,    Treas^ ;   Henrietta   Schlossberg.Sec.;, 


://>y/et>    J.C're^.'J^S.-,   -r?-'rf£.  Q 'CT ct  I tf    P/l pa  iJd /)  j  0 .  f . 


Servicing  Supervisor  i^ictiord  Levine,   Servicing  /onager 


No.    Field  Men_Jsfl^L_  T'    ^^"^  -^ " 
Serv.   Emps. 


Other  InvcBtora  Represented:    '^     ^^"    '' <^  ^''-^^i-i^^    -  /k  '/.^c-i..^^   V-,/Cf'f 
«68  City  &  Coimty  Sav.   Bk-133;   Oneida  Sav.   Bk.   -421;    //^/ / /-  Mt/  ^tuC 


Highest   Dollar  Amount  In  Custodial  Account:? %^3; Ci'^ ■  i^ti  -/-fS'.  gV-  ^t-g j 

'C}                     'C-7                        '^i'-       'Z-f^     ^*'  < 

Fidelity  Insurance:   I     1  Ind.    pi  Blanket     fXl  Direct  Surety  $  1.1""  t? ->"''^^^?     $    -J^ '"^     S j 

— '           — '                  " — '                                            Sifi^Mtr    J-i'^-.-i^t-r  J 

"N    Financial   Data:                         Assets                    Liabilities             Net   Worth        Net   Profit    (Loss)  j 

'Aa  At     12/31/66              $8,879.82/1.25        $7,879,859.25        $999,965.00          -  i 

i-^lii/q          /3S^d.  C'7./o    M.  79P.  9y>?-  -^^    /.  of/.  6^-7 ■  (^y     /^s./?^'^?  I 

/^/^'/c^-            /S'.'^'r'o.    <^^P.CC      /7,  Jli  Z  /^Z'  ^'7    /.  J.'-^.  C/7'  c^      ^fo.  f^9.  </^-  j 

>^.f4^ — 3,  ^y^-^ref^y^ — - , _  ' 

fli'-^dl^  L3^iJI^l  7714^/S^^''  f^j-^^^y-^    y'^<^,&^3'^  \ 

Handling  of  DcUj^quei^ies:  ^^      ^ ^^y  ^^^  tel*pbeR«,    teiegreir*        "^M^ 

Flrat  Notice  8th-t:HF-if,eecond  Notice    -^rfeh      Third  Notlcep^i"3»"gV Personal  Contacts  ■e^?-'-';f"":'.f'd 

Form  301   Signed         2/27/67 Inactive Terminated i     '  : 

^Form  302  Slpnod         2/27/67 Inactive Terminated  ' 

P&S  Signed Terminated 


Triennial  Inapeclloa' Certificates   Rec'd:   /£,Jj7U/Ll . . 

Field  Viaite: y- Y '^  7     FNMA  Audits  >.--^  f'^'^Q.  y  jr^i 


/-c' a^( c-  €->.<.  /c>i   ^  \l7.  y(/.,. . ,/, .       ^ /...■.. .  A(  J    firn-  (^./^Mrr- '^^-J— 


W' 


^■AAl'f-  r-    I'lCH'iKj)    j^eyiv  <mu7u   T*/"^-'    '/■    77--'A^   Z*  i7:i/:t<.j  a'^u\U^..i  •-  '  '•     ' 

5/27/69-Waiver-Sec.    101  Serv.   r.,,--)-    •    ■ 
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Seller  //  1320 0-000-6 


11 


FNMA    Form    128 
Rov.    2/11/66 


SELLER'S  d    OR   SERVICER'S  Q      RECORD 

FOR  YEARS       T-971    - 


APPROVED  FOR 

QvA  [x]fha 


llIi^'.i^L..aM,]i;T,Nr...(MP 


_22L 


7-We3fc-h3rd-5trCT;t,  tlew  York,-  N.-Y.       -10036  3?i' 


)  Plione  -f)X -5^5050 


A6~X^J  t7r.r. 


Area  Served. 


New  York  State 


/i'A  A-  )'■    ''vc  ,Y 


Branch  nfflceH     175  Fulton  Avenue,    Hempstead,    N.Y. 


Principal  OfflrprH  Edwin  Katr.,    C-hr.    of  Rrd ■ ;    Bernard    S.    Roth,    Pres.  :   Warren  Light.   V.P: 
Harold  Fisher,    Treas.;   Henrietta   Schlossberg,    Sec.;'     


Servicing  SupKrvlflor     Richard  Levine   -   Asst.    Treasurer 


No.    Field  Men 


No.    Other 
Serv.   Emps. 


Other  Investors  RoprPHPnfpHr  Barton   Savs  &  Loan  Assoc.    -   326;      Elec.    Vtorkers  Benefit 
Assoc   -   3I4I;   Oneida   Sav  BK.    -   327; 


-Y^:^TzStTjrm:^^rzr 


Highest   Dollar  Amount  in  Custodial  Account:  $'-11/25/70$ 


Fidelity  Insurance:   □  Ind.   QJ  Dlcnket     |     |  Direct  Surety  $  700  M  $ 
Financial   Data:  .  Assets  Liabilities 

A.  a.^//^/a  13,278,807  11,7^9,535 


4M^- 


Net   Worth 

1,529,272 


Net   Profit    (Loss) 

326,655. 


/by  9/7^0.^%  /y,  Co 5,6/ i,        ^,3/S^/Jl^  ,:^^g>,  ^'pr 


Handling  of  Delinquencies: 

First  Notice      10th      Second  Notice     17th      Third  Notice     25th         Personal  Contacts  Alter  li5cfeys 


Form  301  Si);ned  2/27/67 


Terminated 


Form  302  Signed          2/27/67 
P&3  Signed 


Terminated    ^  iS' 7 / 


.Terminated. 


Triennial  Inspection  Certificates   Rec'd: 

Field  ViBlts:  6/2U/69 

Remarks    /-^-'■'    / '/ ^v   ''(  ry/->'/. 


■t^t'. 


^ 


-i  -L 


¥^ 


'.L-i;^^<'.-^.,j 


_FNMA  Audits 


;5/68   -   Not  adequate 

— r — ^ tyti^ — A — 


/!  /■•*  . 
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V" 


DELINQUEl^w/  STATUS  -(j^MBINED  OPL.    ATIONS 


Tnn.    lOy 


May 


Aune 


July 


AU£^ 


Sept. 


March 


April 


Mny 


June     

Slil'L 

OcL 


Nov. 
Doc. 


Jan.    \^1 


Aug. 


Sept. 


Dec. 


Jan.    19 /g 


Feb. 


April 


May 


•?""? 


■Tuly 
5eW. 


t;^'^ 


b?':; 


^'iT 


..^1- 


77/ 


(^flO 


_^:zi_ 


.fSL 


A^^ 


//¥f 


/^9A 


'^O^i. 


/siL 


/CC^ 


AUjL 


>7?^ 


/r^ 


JUL 


/??/ 


J/^ik 


j;iX2. 


:!5d'J- 


:SSSP 


JJ-f'S 


^Pf 


V^^ 


1£L 


jiff^ 


jmi 


^^7^ 


■T'/OO 


^ns 


^ 
^ 


13- 


It 


/^ 


/<? 


/^ 


^jL 


A2-- 


AS- 


Al. 


si_ 


St 


J^ 


H 


/J- 


JSA. 


A£L 


£5$ 


cS/^ 


£2i^ 


^/^ 


3ol 


"BJb 


3'/'J 


J&i 


311 


jf9P 


% 


^/ 


>/» 


c^ 


^t) 


JZO- 


U- 


M^ 


-M- 


« 


JdL 


M4^ 


J^ 


Ji^L 


JIA^ 


/CS" 


Alt 


^3^ 


J/C/ 


J^s- 


Jl± 


Ail 


^3C 


^ir 


^ll 


^t 


^^J. 


^zo 


zzz 


^5? 


333 


^c 


^4- 


^ii- 


^fi. 


=^ 


M- 
yA 


JH' 


Ji^ 


:±^ 


ca 


?A 


IZ- 


/c3 


//i 


ILL. 


76 


JLL 


J± 


A<P 


/d<9 


J£jL 


^ 


A/ 


MA. 


/SC 


JkSL 


nt:i., 

9  MO 

&  ovr  n 


/5- 


A^-j 


3/ 


^^ 


_s^ 


_££- 


3^ 


AL. 


.>'cP 


yz. 


1^ 


/cC 


_z^ 


2l_ 


to 


JiL 


_ZC 


7/ 


j1£ 


-jn^ 


f ! 


?7 


.r/ 


/// 

/^3 


_^^^ 


^^ 


yi£^ 


j£lI. 


^/3 


^^3 


-iZl 


^/y 


■^i>y 


sez. 


4H- 


±l£ 


J^ZL 


4^^ 


^// 


«^/ 


:^ 


7^ 


4^- 


iz:. 


j/f/ 


_>^ 


/r: 


! 


z?.^ 


j£9 


m 

Li^ 


J  ^^(^i—'My: 


/5./ 


/^^ 


^■-^ 


/■r,^ 


/4£ 


/•-3 


/.i.^ 


JV-^ 


^:?.  / 


/C.(, 


/o-^ 


UL 


/C-i 


m.^ 


9-^ 


:s 


SEBVICINO    NOTES 


-7W/   3-/7,  .7  -  -^ 


(>  /-^  / 


XfeC^d,  -t'J'7-''zj  f*'-v^ 


'r^^lH'^—^^j-^  0 


c*.^.:^ 


t^  ' /n'/rc 


^ 


g»--y 


\ 


''^       •' 


(  i^^t.^MA^'*^ 
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X 


DELINQUENCY  .STATUS 


"C^' 


COMBINED  OPERATIONS 


TOTAL 
MllllH.Ar.FS 

c',u!m'.E 

DEI,. 
1  MO 

3  MO 

S  WO 
«.  OVKK 

DTI.IN. 

rr.ncENT 

DEI.IN. 

SKRVICINO   HOTE3 

.Inn.    107/ 

rci>. 

Murch 

///O 

.^^'IC 

//./ 

, 

/7./ 

. 

April 

Mnv 

/luni; 

.Tuly 

Au/J. 

Sept. 

Oct. 

• 

Nov. 

• 

Dec. 

Jon.     19 

Feb.' 

March 

April 

May 

June 

July 

At.fT. 

Sept. 

Oct. 

Nqv. 

Dec. 

Jan.    19 

Feb. 

March 

April 

May 

June 

July 

Aun. 

Sept. 

Oct. 

Nov. 

Dec. 

Jan.    19 

Cnb, 

Match 

April 

\i^>y 

> 

June 

Iy.'y 

'^"K. 

l-'i^^pt. 

Ii)ct. 

:'''ov. 

\\):-_K^ 

rvlccr'n    Nnmcl 


k4tcfi6^)fll   Oeruidiioo  Cx> 


T^^^raTTn^TTi 
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Numier 
Name  of  investor:  0/  loans 

2248  Teachers  Insurance  and  Annuity  Assoc,  of  America 75 

2249  The  Tremont  Savings  and  Loan  Association 64 

2250  Union  Labor  Life  Insurance  Co 110 

2252  Empire  National  Bank 126 

2254  Washington  Heights  Federal  Savings  and  Loan  Association 27 

2255  Amsterdam  Savings  Bank 249 

2256  Manufacturers  Hanover  Trust  Co 58 

2257  Electrical  Workers  Benefit  Association 34 1 

2259  Bank  of  Gouverneur 10 

2261  IBEW  Local  No.  25  Welfare  Fund 2 

2262  Board    of    Trustees    of    the    National    Electrical    Contractors 

Association  Pension  Benefit  Trust  Fund 23 

2263  Auburn  Savings  Bank 102 

2264  Amsterdam  Federal  Savings  and  Loan  Association 21 

2265  Oneida  Savings  Bank 327 

2266  Standard  Security  Life  Insurance  Co 145 

2267  First  National  Bank  of  Hancock 2 

2268  East  River  Savings  Bank 63 

2269  North  Side  Savings  Bank 16 

2270  Staten  Island  Savings  Bank 178 

2272  Syracuse  Savings  Bank 70 

2273  Mortgage  and  Real  Estate  Department,  Chemical  Bank,  New 

York  Trust  Co 22 

2275  Garden  State  National  Bank 12 

2279  Cortland  Savings  Bank 23 

2281  Farmers  and  Traders  Life  Insurance  Co 5 

2286  Hudson  City  Savings  Institution 18 

2288  Oswego  County  Savings  Bank 28 

2289  National  Commercial  Bank  and  Trust  Co.  of  Plattsburgh 11 

2293  Savings  Bank  of  Utica 58 

2295  New  York  State  Employee's  Retirement  Fund 3 

2296  Cakebakers  Union  Retirement  Fund 5 

2297  Polish  National  Alliance  of  Brooklyn 7 

2299  Government  National  Mortgage  Association 555 

2215  Candy  and  Confectionery  Workers  Union  Local  No.  452  Pen- 

sion Fund 37 

2216  Carver  Federal  Savings  and  Loan  Association 62 

2217  Colu mbia  Savings  and  Loan  Association 46 

2218  County  Trust  Company 63 

2219  Citizens  Savings  and  Loan  Association, 26 

2221  Columbia  Banking,  Savings  and  Loan  Association 32 

2222  Lawrence-Cedarhurst  Federal  Savings  and  Loan  Association.-  96 

2223  Barton   Savings  and   Loan   Association    (Att:  Mr.    Gerald  J. 

Domenioski,  vice  president) 117 

2224  Bank  of  New  York 76 

2226  Continental  Assurance  Co 1 

2227  Rome  Savings  Bank 9 

2228  Catskill  Savings  Bank 3 

2229  Individual  Mortgagees  and  Various  Mortgagors 38 

2230  Federal  National  Mortgage  Association 5529 

2232  Mechanics  Exchange  Savings  Bank 34 

2233  Chase  Manhattan  Bank 89 

2234  Richard  M.  Braun — Erie  County  Savings  Bank 39 

2235  Fidelity  Union  Trust  Co 8 

2236  Warwick  Savings  Bank 40 

2237  First  Savings  and  Loan  Association  of  Bayonne 20 

2238  Barton  Savings  and  Loan  Association 15 

2239  Kingston  Savings  Bank 18 

2240  City  and  County  Savings  Bank 121 

2241  Continental  Mortgage  Investors 29 

2243  Mr.  Thomas  Davis — ^Investors  Central  Management  Corp 5 

2242  Barton  Savings  and  Loan  Association 326 

2244  Rhinebeck  Savings  Bank 20 

2247  The  Equitable  Life  Assurance  Society  of  the  United  States 209 
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Mr.  Edwin  Katz, 

Chairman  of  the  Board, 

United  Institutional  Servicing  Corp., 

New  York,  N.Y. 

Dear  Mr.   Katz:  Below  are  listed 
recently  recommended  "Foreclosure": 


February  16,   1971. 


12  mortgages  on  which  your  company 


Mortgagor 


FN  MA  number    Last  paid  installment 


Original 
loan  amount 


Fedrick,  Norman... 

Cole,  Frank  E 

Rowe,  William 

Casimero,  Gonzalez. 

Wiggins,  Joseph 

Montanez,  Jose 

Jones,  Karl 

Wheeler, John 

Davis,  John 

Lewis,  Anthony 

Colon,  Feliz 

Hopkins,  Dorothy.., 


1-31-802680-9  May  1970 $17,250 

1-31-710930-5  January  1970 19.700 

1-31-802695-2  May  1970 19,350 

131-805345-0  September  1970 19,250 

1-31-805341-2  do 19,250 

1-31-805011-1  August  1970 20,250 

1-31-804384-5  July  1970 18,200 

1-31-802669-1  May  1970 16,100 

1-31-805468-5  September  1970 15,200 

1-31-802782-7  May  1970 16,700 

1-31-804506-3  August  1970 18,700 

1-31-805216-9  September  1970 20,250 


This  was  brought  to  your  attention  when  you  visited  our  office  on  February  10, 
1971.  Not  one  payment  was  ever  received  on  any  of  these  loans. 

We,  therefore,  request  that  you  repurchase  these  mortgages  from  us.  We 
informed  Mr.  Brittain  in  our  telephone  conversation  of  Friday,  February  12,  1971 
that  it  will  be  necessary  that  you  remit  the  funds  together  with  forms  477  and  478 
directly  to  the  lockbox. 

Inasmuch  as  FNMA  Form  478,  "Loan  Removal  Collection  Report",  does  not 
provide  for  computing  the  discount,  please  attach  a  separate  schedule  showing 
your  calculations. 

On  seven  of  these  cases,  we  have  already  forwarded  the  "Notes"  to  your  office 
for  referral  to  field  counsel.  Please  return  them  immediately.  These  are  indicated 
in  the  above  list  by  an  asterisk. 

The  reassignments  should  be  forwarded  to  this  office  along  with  copies  of  the 
FNMA  Forms  477  and  478  (schedules  attached).  The  FNMA  numbers  of  these 
loans  were  given  to  Mr.  Brittain  in  our  telephone  conversation. 
Sincerely  yours, 

Philip  R.  Nichols,  Loan  Representative. 

February  9,  1970. 
Mr.  Edwin  Katz, 

Chairman  of  the  Board, 

United  Institutional  Servicing  Corp., 

New  York,  N.Y. 

Dear  Mr.  Katz:  This  letter  will  confirm  a  meeting  which  was  held  in  our  office 
on  February  5,  1970,  with  you  and  your  personnel. 

United  Institutional  Servicing  Corp.  was  placed  on  probation  as  of  April  11, 
1969,  by  reason  of  an  unsatisfactory  delinquency  ratio.  Because  of  continuing 
high  delinquency  ratio  and  unsatisfactory  servicing  performance,  another  con- 
ference was  held  on  October  31,  1969,  at  which  time  we  decided  that  the  probation 
period  should  be  extended. 

Your  delinquency  ratio  as  of  January  31,  1970,  reveals  some  improvement  over 
previous  months,  but  there  still  remains  considerable  room  for  improvement. 
At  our  meeting  held  February  5,  we  touched  on  those  areas  in  which  your  per- 
formance has  not  been  acceptable. 

We  must  insist  on  an  immediate  and  substantial  improvement  in  your  selling 
and  servicing  operations.  Therefore,  probation  will  continue  until  April  7,  1970, 
and  in  the  interim,  we  will  continue  to  exercise  very  close  supervision  of  j'our 
corporation. 

Sincerely  yours, 

K.  A.  Duncan,  Regional  Vice  President. 
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January  14,  1970. 
Mr.  Edwin  Katz, 
Chairman  of  the  Board,  United  Institutional  Servicing  Corp.,  New  York,  N.Y. 

Dear  Mr.  Katz:  Our  records  indicate  that  you  and  other  members  of  your 
corporation  visited  our  office  on  October  31,  1969,  to  discuss  your  performance  in 
the  selling  and  servicing  of  mortgages  sold  to  FN  MA.  By  reason  of  the  high 
delinquency  (10.4%  as  of  September  30,  1969),  it  was  determined  to  continue  your 
corporation  on  a  probationary  status  until  January  15,  1970,  at  which  point  we 
expect  to  see  substantial  improvement  in  your  overall  performance. 

We  have  just  reviewed  your  delinquency  reports  for  the  month  of  December 
1969,  and  we  are  somewhat  disheartened  to  note  the  increase  in  delinquency  ratio 
to  10.6%.  It  may  well  be  that  your  increase  can  be  attributed,  in  some  measure,  to 
the  intervening  hohdays.  In  any  event,  we  decided  to  extend  an  additional  period 
of  time,  until  February  5,  1970,  to  substantially  reduce  your  delinquency. 

Please  confirm  that  you  and  interested  members  of  your  staff  will  be  able  to  meet 
with  us  in  our  office  on  February  5,  1970,  at  10:30  a.m.,  for  the  purpose  of  further 
reviewing  your  performance. 
Sincerely  yours, 

John  F.  Conway,  Loan  Representative. 

Federal  National  Mortgage  Association 

Memorandum 

December  23,  1970. 
To:  File. 

From:  Loan  Representative. 
Subject:  United  Institutional  Servicing  Corp. 

Per  prior  agreement  with  Mr.  Katz,  Chairman  of  the  Board,  and  Mr.  Roth, 
President,  of  United  Institutional  Servicing  Corporation,  visited  this  office  on 
Monday,  December  21,  1970.  The  purpose  of  the  meeting  was  to  discuss  the 
continuing  poor  quality  of  loan  servicing.  This  is  specified  in  more  detail  in  the 
attached  memorandum  to  Mr.  McCarron. 

In  attendance  at  the  meeting,  in  addition  to  Mr.  Katz  and  Mr.  Roth,  were 
Messrs.  Duncan,  McCarron,  Cookson,  Greene,  Murphy  and  Nichols. 

In  essence  Mr.  Katz  volunteered  to  refrain  from  bidding  in  any  auction  until 
such  time  as  we  feel  that  their  servicing  had  improved  to  a  satisfactory  standard. 
He  further  requested  that  we  take  no  official  punitive  action  for  a  period  of  60  days. 
Mr.  Katz  stated  that  at  the  end  of  60  days  they  would  have  shown  a  marked 
improvement  and,  if  not,  he  would  make  no  challenge  of  whatever  action  we 
decided  to  take.  Neither  Mr.  Duncan  or  Mr.  McCarron  were  inclined  to  go  along 
with  Mr.  Katz's  proposal. 

Mr.  Katz  was  instructed  by  Mr.  Duncan  to  furnish  us  with  a  letter  within  10 
days  outlining  specifically  the  remedial  action  planned  by  UISC.  Mr.  Katz  was 
informed  that  upon  receipt  of  this  letter,  we  would  make  our  decision. 

At  the  time  of  the  meeting,  Mr.  Katz  and  Mr.  Roth,  delivered  to  us  long  overdue 
145  forms.  A  preliminary  review  has  revealed  that  the  preparation  of  these  forms 
contain  numerous  discrepancies,  particularly  pertaining  to  "special  forebearance". 

Mr.  Kelly  of  UISC  is  scheduled  to  visit  this  office  on  Tuesday,  December  22, 
1970,  to  discuss  the  preparation  and  deficiencies  in  more  detail.  It  is  our  intention 
to  return  these  forms  to  Mr.  Kelly  at  this  time  because  of  the  poor  quality  of 
preparation. 

Philip  R.  Nichols. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  December  29,  1970. 
Mr.  Kenneth  Duncan, 
Regional  Vice  President, 
Philadelphia,  Pa. 

Dear  Mr.  Duncan:  At  our  last  conference  you  asked  that  we  outline  changes 
we  intend  to  institute  to  bring  about  a  reduction  in  delinquencies  and  an  improve- 
ment  in   reporting. 

1.  To  bring  about  a  closer  supervision  of  reporting  we  have  named  Michael 
Kelly  as  Service  Manager. 
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2.  We  have  employed  a  former  co-ordinator  of  Port  of  New  York  Authority  to 
assist  in  the  servicing  department. 

3.  We   have   completely   restaflfed   our  ofRce   collection   department. 

4.  We  have  restaffed  and  increased  our  field  delinquency  men. 

5  The  field  men  now  work  from  1  P.M.  to  9  P.M.  (except  for  those  inspecting 
properties)  as  well  as  alternate  Saturdays  and  Sundays.  This  will  enable  them  to 
have  more  personal  interviews. 

6.  We  have  contracted  with  Fidelity  Adjustors,  a  collection  agency  which  has 
represented  other  mortgage  companies,  to  assist  in  collections. 

7.  Mr.  Bernard  Roth  and  the  writer  have  scheduled  daily  meetings  for  the  pur- 
pose of  supervising  all  of  the  activities  of  the  collection  department. 

8.  Because  of  the  importance  of  our  relations  with  FN  MA  and  the  value  of  our 
servicing,  the  resources  of  our  company  will  be  made  available  to  correct  our 
present    deficiencies. 

9.  A  survey  is  being  made  to  determine  whether  it  is  advantageous  for  us  to 
establish  a  collection  office  in  Brooklyn. 

United  will  not  bid  in  the  FN  MA  Auction  without  your  consent  and  if,  at  the 
end  of  sixty  days  the  reporting  procedures  do  not  meet  with  your  approval  and  if 
the  deliquency  ratio  has  not  been  materially  improved  we  will  request  that  you 
transfer  the  servicing  to  some  mortgage  company  of  your  choosing. 

We  should  like  to  express  our  appreciation  to  you  for  permitting  us  to  offer  our 
future  plans. 

Sincerely  yours, 

Edwin  Katz. 

OCTOBEK  31,  1969. 
Loan  Representative, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y: 

Mr.  Edwin  Katz,  Chairman  of  the  Board,  Mr.  Richard  Levine,  Servicing 
Manager,  and  Mrs.  Henrietta  Schlossberg,  Secretary,  representing  United 
Institutional  Servicing  Corporation,  visited  our  office  today  lu  oraer  to  discuss 
their  performance  record  regarding  submissions  and  servicing  of  FNMA  loans. 
Messrs.  Duncan,  Lynch,  McCarron,  Riley,  Judd  and  Conway  attended  the 
meeting  on  behalf  of  FNMA. 

Mr.  Katz  discussed  their  procedure  in  detail  regarding  the  origination  of  FHA 
and  VA  mortgages  which  are  to  be  submitted  to  FNMA  for  purchase.  He  further 
stated  that  they  did  not  perform  any  underwriting  function  but  merely  forwarded 
the  mortgage  application  on  to  either  the  FHA  or  the  VA,  Mr.  Katz'  philosophy 
was  that  it  is  well  worth  the  risk  for  the  government  to  provide  19  families  with 
homes  who  make  their  regular  mortgage  payments  as  against  the  one  that  results 
in  foreclosure.  Mr.  Duncan  pointed  out  that  there  should  be  some  degree  of 
underwriting  and  that  there  are  several  other  special  assistance  government 
programs  which  are  -available  to  families  who  are  credit  risks. 

Mr.  McCarron  stated  that  the  foreclosure  ratio  for  United  Institutional 
Servicing  Corporation  was  next  to  the  highest  for  all  of  our  Servicers  in  the 
northeastern  region.  He  also  observed  that  the  delinquency  ratio  has  shown  an 
improvement  over  the  16.9%  ratio  that  was  recorded  for  March,   1969. 

In  analyzing  our  Form  145,  Mr.  McCarron  noted  that  a  study  had  been  made 
of  these  forms  which  were  received  in  this  office  for  the  month  of  September 
1969,  and  that  of  the  35  that  were  received,  18  of  them  represented  mortgagors 
who  had  made  5  monthly  payments  or  less.  He  even  pointed  out  that  some  had 
not  made  any  payment  at  all.  Mr.  Katz  did  not  offer  a  new  reason  for  this  situa- 
tion but  stated  that  this  was  due  to  their  present  philosophy  concerning  origina- 
tions. 

Mr.  Conway  furnished  many  examples  of  Form  145  that  were  submitted  to 
this  office  during  the  month  of  September,  1969  which  indicated  that  neither  a 
visit  to  the  property  or  a  face  to  face  contact  was  made  before  80  to  90  days  of 
delinquency.  He  also  pointed  out  that  most  of  these  145's  were  incomplete. 

During  the  month  of  September,  1969,  67  cases  were  referred  to  the  Servicer 
for  foreclosure.  During  this  same  month,  13  of  these  were  reinstated.  Mr.  McCar- 
ron stated  that  this  is  another  example  of  inadequate  underwriting  by  United 
Institutional  Servicing  Corporation. 

Mr.  Riley  discussed  the  reporting  procedure  and  concluded  that  there  should 
be  more  checking  and  more  review  of  the  reports  before  sending  them  to  FNMA. 
The  reports  are  usually  received  on  time  in  this  office.  Mr.  Riley  stated  that 
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although  we  are  not  experiencing  any  serious  problems  regarding  reports,  he  would 
recommend  that  they  should  be  reviewed  very  carefully  before  being  signed  by 
the  responsible  person. 

SUMMARY 

Mr.  McCarron  stated  that  although  there  were  several  instances  of  inadequate 
servicing,  there  is  some  evidence  of  a  gradual  improvement  toward  reducing  their 
dehnquency  ratio,  and  in  view  of  this  fact,  he  would  recommend  to  Mr.  Duncan 
that  probation  be  continued  until  January  15,  1970.  He  further  recommended 
that  we  would  make  another  complete  review  of  their  entire  operations,  and  we 
would  discuss  the  findings  with  them  at  that  time.  Mr.  Duncan  expressed  the 
hope  that  Mr.  Katz  would  give  further  consideration  to  his  present  policy  towards 
originating  mortgages  which  are  intended  for  sale  to  FNMA.  He  concluded  by 
concurring  with  Mr.   McCarron's  recommendation. 

John  F.  Conway. 

April  23,  1969. 

Assistant  Vice  President, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

On  Monday  afternoon,  April  21,  Mr.  Edwin  Katz,  Chairman  of  the  Board  of 
United,  and  Mr.  Richard  Levine,  Servicing  Supervisor,  called  at  the  office  to 
discuss  their  delinquency  and  servicing  problems.  Miss  McKee  and  Mr.  Eckert 
met  with  Mr.  Levine  to  discuss  the  day-to-day  operations,  and  Messrs.  Keegan, 
Reed,  McCarron  and  myself  met  with  Mr.  Katz  for  an  overall  discussion  of  his 
performance. 

Mr.  Katz  was  extremely  disturbed  and  concerned  about  being  placed  on  pro- 
bation and  possible  suspension  of  his  bidding  privileges  unless  his  delinquency 
ratio  improved.  He  assured  us  that  he  was  doing  everything  possible  to  reduce 
delinquencies,  and  that  these  were  caused  primarily  by  the  type  of  mortgagor. 

Most  of  these  delinquents  are  in  the  inter-city  area,  and  it  is  difficult  to  educate 
them  as  to  their  obligation  or  even  to  contact  them  personally,  Most  of  his  outside 
personnel  are  afraid  to  visit  certain  areas  after  dark.  He  has  had  for  some  time  in  his 
employ  a  retired  lieutenant  of  the  police  force,  who  habitually  carries  a  gun  on  his 
rounds,  but  even  he  will  not  make  calls  after  dark.  United  has  just  hired  another 
field  man  and  reassigned  six  solicitors  to  calling  on  delinquent  accounts  in  a  con- 
certed effort  to  improve  the  delinquency  picture. 

Messrs.  Reed  and  McCarron  discussed  our  difficulty  with  the  New  York  FHA 
office  in  simultaneously  transferring  property  to  the  FHA  at  foreclosure  sale. 
Many  of  these  properties  are  two  or  more  family  units,  and  most  are  rent  con- 
trolled. New  York  City  law  precludes  eviction  in  rent  controlled  units,  and  FHA 
will  not  give  United  an  answer  until  they  have  inspected  each  foreclosed  property. 
This  frequently  takes  some  time  to  accomplish.  Meanwhile,  the  referee  is  in- 
sistent that  he  draw  a  deed  to  somebody.  Apparently  in  most  instances,  it  will  be 
necessary  to  draw  the  deed  to  FNMA  instead  of  directly  to  FHA. 

Another  problem  prevalent  in  New  York  City  area  is  the  securing  of  properties 
after  foreclosure  sale.  It  is  not  enough,  according  to  City  law,  to  merely  lock  the 
property  and  board  up  the  windows.  All  windows  must  be  securely  sealed  with 
brick  or  cement,  which  necessitates  taking  out  the  window  frames.  The  cost  of 
this  runs  upward  to  $1,000.00,  but  it  is  New  York  City  law,  and  FHA  has  advised 
us  that  they  will  pay  the  cost. 

In  conclusion,  Mr.  Katz  again  assured  us  that  every  possible  step  would  be 
taken  to  improve  the  delinquency  rate. 

December  20,  1968. 
Re  FNMA  audit. 
Mr.  Edwin  Katz, 
Chairman  of  the  Board, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  This  will  confirm  the  results  of  the  meeting  held  in  this  office 
on  December  16,  1968  on  the  Association's  audit.  The  findings  taken  by  our 
auditor  are  listed  on  Exhibit  A,  which  is  in  your  possession. 

Concerning  Finding  8,  a  waiver  of  Section  101  of  the  Servicers  Guide  is  granted 
in  your  company's  present  fidelity  coverage,  which  contains  a  $1,000.00  deductible 
provision. 
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The  serious  findings  which  caused  us  to  classify  your  records  and  procedures 
inadequate  are  cleared  with  the  following  exceptions : 

Finding  1,  Guy,  FNMA  No.  31-291703  KK— You  agreed  to  reimburse  the  As- 
sociation if  we  incur  a  loss  not  recoverable  from  FHA  resulting  from  our 
present  foreclosure  action. 

Findings  2  and  7 — You  are  asked  to  notify  the  Association  when  your  review  of 
ledger  cards  is  complete  and  mortgagors'  accounts  reimbursed. 

Finding  6 — Forward  a  request  for  approval  to  retain  excess  line  carriers  where 
premiums  were  paid,  including  name  of  carriers  not  licensed  to  do  business  in 
New  York  State  or  policies  contain  restricting  clauses.  Also,  letters  from  mort- 
gagors requesting  hazard  insurance  coverage  in  excess  of  our  requirements  must 
be  placed  in  the  mortgagors'  files. 

After  discussing  your  solution  to  clear  Finding  9,  you  decided  the  procedure 
initiated  will  differ  from  your  letter  of  November  27,  1968;  therefore,  advise  in 
detail  what  your  procedure  will  be  and  when  it  is  put  in  operation. 

A  matter  which  causes  us  great  concern  is  your  unsatisfactory  delinquency  ratio. 
We  would  appreciate  your  advice  on  the  steps  you  plan  to  take  with  your  collec- 
tion procedures  to  reduce  and  maintain  the  delinquency  percentage  at  an  accept- 
able level. 

As  you  were  previously  advised,  no  closings  for  FHA-GNMA  loans  will  be 
assigned  to  your  company  until  there  is  an  overall  improvement  in  your  servicing 
performance. 

Sincerely  yours, 

Kevin  E.  Keegan,  Agency  Manager. 

December  19,  1968. 
Loan  Supervisor,  Audit, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

On  Monday,  December  16,  1968,  a  meeting  was  held  in  this  office  to  discuss 
the  inadequate  rating  resulting  from  the  Association's  audit. 

The  following  Servicer's  officials  and  Agency  personnel  attended  the  meeting: 

United  Institutional  Servicing  Corp. 
Edwin   Katz,   Chairman  of  the   Board. 
Michael  Kelly,   Assistant  Servicing   Manager. 

FNMA 

Harry  F.   Bickford,   Assistant  Agency  Manager. 

Arthur  W.  Miller,  Agency  Director,  Examination  and  Audit  Division. 

Thomas  R.  Kingsley,   Chief,   Accounting  Operations  Branch. 

Theresa   M.   McKee,   Loan   Supervisor. 

Finding  1 — Inaccurate  Certifications  That  All  Matured  Mortgage  Installments  Had 
Been  Paid  by  the  Mortgagors.  The  Servicer  was  advised  that  it  will  be  required  to 
absorb  any  foreclosure  loss  on  Guy,  FNMA  No.  31-291703  KK.  On  Orta,  FNMA 
No.  31-295224  KK,  a  current  account,  no  action  will  be  taken  as  a  result  of  the 
inaccurate  certification.  A  memo  dated  December  18,  1968  to  the  Controller's 
Division  advised  of  our  election  to  indemnify  the  Association  for  the  foreclosure 
loss  on  FNMA  No.  31-291703  KK.  Mr.  Katz  confirmed  a  procedure  is  now  in 
effect  to  prevent  recurrence  of  inaccurate  certifications  by  tJnited  Institutional 
Servicing  Corp. 

Finding  2 — Tax  Penalties  Incurred  and  Charged  to  Mortgagors  and  Taxes  Er- 
roneously Paid  From  Mortgagors'  Funds.  The  Servicer's  statement  to  our  auditor 
and  its  letter  of  November  27,  1968  are  satisfactory.  However,  the  Agency  will 
request  notification  when  a  review  of  the  ledger  cards  for  taxes  paid  in  the  past 
year  and  refunds  to  the  mortgagors'  accounts  is  accomplished. 

Finding  3 — Delays  in  Reversing  NSF  Checks;  Finding  4 — Inadequate  Control 
of  Disbursements;  and  Finding  5 — Improper  Handling  of  Insurance  Loss  Drafts. 
United's  statement  to  our  auditor  and  its  letter  of  November  27,  1968  satisfac- 
torily clear  these  findings. 

Finding  6 — Hazard  Insurance  Policies  Not  Handled  Properly.  The  Servicer's 
letter  of  November  27,  1968  advises  the  Insurance  Department  of  the  State  of 
New  York  now  provides  for  assigned  risk.  Further,  the  assigned  risk  rate  is  about 
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the  same  as  the  normal  rate  and  considerably  less  in  the  premium  charged  by  ex- 
cess line  companies.  United  Institutional  Servicing  Corp.  will  request  permission 
to  retain  insurance  with  excess  line  companies  where  premiums  have  been  paid, 
forwarding  the  name  of  the  carrier  and  type  of  policy.  When  these  policies  expire 
renewal  of  coverage  will  be  placed  on  an  assigned  risk  basis.  Concerning  insurance 
in  excess  of  the  unpaid  principal  balance  of  the  mortgage,  subpargraph  (v) 
of  the  finding,  Mr.  Katz  advised  the  amount  of  the  insurance  coverage  requested 
by  the  homeowner  frequently  exceeds  the  unpaid  amount  of  the  mortgage.  The 
Agency  requires  these  requests  be  in  writing  and  maintained  in  the  mortgagors' 
files,  and  the  Servicer's  officials  were  advised  of  this  requirement. 

Finding  7 — Hazard  Insurance  Refunds  Not  Obtained  and  Mortgagor  Erroneously 
Charged  With  Insurance  Disbursements.  The  Servicer's  statement  to  the  auditor 
and  its  letter  of  November  27,  1968  are  satisfactory.  However,  the  Agency  wishes 
to  know  when  the  review  is  complete  and  mortgagors'  accounts  reimbursed,  where 
applicable. 

Finding  8 — Endorsement  to  Fidelity  Bond  Not  Obtained.  United  requested  a 
waiver  of  Section  101  of  the  Servicer's  Guide.  The  Agency  Manager  approved  the 
Servicer's  fidelity  coverage  with  a  $1,000.00  deductible  provision  on  Decem- 
ber 18,  1968,  and  United  will  be  notified  accordingly. 

Finding  9 — Checks  on  FNMA  Custodial  Account  N'ot  Drawn  in  Date  Sequence 
and  Transaction  Dates  Incorrect.  It  was  felt  United's  solution  to  clear  finding  9 
would  be  cumbersome;  therefore,  the  Servicer  will  advise  what  arrangements 
were  made  with  Financial  Services  to  clear  this  finding  and  when  the  procedures 
were  placed  in  efifect. 

United  was  removed  from  the  list  of  closing  agents  for  FHA-GNMA  direct 
loans. 

The  unsatisfactory  delinquency  ratio  for  FN  MA- ON  MA  loans  was  also 
discussed.  Mr.  Katz  will  personally  investigate  the  unusually  high  delinquency 
percentage. 

Theresa  McKee. 

December  12,  1968. 
Mr.  Edwin  Katz, 
Chairman  of  the  Board, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  Mr.  Keegan  is  away  from  the  office  on  business  today  so  I 
am  replying  to  your  letter  of  December  11,  1968. 

A  meeting  with  you  and  Mr.  Levine  here  in  the  office  at  2:00  p.m.  on  Monday, 
December  16,  1968  is  satisfactory. 
Sincerely  yours, 

Harry  F.  Bickford, 
Assistant  Agency  Manager. 


December  6,  1968. 
Re  Audit  report. 
Mr.  Edwin  Katz, 
Chairman  of  the  Board, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dear  Mr.  Katz:  We  acknowledge  receipt  of  your  letter  of  November  27,  1968 
outlining  corrective  actions  taken  by  your  company  as  a  result  of  the  Association's 
audit. 

Because  of  the  number  and  seriousness  of  the  findings  taken  at  the  audit,  we 
feel  that  a  personal  discussion  with  you  and  your  operating  personnel  would  be 
beneficial  to  both  of  us.  Would  you,  therefore,  please  arrange  to  visit  this  oflSce 
and  let  us  know  the  date  and  time  that  you  will  arrive. 
Sincerely  yours, 

Kevin  E.  Keegan,  Agency  Manager. 
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Federal  National  Mortgage  Association 

Memorandum 

August  23,  1971. 
To:  K.  A.  Duncan,  Regional  Vice  President — FN  MA. 
From:  A.  W.  Miller,  Regional  Director,  Internal  Audit — Philadelphia. 
Subject:  Audit  of  Transfer  of  Servicing. 

From:  United  Institutional  Servicing  Corp.  New  York,  N.Y. 
To:  Jacksonville  National  Bank,  Jacksonville,  Fla. 

By  memorandum  dated  February  24,  1971,  Mr.  Frank  W.  Pence,  Vice  Presi- 
dent— Mortgage  Operations,  approved  the  transfer  of  servicing  of  approximately 
6,084  mortgages  from  United  Institutional  Servicing  Corporation,  New  York, 
New  York,  to  Jacksonville  National  Bank,  Jacksonville,  Florida,  effective 
February  25,  1971. 

In  a  letter  dated  March  2,  1971,  you  advised  Mr.  Edwin  Katz,  Chairman  of 
the  Board,  United  Institutional  Servicing  Corporation,  of  the  approval  of  the 
transfer,  effective  at  the  close  of  business  February  25,  1971,  and  detailed  certain 
instructions  to  be  completed  in  processing  the  transfer. 

As  shown  in  Mr.  Pence's  memorandum,  it  was  originally  planned  that  the 
Jacksonville  National  Bank,  immediately  upon  acquiring  the  servicing  portfolio, 
would  use  Springfield  Equities,  Ltd.  as  an  independent  agent  to  service  the 
loans.  The  above  memo  indicated  that  the  Jacksonville  National  Bank  would  be 
directly  responsible  to  FN  MA  under  the  servicing  contract. 

At  February  25,  1971,  the  effective  date  of  transfer  of  servicing,  United  In- 
stitutional Servicing  Corp.  was  servicing  5,495  FNMA  mortgages  and  553  GNMA 
mortgages  for  the  Northeastern  Regional  Office.  The  unpaid  principal  balance 
on  the  mortgages  serviced  for  FNMA  totaled  $106,263,001.32  and  for  GNMA 
$7,708,511.66.  In  addition,  the  Servicer  was  responsible  for  the  administration 
of  $1,165,316.87  of  escrow  funds  for  FNMA  and  $144,681.75  for  GNMA. 

The  audit  of  the  transfer  began  on  April  6,  1971  and  ended  on  July  1,  1971, 
and  was  performed  in  conjunction  with  the  audit  of  transfer  of  923  mortgages 
from  Springfield  Equities,  Ltd.,  Jamaica,  New  York,  to  the  Jacksonville  National 
Bank.  The  deficiencies  in  the  Servicer's  records,  procedures  and/or  the  transfer 
are  shown  in  the  20  findings  on  Attachment  #1. 

Our  audit  was  performed  in  accordance  with  a  basic  Program  of  Audit  outlined 
by  the  Director,  Internal  Audit.  The  Program  included  the  reconciliation  of  the 
Servicer's  cash  balance,  as  showTi  by  the  bank  statement,  with  the  Servicer's 
control  records  and  with  the  aggregate  amount  of  the  mortgagors'  deposit  accounts  . 

Subsequent  to  the  effective  date  of  transfer  (2/25/71),  the  Jacksonville  National 
Bank  changed  the  original  plans  whereby  Springfield  Equities,  Ltd.,  as  an  inde- 
pendent agent  for  Jacksonville  National  Bank,  would  service  the  mortgages,  and 
decided  that  servicing  would  be  done  by  the  Jacksonville  National  Bank  from  its 
main  office  in  Jacksonville,  Florida.  As  a  result,  during  our  audit,  many  of  the 
pertinent  records,  including  mortgage  history  runs  (ledger  cards),  hazard  insurance 
policies,  current  tax  receipts,  and  mortgage  files,  which  were  needed  for  the  audit 
were  shipped  to  Jacksonville,  Florida.  In  most  cases,  we  were  not  given  sufficient 
advance  notice  that  the  records  were  being  shipped  and  would  not  be  available 
in  the  Queens  Village,  New  York  office  the  following  day.  The  movement  of  these 
records  to  Jacksonville,  Florida  and  the  delay  in  returning  certain  records  that  we 
needed  adversely  affected  the  progress  of  our  audit. 

Mortgagors  were  instructed  that  commencing  May  1,  1971,  monthly  install- 
ments were  to  be  mailed  to  Jacksonville,  Florida.  Also,  subsequent  to  April  25, 
1971,  all  accounting  functions,  including  disbursements  for  taxes,  insurance,  etc. 
and  remittances  to  FNMA  were  to  be  handled  in  Florida.  All  Reports,  including 
Loan  Service  Reports  (FNMA  Form  145)  are  also  to  be  prepared  in  Florida.  A 
branch  office  with  a  small  staff  in  Queens  Village,  New  York,  is  to  be  retained 
mainly  for  the  purpose  of  follow-up  on  delinquency  and  foreclosure  cases  and 
inspections  of  properties,  including  those  for  which  fire  loss  funds  have  been 
received. 

The  transferor  Servicer  (United)  had  been  reporting  to  FNMA  under  the  Ag- 
gregate Exception  System  (AES)  for  January  and  February  1971.  Although  not 
included  as  a  finding  on  Attachment  #1,  the  Jacksonville  National  Bank  did  not 
submit  AES  reports  to  FNMA  for  the  months  of  March  or  April  1971.  We  were 
advised  that  such  Reports  were  to  be  prepared  and  submitted  for  the  month  of 
May  by  the  Florida  office. 


679 

The  20  findings  were  discussed  with  Mr.  Charles  H.  Beason,  Vice  President, 
Jacksonville  National  Bank,  and  with  Mr.  Nicasio  P.  Corsello,  Office  Manager  of 
Springfield  Equities,  Ltd.,  now  acting  as  Agent  for  Jacksonville  National  Bank. 
Findings  No.  18,  19  and  20  were  cleared  during  our  audit.  Mr.  Beason  stated  that 
in  all  likelihood,  the  Jacksonville  National  Bank  will  follow  our  suggestions 
concerning  the  clearance  of  Findings  1  through  17.  However,  he  said  he  would  like 
to  meet  with  other  top  officials  of  the  bank,  and  perhaps  with  Mr.  Katz  of  United 
before  making  a  decision  concerning  the  use  of  a  public  accountant  in  the  con- 
firmation program  outline  (Finding  No.  4)  and  in  the  clearance  of  some  of  the 
other  findings,  particularly  numbers  5,  6  and  7  (NSF  checks,  advances  and  taxes). 

In  discussing  the  extensive  reviews  and  adjustments  required  by  Findings  5, 
6  and  7,  all  of  which  involve  material  amounts  of  mortgagors'  funds,  we  suggested 
that  these  reviews  be  made  by,  or  under  the  supervision  of  a  public  accountant  to 
the  extent  deemed  necessary  for  the  accountant  to  furnish  FNMA  with  a  state- 
ment, that  the  reviews  contemplated  by  these  three  findings  had  been  completed 
and  adjustments  made  to  properly  charge  or  credit  the  applicable  mortgagors' 
accounts. 

In  our  limited  review  of  mortgage  files,  we  noted  that  for  three  cases,  some 
of  the  mortgage  origination  papers  appear  to  be  questionable.  These  cases  will 
be  the  subject  of  a  separate  memorandum. 

We  suggest  that  FNMA  have  the  new  Servicer,  Jacksonville  National  Bank, 
confirm  its  agreement  to  clear  Findings  numbers  1  through  17.  In  our  opinion  this 
should  include  a  statement  from  the  new  Servicer  that  it  will  obtain  the  services 
of  a  public  accountant  to  supervise  the  confirmation  program  and  the  reviews 
required  by  Findings  5,  6  and  7  of  Attachment  #1,  and  assurance  that  FNMA 
will  subsequentl}-  be  furnished  a  statement  from  the  public  accountant  concerning 
the  reviews  completed  and  the  results  obtained. 

We  should  appreciate  receiving  copies  of  correspondence  with  Mr.  Charles  H. 
Beason,  Vice  President,  Jacksonville  National  Bank,  relative  to  the  clearance  of 
the  findings.  We  understand  that  you  will  advise  the  United  Institutional  Servic- 
ing Corporation  of  the  results  of  the  audit. 

Arthur  W.  Miller. 


[Attachment  No.  1] 

United  Institutional  Servicing  Corp.  (Transfer  of  Servicing) 

Federal  National  Mortgage  Association,  Internal  Audit  Division — Field 

Office,  Philadelphia 

Deficiencies  Which  the  Servicer  Agreed  To  Correct 

1.    servicer's  records  not  in  agreement  with  FNMA  PRINCIPAL  TRIAL  BALANCE 

AT  DATE  OF  TRANSFER 

FNMA  had  furnished  United  Institutional  Servicing  Corp.  an  Aggregate 
Exception  System  (AES)  principal  trial  balance  for  each  of  the  months  of  January 
and  February  1971,  but  the  Servicer  had  not  reconciled  these  trial  balances  to  its 
own  trial  balances  or  to  the  mortgage  history  runs  (ledger  cards) . 

The  FNMA  principal  trial  balance  at  February  25,  1971  (effective  date  of 
transfer  of  servicing)  shows  a  total  of  $106,263,001.32,  while  the  Servicer's  trial 
balance  at  that  date  shows  a  total  of  $106,367,241.62,  or  a  difference  of  $104,240.30. 

During  our  visit,  we  made  a  loan-by-loan  comparison  of  the  2/25/71  AES  trial 
balance  with  the  Servicer's  trial  balance  and  determined  that  the  above  difference 
was  made  up  of  the  following  items: 

Item  (1) $124,  748.  25 

Item  (2) 1,096.  49 

Item  (3) (18,  657.  70) 

Item  (4) (2,  944.  92) 

Item  (5) (1.82) 

Total 104,240.  30 
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Item  (1)  was  the  result  of  the  following  seven  mortgages  being  included  on  the 

Servicer's  trial  balance  but  not  on  the  AES  trial  balance: 

Unpaid  principal — 

Loan  No.  balance  per  servicer 

131-284322-2 $19,  713.  89 

131-506679-3 17,  514.  40 

131-507085-9 14,  178.  29 

131-515098-4 16,749.  12 

131-520949-8 20,  184.  85 

131-800335 18,657.  70 

131-801259-7 17,  750.  00 

Total 124,748.  25 

Each  of  these  mortgages,  except  131-800335,  was  coded  by  the  Servicer  as  being 
in  foreclosure,  but  FN  MA  had  shown  them  as  being  removed  (Code  72)  on  the 
Exception  Update  Listing  (FMNA  Form  476)  for  January  or  February  1971. 
The  new  Servicer  (Jacksonville  National  Bank)  was  still  showing  these  mortgages 
on  its  principal  trial  balance  at  4/25/71. 

Loan  No.  131-800335,  which  was  current  at  2/25/71  with  an  unpaid  balance  of 
$18,657.70,  is  not  included  on  the  AES  trial  balance,  but  Loan  No.  131-800422-7 
is  included  by  FNMA  with  an  unpaid  balance  of  $18,657.70.  The  Servicer  has  no 
record  of  Loan  No.  131-800422-7.  We  believe  there  is  a  mix-up  in  the  loan  number 
between  FNMA  and  the  Servicer,  and  that  this  should  be  resolved.  (See  also 
Item  (3)  below.) 

Item  (2)  resulted  from  15  mortgages  for  which  the  unpaid  principal  balances 
shown  on  the  Servicer's  records  exceeds  the  balances  shown  on  the  AES  trial 
balance  by  a  total  of  $1,096.49.  The  mortgages  involved  are  shown  on  Exhibit  A-1. 

Item  (3)  resulted  from  Loan  No.  131-800422-7  being  included  on  the  AES  trial 
balance  but  not  on  the  Servicer's  trial  balance.  (See  also  item  (1)  above  concerning 
Loan  No.  131-800335.) 

Item  (4)  resulted  from  28  mortgages  for  which  the  unpaid  principal  balances 
shown  on  the  Servicer's  records  are  less  than  the  balances  shown  on  the  AES  trial 
balances  by  a  total  of  $2,944.92.  The  mortgages  involved  are  shown  on  Exhibit 
A-1. 

Item  (5)  resulted  from  176  mortgages  for  which  the  unpaid  principal  balances 
shown  on  the  Servicer's  records  were  at  variance  with  the  p  mounts  shown  on  the 
AES  trial  balance  by  either  one  or  two  cents.  (No  further  action  recommended.) 

We  reviewed  eleven  of  the  specific  cases  (43)  shown  on  Exhibit  A-1  and  are 
showing  below  the  reasons  for  differences  between  FNMA's  and  the  Servicer's 
recor  is : 

(A)  Loan  No.  131-249976-5 

The  Servicer  applied  a  curtailment  of  $954.01  on  1/7/71  and  a  curtailment  of 
$430.80  on  2/8/71.  Neither  of  these  curtailments  was  processed  by  FNMA  because 
of  an  incorrect  due  date  reported  by  the  Servicer.  As  a  result  of  the  above  cur- 
tailments, the  Servicer  applied  $70.68  as  the  principal  portion  of  the  2/1^71 
installment,  while  FNMA  credited  only  $66.51  to  principal  (difference  of  $4.17). 
Adding  $430.80,  $954.01  and  $4.17  accounts  for  the  difference  of  $1,388.98.  The 
Jacksonville  National  Bank  made  an  adjustment  of  $5.63  (credit  to  principal)  on 
3/8/71,  which  does  not  appear  to  be  justified. 

(B)  Loan  No.  131-265961-6 

On  the  Phase  II  data  submitted  to  FNMA  at  12/25/70,  the  Servicer  reported 
the  2/1/71  installment  as  paid.  The  mortgagor  paid  the  3/1/71  installment  1/4/71 
but  the  Form  470  submitted  to  FNMA  1/25/71  reported  that  the  2/1/71  install- 
ment had  been  prepaid  during  January  (it  should  have  been  the  3/1/71  installment). 
This  transaction  was  rejected  by  FNMA.  Also,  the  mortgagor  paid  the  4/1/71 
installment  2/1/71,  which  the  Servicer  reported  to  FNMA  2/25/71.  This  trans- 
action was  rejected  because  the  3/1/71  installment  had  not  been  recorded  as  paid 
on  the  FNMA  records.  Adding  the  principal  portion  of  the  3/1/71  installment 
($37.58)  and  4/1  installment  ($37.76)  accounts  for  the  difference  of  $75.34. 

(O  Loan  No.  131-283967-0 

This  mortgage  was  in  foreclosure  prior  to  \2I\1I1Q  but  was  brought  current 
(including  attorney's  fees)  on  12/17/70.  The  mortgagor  paid  the  1/1/71  installment 
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on  1/25/71,  but  FNMA  did  not  credit  this  installment  because  it  had  been  coded 
the  mortgage  as  being  in  foreclosure  with  a  last  paid  installment  of  12/1/70.  The 
Servicer  reported  the  mortgage  delinquent  for  the  2/1/71  installment  at  2/25/71. 
FNMA  rejected  this  delinquency  and  showed  1/1/71  and  2/1/71  as  unpaid. 

The  principal  portion  of  the  1/1/71  installment  (credited  by  the  Servicer)  is 
$32.29,   accounting  for  the  diflference. 

(D)  Loan  No.  131-287370-6 

The  difference  of  $23.77  is  represented  by  the  principal  portion  of  the  10/1/70 
installment  which  was  credited  by  the  Servicer  on  1/7/71. 

The  Servicer  had  recommended  foreclosure  12/31/70  and  FNMA  approved 
foreclosure  1/13/71.  Form  470  (Remittance  Exceptions)  at  1/25/71  reported  the 
mortgage  as  delinquent  for  the  11/1/70  and  subsequent  installments  but  FNMA 
did  not  credit  the  10/1/70  installment  because  the  mortgage  was  in  foreclosure  at 
1/25/71  and  2/25/71. 

{E)  The  differences  on  Loan  Numbers  131-292007-7,  131-301393-6  and  131- 
301575-2  resulted  from  FNMA's  rejection  of  two  prepaid  installments  for  each 
mortgage. 

(F)  Loan  No.  131-303228-1 

The  Servicer's  records  show  that  at  12/25/70  this  mortgage  was  paid  through 
12/1/70,  with  an  unpaid  balance  of  $17,038.71.  However,  FNMA's  records  at 
1/25/71  show  this  mortgage  to  be  in  foreclosure.  (Last  paid  installment  date  of 
12/1/70.) 

The  mortgagor  paid  his  1/1/71  installment  in  January  and  the  2/1/71  in- 
stallment in  February  but  the  Exception  Update  Listing  for  2/25/71  shows  that 
FNMA  created  delinquencies  for  the  1/1  and  2/1/71  installments  because  the 
mortgage  is  in  foreclosure. 

The  difference  of  $53.09  is  made  up  of  the  principal  portion  of  the  1/1  and 
2/1/71  installments. 

(G)  Loan  No.  131-291664-1 

The  Phase  II  data  12/25/70  showed  the  last  paid  installment  to  be  10/1/70  and 
an  unpaid  balance  of  $15,074.88. 

At  1/25/71,  the  Servicer  reported  that  it  had  reversed  the  9/1  and  10/1/70 
installments  (Code  25)  but  showed  the  incorrect  principal  balances  after  the 
reversals.  FNMA  rejected  the  reversals  and  showed  at  1/25/71  that  the  last  paid 
installment  was  10/1/70. 

The  mortgagor  paid  the  9/1/70  installment  2/24/71  and  the  Servicer  reported 
the  mortgage  delinquent  for  the  10/1/70  and  subsequent  installments  at  2/25/71. 
Because  the  FNMA  records  showed  10/1/70  installment  as  already  paid,  it  rejected 
the  Servicer's  report  that  the  mortgagor  owed  the  10/1/70  installment  and  FNMA 
updated  the  mortgage  to  show  it  current  at  2/25/71. 

The  difference  of  $136.62  is  made  up  of  the  principal  portion  of  the  10/1/70 
through  2/1/71  installments. 

(H)  Loan  No.  131-512021-4 

The  Phase  II  data  12/25/70  showed  the  last  paid  installment  to  be  11/1/70  an 
unpaid  balance  of  $19,929.17. 

The  difference  of  $117.17  resulted  from  FNMA's  updating  the  mortgage  to  show 
it  current  at  2/25/71  whereas  the  Servicer's  records  show  the  mortgage  delinquent 
for  the  8/1/70  and  subsequent  installments. 

This  came  about  through  the  Servicer's  reversal  of  the  9/1,  10/1,  and  11/1/70 
installments  on  1/25/71.  The  1/25/71  Form  470  reporting  reversals  of  install- 
ments (Code  2.5)  was  rejected  by  FNMA  because  the  unpaid  principal  balances 
were  reported  incorrectly.  In  addition,  the  Servicer  reversed  the  8/1/70  install- 
ment in  February  1971  and  reported  that  the  mortgagor  owed  8/1/70  and  subse- 
quent installments.  Because  of  the  above  rejection,  FNMA  updated  the  mortgage 
to  show  it  current  at  2/25/71. 

(7)  Loan  No.  131-710917-3 

On  the  Phase  II  data  submitted  to  FNMA  at  12/25/70,  the  Servicer  reported  an 
unpaid  balance  of  $18,599.97  and  the  last  paid  installment  as  6/1/70.  However, 
on  2/23/71,  the  Servicer  reversed  the  6/1/70  installment,  which  had  been  credited 
in  error  to  this  mortgage  (Loan  No.  131-710915-9  was  credited  2/23/71),  and 
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reported  a  Code  25  transaction  (reversal)  on  the  Form  470.  FNMA  rejected  this 
transaction  because  the  mortgage  is  in  foreclosure. 

The  difference  of  $14.56  represents  the  principal  portion  of  the  6/1/70  install- 
ment. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following 
actions : 

(1)  Take  appropriate  steps  to  remove  the  six  foreclosed  mortgages  from  its 
portfolio  (Item  1). 

(2)  Coil  tact  the  Loan  Accounting  Division  concerning  Loan  Numbers  131- 
800335  and  131-800422-7  (Item  3). 

(3)  Take  appropriate  action  to  resolve  all  differences  shown  by  Items  (2)   and 

(4)  (Exhibit  A-1).  In  some  cases,  it  may  be  necessary  to  contact  the  Loan  Ac- 
counting Division  to  bring  the  reporting  up  to  date. 

We  also  suggest  that  the  Jacksonville  National  Bank  request  a  monthly  trial 
balance  from  FN  MA  and  compare  it  with  their  records  (monthly),  until  such 
time  as  all  differences  are  corrected. 

2.  servicer's  records  not  in  agreement  with  gnma  principal  trial  balance 

AT  date  of  transfer 

United  had  been  furnished  an  Aggregate  Exception  System  (AES)  principal 
trial  balance  for  GNMA  mortgages  for  each  of  the  months  of  January  and  Feb- 
ruary 1971,  but  it  had  not  reconciled  these  trial  balances  to  its  own  trial  balances 
or  to  the  mortgage  history  runs  (ledger  cards) . 

The  GNMA  principal  trial  balance  at  February  25,  1971  (effective  date  of 
transfer  of  servicing)  shows  a  total  of  $7,708,511.66,  while  the  Servicer's  trial 
balance  at  that  date  shows  a  total  of  $7,700,603.97,  or  a  difference  of  $7,907.69. 

During  our  visit,  we  made  a  loan-by-loan  comparison  of  the  2/25/71  AES  trial 
balance  with  the  Servicer's  trial  balance  and  determined  that  the  above  difference 
was  made  up  of  the  following  items: 

Item  (1) . $8,031.  53 

Item  (2) (74.  20) 

Item  (3)_... (49.  82) 

Item  (4) _ .  18 

Total 7,  90:^.  69 

Item  (1)  resulted  from  Loan  No.  731-062417-8  being  included  on  the  AES 
trial  balance  but  not  on  the  Servicer's  trial  balance.  This  mortgage  was  paid  in 
full  12/31/70  and  was  properly  reported  to  FNMA  on  a  Cash  Transmittal  Advice 
in  January  1971.  However,  FNMA  did  not  apply  the  funds,  apparently  because 
of  some  question  concerning  the  FNMA  Loan  Removal  Collection  Report  (FNMA 
Form  478). 

We  contacted  the  Washington  Office  on  4/27/71,  and  were  later  advised  that  the 
Loan  Accounting  Division  would  take  appropriate  action  to  remove  this  mort- 
gage from  the  GNMA  records. 

Item  (2)  resulted  from  the  Servicer's  reversal  of  the  12/1/70  and  1/1/71  install- 
ments for  Loan  No.  731-063378-9  in  February  1971.  These  transactions  were 
rejected  by  FNMA  because  the  Servicer  did  not  report  the  unpaid  principal 
balanc    correctly  after  the  reversals. 

Item  (3)  is  similar  to  item  (2),  with  the  reversals  of  the  12/1/70  and  1/1/71  install- 
ments for  Loan  No.  731-071545-8  being  rejected  by  FNMA. 

Item  (4)  resulted  from  17  mortgages  for  which  the  unpaid  principal  balance 
shown  on  the  Servicer's  records  was  either  one  cent  (16  cases)  or  two  cents  (one 
case)  less  than  that  shown  on  the  AES  trial  balance.  (No  further  action 
is  recommended.) 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  appropriate 
action  to  (i)  Resolve  the  differences  shown  in  Items  (2)  and  (3),  and  Cii)  Request 
a  GNMA  monthly  trial  balance  from  FNMA  and  compare  it  with  their  records 
(monthly)  until  such  time  as  all  differences  are  corrected. 

3.  mortgage  installments  credited  to  wrong  account 

The  mortgage  installments  received  by  United  Institutional  Servicing  Corp 
for  Loan  No.  131-509681-5  (Brynildsen)  for  the  months  of  July  1970  through 
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February  1971,  were  incorrectly  credited  to  Loan  No.  131-509684-1  (Jones), 
resulting  in  prepayments  of  installments.  These  misapplications  are  as  follows: 

Payments  made  by  Brynildsen  Credited  in  error  to  Jones 

Credit  of 

installment 

Due  date  Date  paid  Amount  Amount  due 

July  1,1970 July  16, 1970  $232.00  i$232.00 

Aug.  1,1970 Aug.  12,1970  244.90  244.90  July  1,  1970 

Sept.  1,1970      Sept.  4, 1970  262.20  »  262.20  Sept.  1, 1970 

Oct.  1,1970... Oct.9,1970  244.00  244.00  Nov.  1,  1970 

Nov.1,1970 Nov.3,1970  244.00  244.00  Jan.  1, 1971 

Dec.1,1970. Dec.  4, 1970  244.00  244.00  Mar.  1,  1971 

Jan.  1,1971    Jan.  11, 1971  244.00  244.00  May  1, 1971 

February  1,1971 Feb.  5, 1971  244.00  244.00  July  1, 1971 

1  Credited  as  unapplied  payment  and  still  held  as  unapplied  funds  at  April  6, 1971. 

'  Includes  $18.20  collected  from  Brynildsen  as  back  late  charges  on  the  Jones  mortgage.  (No  late  charges  were  due  on 
the  Brynildsen  mortgage.) 

As  a  result  of  the  misapplication  of  payments  made  by  Brynildsen,  his  mortgage 
was  seven  months  dehnquent  at  12/31/70  at  which  time  United  Institutional 
Servicing  Corp.  filed  a  FN  MA  Form  145  (Loan  Service  Report)  and  recommended 
foreclosure.  The  Servicer  also  filed  an  FHA  Form  2068  (Notice  of  Default)  on 
12/31/70. 

The  Servicer  files  do  not  show  that  any  face-to-face  contacts  or  telephone 
contacts  were  ever  made  with  Brynildsen,  at  which  time  it  might  have  been  dis- 
covered that  payments  were  being  made  but  had  been  misapplied.  The  Servicer 
visited  the  property  12/15/70  and  found  the  property  occupied  by  a  tenant,  who 
would  give  no  information. 

The  Servicer  sent  a  letter  to  Brynildsen  (at  the  property)  on  1/6/71  and  the 
letter  was  returned  by  the  Post  Office  marked  "addressee  Unknown". 

FNMA  authorized  foreclosure  of  the  Brynild.sen  mortgage  on  1/13/71  and  the 
Servicer  sent  the  case  to  Field  Counsel  on  i/22/71. 

After  foreclosure  action  was  started  by  Field  Counsel,  the  mortgagor  (Brynild- 
sen) who  had  been  making  his  monthly  payments  on  time  obtained  a  lawyer, 
David  Klibanow,  to  represent  him.  On  4/2/71,  the  attorney  submitted  a  letter 
(copy  attached)  and  copies  of  paid  checks  representing  payments  made  by  Brynild- 
sen. The  attorney  requested  that  the  FNMA  Field  Counsel  execute  and  forward 
to  him  a  discontinuance  of  the  foreclosure  action. 

On  3/29/71,  Springfield  Equities,  Ltd.,  Agent  for  Jacksonville  National  Bank, 
the  transferee  Servicer,  wrote  a  letter  to  the  FNMA  Field  Counsel  instructing  him 
to  cease  foreclosure  action  on  the  Brynildsen  mortgage. 

In  addition  to  the  misapplication  of  funds,  as  shown  above,  there  is  a  question 
concerning  the  6/1/70  installment  on  the  Brynildsen  mortgage.  According  to  the 
letter  from  the  mortgagor's  attorney  dated  4/2/71,  Brynildsen  is  unable  to  locate 
his  check  dated  6/1/70  constituting  payment  of  the  6/1/70  installment.  The 
attorney  sent  a  photostatic  copy  of  the  mortgagor's  check  book  on  which  was 
entered'  check  number  190  dated  6/1/70  for  $232.00,  payable  to  United  Institu- 
tional. We  found  no  record  of  this  check  being  credited  on  the  records  of  United 
Institutional  Servicing  Corp. 

At  4/30/71,  the  new  Servicer  was  still  holding  Brynildsen's  check  dated  3/1/71 
in  the  amount  of  $244.00  representing  the  3/1/71  installment. 

(a)  It  is  suggested  that  the  following  actions  be  taken  by  the  Jacksonville 
National  Bank: 

(i)  Make  a  determination  as  to  whether  Brynildsen's  check  #190  for  $232.00 
dated  6/1/70,  was  ever  received  by  United  Institutional  and  deposited  by  them. 
(Inasmuch  as  the  mortgagor  is  unable  to  find  the  "Paid"  check,  perhaps  a  copy  of 
his  bank  statement  for  June  1970  might  be  obtained,  in  order  to  establish  that  the 
check  was  actually  charged  to  his  account.)  If  it  is  determined  that  Brynildsen 
paid  the  6/1/70  installment,  the  amount  of  $232.00  should  be  obtained  from  United 
Institutional  for  credit  to  the  mortgagor. 

(ii)  Make  appropriate  appUcation  of  the  $232.00  credited  as  unapplied  payments 
on  7/16/70  and  still  unapplied  at  4/6/71. 
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(iii)  Reapply  each  of  the  eight  installments  paid  by  Brynildsen  during  the 
months  of  Julv  1970  through  February  1971,  which  were  erroneously  credited  to 
Loan  No.  31-509684  (Jones). 

(iv)  If  not  already  done,  deposit  Brynildsen's  $244.00  check  dated  3/1/71  in  the 
Jacksonville  National  Bank's  FN  MA  Custodial  Account  for  credit  to  the 
mortgagor. 

(v)  Obtain  from  United  Institutional  the  $18.20  in  late  charges  which  were 
erroneously  collected  from  Brynildsen  on  9/4/70,  and  which  were  retained  by 
United  Institutional.  These  funds  should  then  be  credited  to  the  mortgagor's 
(Brynildsen)  escrow  account. 

(vi)  Determine  from  Field  Counsel  the  amount  of  legal  fees  and  costs  incurred 
in  handhng  the  foreclosure  work  on  the  Brynildsen  mortgage,  and  obtain  this 
amount  from  United  Institutional. 

(vii)  After  appropriate  adjustments  have  been  made,  notify  FN  MA  and  FHA 
that  the  account  has  been  brought  current. 

4.    mortgagors'    payments   not   applied    or   applied    to   wrong   mortgage 

In  our  limited  reviews  and  in  our  observations  of  morgagors'  complaints  in 
the  offices  of  the  Springfield  Equities,  Ltd.,  Agent  for  the  Jacksonville  National 
Bank,  we  concluded  that  in  many  instances  during  the  past  year,  the  United 
Institutional  Servicing  Corporation  has  misapplied  mortgagors'  monthly  install- 
ments. 

In  addition  to  the  mortgage  shown  in  Finding  No.  3  (Loan  No.  131-509681-5), 
the  following  are  examples  of  misapplication  of  funds  received  by  the  Servicer: 

(A)  Loan  No.  131-506703-4  {Elijah) 

During  our  audit,  the  mortgagor  visited  the  office  and  furnished  photostatic 
copies  of  checks  in  support  of  his  contention  that  his  mortgage  was  current.  The 
ledger  card  shows  that  the  checks  dated  in  December  1970  and  February  1971 
had  been  credited  to  the  mortgagor.  However,  the  check  dated  1/13/71  in  the 
amount  of  $203.00  (paid  by  the  bank  1/22/71)  had  not  been  credited  to  this 
mortgagor. 

At  the  date  of  the  above  visit  to  the  office  (4/30/71),  an  employee  of  the  Jack- 
sonville National  Bank  suggested  that  the  mortgagor  visit  the  offices  of  United 
and  show  them  copies  of  the  checks  and  a  copy  of  the  mortgage  ledger  card 
which  was  given  to  him. 

At  6/21/71,  we  had  no  further  information  as  to  whether  United  had  returned 
$203.00  to  the  mortgagor. 

(B)  Loan  No.  131-288602-5  {Berry);  Loan  No.  131-288603-7  {Marshall) 

The  mortgage  ledger  card  for  Loan  No.  131-288602-5  shows  that  on  1/6/71  the 
mortgagor  paid  the  11/1  and  12/1  installments  of  $284.00  each  (by  check  #477 
dated  12/30/70).  This  check  was  returned  NSF  (date  returned  not  available). 

Through  error,  the  Servicer  reversed  the  1/1  and  2/1/71  installments  of  $255.00 
each  for  Loan  No.  131-288603-7.  Subsequently,  this  mortgagor  paid  his  3/1  and 
4/1/71  installments,  which  were  then  credited  as  the  1/1  and  2/1  installments. 

In  April  when  the  new  Servicer  (Jacksonville  National  Bank)  contacted  Mar- 
shall (Loan  No.  131-288603-7)  concerning  his  delinquency,  he  presented  paid 
checks  to  show  that  his  mortgage  should  be  current,  and  it  was  discovered  that 
the  reversals  should  have  been  against  Loan  No.  131-288602-5  (Berry)  and  in 
the  amount  of  $284.00  each  instead  of  $255.00  each. 

Jacksonville  National  Bank  made  correcting  entries  4/13/71  to  properly  credit 
Loan  No.  131-288603-7  for  two  installments  and  to  reverse  two  installments  for 
Loan  No.  131-288602-5.  However,  the  charges  to  Loan  No.  131-288602-5  should 
have  been  $284.00  for  each  month,  but  Jacksonville  National  Bank  charged  only 
$255.00  for  each  of  the  two  months  (the  charge  to  the  mortgagor's  escrow  account 
was  a  total  of  $58.00  less  than  it  should  have  been.) 

Mrs.  Irma  Horowitz,  Accountant  for  Springfield  Equities,  Ltd.,  Agent,  agreed 
to  advise  the  Jacksonville  National  Bank  to  charge  $58.00  to  the  escrow  account 
of  Loan  No.  131-288602-5  and  credit  this  amount  to  the  United  Institutional 
Servicing  Corporation. 

(O  Loan  No.  131-608928-8  {Winslow) 

A  Loan  Service  Report  dated  10/12/70  states  that  the  mortgagor  paid  the 
August  and  September  1970  installments  on  8/15/70  by  check  #270  in  the  amount 
of  $357.54,  and  promised  the  10/1  installment  on  10/19/70. 

A  FNMA  Form  145  (Loan  Service  Report)  dated  11/30/70  shows  that  the 
mortgage  was  three  months  delinquent  and  that  the  mortgagor  claims  that  he 
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only  owes  one  installment.   Subsequent  reports  also  show  that  the  mortgagor 
claims  he  owes  two  less  installments  than  the  Servicer's  records  show. 

The  mortgage  ledger  card  does  not  show  that  the  mortgagor  was  credited  with 
the  $357.54  that  he  paid  on  8/15/70.  The  mortgagor  complained  to  Springfield 
Equities,  Ltd.,  Agent  for  the  Jacksonville  National  Bank,  on  April  8,  1971,  who 
referred  him  to  United  Institutional  Servicing  Corporation.  The  latter  gave  the 
mortgagor  a  check  for  $357.54  on  April  8,  1971  (explanation  on  the  check  shows 
"Servicing  Loss")-  The  check  was  endorsed  by  the  mortgagor  and  given  to  Spring- 
field Equities,  Ltd.  4/13/71  for  credit  to  the  mortgagor's  account. 

(D)  Loan  No.  131-507589-7  (Nader) 

According  to  the  mortgage  ledger  card,  the  mortgagor  was  one  month  delinquent 
at  212b 111,  effective  date  of  transfer  of  servicing.  However,  the  mortgagor  kept 
insisting  that  he  was  current,  and  during  our  visit  came  to  the  offices  of  Spring- 
field Equities,  Ltd.,  with  copies  of  "paid"  checks  showing  that  his  mortgage  should 
be  current. 

Our  review  of  the  account  showed  that  the  mortgagor's  check  #135  dated 
2/1/70  for  $624.20  had  not  been  fully  credited  to  the  mortgagor.  Only  $305.00 
was  credited  as  the  2/1/70  installment  and  $14.20  as  late  charges.  When  this 
check  was  subsequently  returned  NSF,  the  Servicer  reversed  two  installments 
(only  one  had  been  credited). 

The  mortgagor  was  sent  to  United  Institutional  Servicing  Corporation,  who 
issued  him  a  check  for  $305.00  (explanation  on  the  check  shows  "Servicing  Loss"). 
The  mortgagor  gave  the  check  to  Springfield  Equities  for  credit  to  his  mortgage. 

{E)  Loan  No.  131-505863-1  {Lee) 

On  8/13/70  the  mortgage  was  delinquent  for  the  5/1/50  and  subsequent  install- 
ments. At  that  time  the  mortgagor  paid  $235.00  which  the  Servicer  erroneously 
credited  to  principal  instead  of  a  regular  installment  (regular  installment  was 
$239.00  instead  of  $235.00). 

At  the  time  of  our  visit  4/13/71,  Springfield  Equities  was  holding  a  Certified 
check  for  $243.00  dated  4/7/71  and  a  Money  Order  for  $243.00  dated  3/5/71 
(monthly  installment  is  now  $243.00). 

If  the  8/13/70  principal  curtailment  were  properly  applied  as  the  12/1/70 
installment  and  the  above  funds  that  are  being  held  were  applied  as  the  1/1  and 
2/1/71  installments,  the  mortgagor  would  only  be  delinquent  for  the  3/1  and 
4/1/71  installments. 

(F)  Loan  No.  131-611669-1  (Wiggins) 

On  7/16/70  the  mortgagor  was  credited  $219.00,  which  according  to  United 
Institutional  Servicing  Corporation  should  have  been  credited  to  a  mortgage 
owned  by  another  investor.  The  $219.00  was  credited  as  the  7/1/70  installment 
($177.00),  with  the  additional  $42.00  being  credited  to  this  mortgagor's  escrow 
account. 

United  Institutional  Servicing  Corporation  has  requested  Jacksonville  National 
Bank  to  reverse  the  above  erroneous  application  of  7/16/70  and  to  forward  a 
check  for  $219.00  to  United. 

(G)  Loan  No.  31-501552 

On  April  26,  1971,  United  Institutional  Servicing  Corporation  wrote  to  Spring- 
field Equities,  Ltd.  to  advise  them  that  a  check  dated  11/9/70  in  the  amount  of 
$207.00  had  been  credited  to  FN  MA  Loan  No.  31-501552  in  error.  They  requested 
that  one  installment  for  this  mortgage  be  reversed  and  that  a  check  for  $207.00 
be  forwarded  to  United  so  that  the  account  of  another  investor  could  be  properly 
credited. 

Our  review  of  Loan  No.  31-501552  disclosed  that  no  credit  of  $207.00  is  shown 
on  the  mortgage  ledger  card,  and  that  this  mortgage  was  closed  out  by  foreclosure 
on  November  3,  1970,  six  days  before  the  above  appUcation  was  supposedly 
made. 

We  advised  Jacksonville  National  Bank  not  to  comply  with  United's  request 
for  a  check  for  $207.00  unless  additional  proof  is  furnished. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following 
actions: 

(1)  Follow-up  with  the  mortgagor  (131-506703-4)  to  see  if  he  received  a  refund 
of  $203.00  from  United  (Item  A). 

(2)  If  not  already  done,  charge  $58,00  to  the  escrow  account  of  Loan  No. 
131-288602-5  and  credit  this  amount  to  United  (Item  B). 
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(3)  Determine  that  Loan  No.  131-508928-8  was  properly  credited  with  the 
$357.54  check  and  Loan  No.  131-507589-7  with  the  $305.00  check  (Items  C 
and  D). 

(4)  For  Loan  No.  131-505863-1,  reapply  the  8/13/70  principal  curtailment  as 
a  monthly  installment  and  deposit  the  Certified  Check  ($243.00)  and  Money 
Order  ($243.00)  for  credit  as  monthly  installments  (Item  E). 

(5)  Reverse  the  7/1/70  erroneous  application  of  $219.00  to  Loan  No.  131- 
511669-1  and  forward  a  check  to  United  for  that  amount  (Item  F). 

(6)  Contact  United  concerning  its  4/26/71  request  regarding  Loan  No.  31- 
501552  (Item  G.) 

(7)  Make  arrangements  with  its  public  accounting  firm  to  confirm  the  mortgage 
principal  balance  and  the  last  paid  installment  for  all  mortgages  that  are  pres- 
ently prepaid  or  deliquent  (excluding  foreclosure  cases). 

(8)  The  public  accounting  firm  should  advise  FN  MA  when  the  confirmation 
program  has  been  completed  and  of  the  results  obtained.  The  Jacksonville  Na- 
tional Bank  should  advise  FN  MA  when  the  appropriate  adjustments  have  been 
made  for  the  cases  shown  above,  as  well  as  for  any  other  cases  disclosed  in  the 
confirmation  program. 

8.  NSF  CHECKS  ON  HAND  THAT  HAVE  NOT  BEEN  REVERSED  AND  NSF  CHECKS  NOT 

HANDLED  PROPERLY 

Subsequent  to  the  effective  date  of  transfer  (2/25/71),  United  Institutional 
Servicing  Corporation  transmitted  to  Springfield  Equities,  Ltd.  (Agent  for 
Jacksonville  National  Bank)  109  NSF  checks  for  FNMA  mortgages  and  11 
NSF  checks  for  GNMA  mortgages. 

According  to  the  listing  that  accompanied  the  checks,  the  total  NSF  checks 
for  FNMA  was  $26,776.30  and  for  GNMA  $2,619.88. 

The  above  listing  was  received  in  April  1971  and  included  many  checks  that 
should  have  been  reversed  by  United  from  two  to  five  months  earlier  (checks  were 
reported  NSF  as  far  back  as  October  1970  but  not  reversed  by  April  1971). 

In  our  test  of  some  of  the  above  checks,  we  noted  the  following  deficiencies: 

(1)  For  at  least  eight  of  the  checks  that  were  included  on  the  listings.  United  had 
already  reversed  the  entries  and  recovered  the  amount  of  the  checks  from  the 
FNMA  Custodial  Account.  These,  as  well  as  any  other  items  of  a  similar  nature, 
should  be  deleted  from  the  listing  and  not  included  in  any  reimbursement  to 
United. 

The  eight  cases  involved  are: 

Date  reversed  by 
Loan  No.  Amount      United 

731-061634-1 _ $171.36  February  25, 1971. 

131-501069-1 168.00           Do. 

131-806527-1 1  370.00           Do. 

731-062675-0 i  158.08  February  1971. 

731-069502-4 i  181.00  February  25, 1971. 

731-066516-0 180.00           Do. 

131-287674-5 i  266.00  February  1971. 

131-284331-0 1  188.00           Do. 

1  In  addition,  these  checks  that  had  already  been  reversed  by  United  were  also  reversed  by  Jacksonville  National  Bank 
after  transfer  of  servicing,  resulting  in  overcharges  to  the  mortgagors. 

(2)  On  2/25/71,  United  withdrew  from  the  FNMA  Custodial  Account  $2,967.22 
to  cover  14  NSF  checks  on  FNMA  mortgages  and  $531.36  from  the  GNMA 
Custodial  Account  to  cover  three  NSF  checks  on  GNMA  mortgages.  However, 
instead  of  reversing  a  monthly  installment  (which  had  been  credited  at  the  time 
the  check  was  originally  received),  United  withdrew  the  entire  amount  of  the 
NSF  check  from  the  related  mortgagor's  escrow  funds.  The  mortgages  involved 
are  shown  on  Exhibit  A-2. 

As  a  result  of  handling  the  NSF  checks  in  this  manner.  United  retained  the 
servicing  fees  and  any  late  charges  that  it  had  collected  on  the  installments  that 
should  have  been  reversed.  For  the  seven  cases  that  we  reviewed,  the  Servicer 
thus  retained  approximately  $52.00  in  servicing  fees  and  $6.00  in  late  charges 
which  it  could  not  have  had,  if  the  NSF  checks  had  been  handled  properly. 
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(3)  At  4/23/71,  the  Jacksonville  National  Bank  had  not  reversed  the  entries 
for  many  of  the  NSF  checks;  and  for  at  least  two  reversals  that  were  made,  the 
amounts  reversed  on  the  records  do  not  agree  with  the  checks,  as  follows : 


Loan  No. 

Amount 
of  check 

Total 
reversed 

Difference 

131-285340-6 

._ 5267.00 

J267.  24 
450. 50 

$0.24 

131-507575-6 _. 

860.50 

410.00 

(4)  For  Loan  No.  131-506372-7,  United  listed  an  NSF  check  for  $348.84. 
We  were  unable  to  find  this  check  and  furthermore  this  mortgage  was  paid-in-full 
to  United,  prior  to  transfer  of  servicing. 

(5)  For  the  following  two  mortgages,  NSF  checks  were  sent  to  the  Jacksonville 
National  Bank  but  were  not  included  im  the  listing  sent  by  United: 

Loan  No.:  Amount 

131-713333-2 $246.  00 

131-716354-5 213.  18 

We  found  no  evidence  that  these  items  had  been  reversed  by  United. 

(6)  For  Loan  No.  131-503802-1  (Edwards),  the  mortgagor's  check  #492  dated 
12/2/70  for  $958.16  was  credited  by  United  on  12/10/70  as  four  monthly  install- 
ments and  three  late  charges.  This  check  was  returned  by  the  bank  as  NSF  and 
according  to  the  mortgage  ledger  card,  United  reversed  three  monthly  install- 
ments (total  $708.00)  in  January  1971  but  should  have  reversed  four  installments. 

This  NSF  check  was  not  included  in  the  hsting  of  NSF  checks  for  which  United 
claimed  reimbursement  from  Jacksonville,  but  was  sent  along  with  the  other 
checks.  In  March  1971,  Springfield  Equities,  Ltd.,  Agent  for  Jacksonville  Na- 
tional Bank  erroneously  reversed  four  monthly  installments  and  three  late 
charges  (total  $958.16).  At  4/23/71,  no  adjusting  entries  had  been  made  by 
Springfield  Equities,  Ltd.  to  credit  the  mortgagor  with  a  net  of  $708.00,  repre- 
senting three  monthly  installments  that  should  not  have  been  reversed. 

(7)  For  Loan  No.'  731-061636-5  (Frazier),  the  mortgagor's  NSF  check  for 
$382.00  was  not  reversed  by  United  prior  to  transfer  of  servicing.  On  3/18/71, 
Springfield  Equities,  Ltd.,  Agent,  reversed  one  monthly  installment  of  $191.00, 
but  at  4/23/71  the  other  installment  of  $191.00  had  not  been  reversed.  (Ap- 
parently the  Service  Bureau  had  rejected  the  reversal  of  one  of  the  installments 
on  3/18/71.) 

(8)  For  Loan  No.  131-526370-5  (Rivera),  the  mortgagor's  check  number  114 
dated  12/11/70  for  $442.00  was  applied  as  the  10/1  and  11/1/70  installments.  This 
check  was  returned  NSF  on  or  about  12/30/70  and  United  reversed  one  installment 
($221.00)  between  1/15/71  and  2/17/71. 

United  forwarded  this  check  with  the  listing  and  requested  reimbursement  for 
$221.00  (the  proper  amount)  instead  of  the  amount  of  the  check.  However,  in 
April  1971,  the  Jacksonville  National  Bank  reversed  two  monthly  installments  of 
$221.00  each,  while  only  one  should  have  been  reversed. 

We  found  no  evidence  to  show  that  the  mortgagor  has  been  subsequently 
credited  with  the  installment  that  was  erroneously  reversed. 

(9)  For  Loan  No.  131-244186-3,  the  mortgagor's  unda,ted  check  number  317, 
for  $504.90  was  applied  as  three  monthly  installments.  This  check  was  returned 
NSF,  and  was  included  in  the  listing  .sent  by  United.  The  Jacksonville  National 
Bank  reversed  one  installment  in  March  and  one  installment  in  April  1971,  but 
at  4/23/71,  the  third  installment  had  not  been  reversed. 

(10).  For  Loan  No.  131-260253-4,  United  sent  two  NSF  checks,  one  for  $179.00 
and  the  other  $358.00.  At  4/23/71,  the  Jacksonville  National  Bank  had  reversed 
two  installments  of  $179.00  each  but  had  not  reversed  the  third  installment  of 
$179.00. 

(11)  For  Loan  No.  131-716354-5,  the  mortgagor's  NSF  check  was  reversed  by 
Springfield  Equities,  Ltd.,  Agent  for  the  Jacksonville  National  Bank,  in  March 
1971.  The  3/1/71  installment  to  principal  ($25.75)  and  interest  $(127.22)  was 
reversed.  However,  when  the  next  installment  was  received  4/22/71,  the  Service 
Bureau  incorrectly  allocated  the  payment  of  $25.91  to  principal  and  $127.06  to 
interest,  as  if  the  above  reversal  had  not  been  made. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following 
actions : 
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(i)  Make  a  complete  review  of  all  NSF  checks  listed  by  United  and  determine 
the  extent  to  which  any  of  these  checks  may  already  have  been  charged  back 
by  United  on  the  mortgage  ledger  cards.  Prepare  a  schedule  of  items  already 
charged  back  by  United,  in  order  to  delete  such  amounts  from  the  amount  for 
which  is  claiming  reimbursement.  (Items  (1)  and  (4).) 

(ii)  Prepare  a  schedule  of  all  NSF  checks  charged  back  by  the  Jacksonville 
National  Bank,  and  in  cases  where  these  represent  duplication  of  reversals  already 
made  by  United  (Item  1  of  the  finding),  appropriate  adjustments  should  be  made 
to  the  mortgagor's  account.  In  cases  where  checks  have  not  been  charged  back, 
this  should  be  done.   (Item  (3)). 

(iii)  For  the  NSF  items  charged  back  against  mortgagors'  escrow  accounts 
(Item  (2)),  reverse  the  charge-backs  and  properly  reverse  a  monthly  installment. 
Consideration  may  want  to  be  given  to  recovering  from  United,  the  amounts  of 
servicing  fees  and  late  charges  retained  by  United,  to  which  it  is  not  entitled. 

(iv)  Make  appropriate  adjustments  of  mortgagors'  accounts  to  correct  errors 
reported  in  Items  (6),  (8)  and  (11)  of  the  findings. 

(v)  Reverse  additional  installemnts  shown  in  Items  (7),  (9)  and  (10)  of  the 
finding. 

(vi)  Reimburse  United  for  NSF  checks  properly  charged  back  against  the 
mortgagors'  accounts  by  the  Jacksonville  National  Bank.  Reimbursement  should 
not  be  for  the  amount  claimed  by  United  (the  amount  of  the  NSF  check)  but 
should  be  for  the  amount  of  the  check  less  service  charges  and  late  charges,  which 
United  had  already  retained  at  the  time  the  check  cas  originally  deposited  and 
credited. 

This  reimbursement  should  include  all  NSF  checks  received  from  United  that 
were  properly  charged  back  by  the  Jacksonville  National  Bank,  whether  included 
on  the  listing  by  United  or  not,  for  example,  the  two  NSF  checks  shown  in  Item 
(5)  above. 

(vii)  Advise  FNMA  when  the  above  review?  have  been  completed  and  appro- 
priate adjustments  made. 

6.  INADEQUATE  RECORDS  MAINTAINED  CONCERNING  ESCROW  ADVANCES  MADE  BY 
UNITED  INSTITUTIONAL  SERVICING  CORPORATION  AND  ADVANCES  RECEIVED 
FROM    FNMA 

In  connection  with  the  transfer  of  servicing,  United  Institutional  Servicing 
Corp.  prepared  and  submiteed  to  the  Jacksonville  National  Bank  a  listing  of  out- 
standing advances  due  United  from  individual  mortgagors,  together  with  a  sep- 
arate FNMA  Form  77  (Miscellaneous  Disbursement  Voucher)  covering  each 
mortgage.  There  were  460  FNMA  mortgages  listed,  totaling  $130,893.32  and  27 
GNMA  mortgages  totaling  $11,922.41. 

The  Jacksonville  National  Bank  reimbursed  United  $142,818.11  by  a  check 
dated  3/15/71.  (The  amount  was  $2.38  more  than  the  combined  totals  of  the  above 
mentioned  lists.) 

In  our  very  limited  test,  we  noted  the  following  material  deficiencies  in  the 
Servicer's  handling  of  escrow  advances: 

(1)  For  the  following  five  mortgages  (all  in  foreclosure  or  acquired),  the  Serv- 
icer claimed  reimbursement  from  Jacksonville  National  Bank  for  escrow  advances 
to  which  it  was  not  entitled: 

Amount 
Loan  No.  overclaimed    Comments 

67900 $313.55  Servicerhad  recovered  from  FNMA. 

71700 297.83  Advance  included  twice  on  listing. 

292994 250.21           Do. 

710920 49.93  Servicerhad  recovered  from  FNMA. 

711772 50.43           Do. 

(2)  The  Servicer  was  unable  to  furnish  the  Jacksonville  National  Bank  with  a 
listing  of  outstanding  advances  owed  to  FNMA  and  GNMA.  The  Servicer  has  not 
maintained  adequate  records  of  such  advances  for  the  past  several  months  prior 
to  the  transfer. 

In  our  review  of  the  records  maintained  by  the  FNMA  Regional  Office,  we 
noted  that  at  2/28/71,  there  were  outstanding  advances  on  383  FNMA  mortgages, 
with  the  total  amount  being  approximately  $349,000.00.  For  GNMA  the  Regional 
Office  records  at  2/28/71  show  outstanding  advances  for  nine  mortgages,  totaling 
approximately  $2,500.00. 
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(3)  Financial  Services,  Inc.  (F.S.I.),  the  service  bureau  used  by  United,  fur- 
nished the  Jacksonville  National  Bank  with  a  listing  of  outstanding  advances  due 
from  mortgagors  at  2/25/71.  This  listing  was  run  3/12/71  and  showed  2,224  in- 
dividual advances  for  FNMA  mortgagors,  totaling  $360,406.56  and  104  individual 
advances  for  GNMA  mortgagors  totaling  $10,682.02.  (Several  different  advances 
were  listed  for  the  same  mortgage  in  many  cases.) 

Our  test  review  of  this  listing  disclosed  that  it  is  incomplete  and  inaccurate  and 
that  therefore,  the  Jacksonville  National  Bank  should  not  establish  its  records 
from  information  on  the  listing,  without  first  verifj-ing  it.  For  example,  we  found 
numerous  cases  where  FNMA  advances  were  not  shown  on  the  listing. 

Also  reimbursement  for  advances  (total  $4,077.88)  was  requested  from  Jackson- 
ville for  at  least  nine  GNMA  mortgages,  that  were  not  shown  on  the  F.S.I,  list- 
ing. 

In  addition  there  were  outstanding  advances  for  at  least  eleven  FNMA  mort- 
gages and  seven  GNMA  mortgages  shown  on  the  F.S.I,  listing  that  were  not  in- 
cluded on  the  request  for  reimbursement  sent  to  Jacksonville. 

(4)  At  2/28/71,  United  prepared  a  schedule  showing  140  FNMA  mortgages  for 
which  the  amount  of  advances  recovered  from  the  mortgagors  exceeded  the 
amount  of  advances  by  a  total  of  $21,430.42.  The  mortgages  involved  are  shown 
on  Exhibit  A-3,  and  many  of  these  are  mortgages  for  which  FNMA  has  outstand- 
ing advances. 

United  also  prepared  a  similar  schedule  for  GNMA,  on  which  were  shown  13 
mortgages  for  which  the  amount  of  advances  recovered  from  mortgagors  exceeded 
the  amount  of  advances  by  a  total  of  $1,259.26.  These  mortgages  are  also  shown 
on  Exhibit  A-3. 

For  the  mortgages  that  we  reviewed,  we  w-ere  unable  to  substantiate  that  United 
was  entitled  to  the  funds  that  it  received  in  excess  of  advances  made. 

(5)  On  2/23/71,  United  withdrew  $11,659.07  from  the  FNMA  Custodial  Ac- 
count as  reimbursement  of  161  advances  it  had  made  (involving  122  mortgages). 
In  a  test  of  these,  we  found  that  for  Loan  No.  131-258171-6,  United  recovered 
$366.19,  although  this  amount  was  included  in  advances  it  had  previously  ob- 
tained from  FNMA.  Also  for  this  mortgage,  United's  records  show  that  it  re- 
covered $366.19  more  than  it  advanced. 

Also  for  Loan  No.  131-251303-2  the  Servicer  recovered  $50.00,  and  for  Loan 
No.  131-272645-7  it  recovered  $66.47.  For  these  two  mortgages,  the  recoveries 
exceeded  amounts  advanced  by  $69.21  and  $77.85  respectively.  (See  also  Item 
(4)  above.) 

(6)  Also  at  2/28/71,  United  prepared  a  schedule  of  outstanding  advances  that 
it  was  charging  off  as  a  loss.  The  list  showed  219  FNMA  mortgages  totaling 
$20,134.87  and  22  GNMA  mortgages  totaling  $2,075.00. 

For  the  cases  that  we  reviewed,  we  cound  not  determine  the  reason  why  United 
has  not  recovered  its  advances  from  the  mortgagor  or  from  the  Jacksonville  Na- 
tional Bank. 

(7)  For  Loan  No.  131-800488-7  (Diaz),  United  advanced  the  following  funds: 

Date  Amount    Purpose. 

Oct.  27, 1970 J96.94    To  pay  taxes. 

Jan.  5, 1971- 414.00    To  pay  hazard  insurance. 

FNMA  advanced  $96.94  to  the  Servicer  on  11/24/70  to  reimburse  it  for  its 
advance  of  10/27/70.  United  did  not  claim  reimbursement  from  the  Jacksonville 
National  Bank  for  its  advance  of  $414.00  but  charged-off  this  amount  as  a  loss. 
The  Jacksonville  National  Bank  withdrew  the  following  amounts  from  the 
mortgagor's  escrow  funds,  presumably  as  repayment  of  advances  it  had  made: 
Date:  Amount 

Mar.  24,  1971 $211.  00 

Apr.  12,  1971 396.88 

Total 607.  88 

However,  since  United  had  not  claimed  any  reimbursement  on  this  mortgage 
and  Jacksonville  National  Bank  had  made  no  advances,  no  reimbursement  was 
due  it. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following 
actions: 
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(i)  Obtain  from  United  Institutional  Servicing  Corp.  a  copy  of  the  schedule 
showing  all  outstanding  advances  (both  debit  and  credit  balances)  that  were 
charged  off  2/28/71.  (Items  (4)  and  (6). 

(ii)  Obtain  from  United  a  copy  of  its  subsidiary  record  cards  showing  advances 
for  each  of  the  mortgages  shown  on  the  schedule  of  charge-offs  (Item  (1)  above) 
and  on  the  schedule  of  advances  for  which  Jacksonville  reimbursed  United  (total 
$142,818.11). 

(iii)  For  each  subsidiary  record  obtained,  review  the  mortgage  ledger  cards  and 
determine  the  amount  of  advances  made  by  United,  but  not  recovered  by  it  at 
2/25/71. 

(iv)  Request  that  the  Northeastern  Regional  Office  of  FN  MA  furnish  it  with 
a  complete  listing  of  outstanding  advances  owed  FNMA  and  GNMA  at  2/28/71. 
This  listing  should  show  Loan  Number,  date,  and  amount  of  each  unpaid  advance. 
This  listing  should  be  used  in  setting  up  servicing  records  for  Jacksonville  and 
it  also  should  be  used  in  determining  what  advances  were  properly  claimed  by 
United  from  Jacksonville.  (Item  (2).) 

(v)  If  not  already  reviewed,  the  mortgage  ledger  cards  should  be  reviewed 
for  all  mortgages  shown  on  the  F.S.I,  listing  mentioned  in  Item  (3)  of  the  finding 
and  a  determination  should  be  made  concerning  the  status  of  advances  on  each 
case. 

(vi)  In  the  above  reviews,  a  schedule  should  be  prepared  listing  advances 
for  which  United  erroneously  claimed  reimbursement  from  Jacksonville,  including 
the  five  cases  shown  in  Item  (1)  of  this  finding.  The  total  of  this  schedule  should 
be  recovered  from  United. 

(vii)  Investigate  all  cases  shown  on  Exhibit  A-3  and  where  it  is  established 
that  credit  balances  that  were  charged  off  represent  overcharges  to  mortgagors, 
a  schedule  should  be  prepared  and  reimbursement  claimed  from  United.  (Item 
(4).) 

(viii)  Review  all  mortgages  involved  in  the  $11,659.07  (Item  (5))  which  United 
withdrew  from  the  FNMA  Account  by  check  no.  11967  dated  2/23/71  and  deter- 
mine whether  funds  were  actually  due  United.  If  they  were  not,  the  funds  should 
be  recovered  from  United  for  appropriate  credit  to  the  mortgagor  or  reimburse- 
ment to  FNMA. 

(ix)  Investigate  debit  balances  charged  off  2/28/71  and  prepare  a  schedule 
of  items  for  which  United  is  entitled  to  reimbursement.  (See  Item  (6)  of  the 
finding.) 

(x)  For  Loan  No.  131-800488-7  shown  in  Item  (7)  of  the  findings,  Jacksonville 
National  Bank  should  redeposit  $607.88  of  its  own  funds  in  the  FNMA  Custodial 
Account,  representing  advances  that  it  recovered  in  error.  Of  this  amount,  $96.94 
bould  be  disbursed  to  FNMA  as  repayment  of  its  advance,  $414.00  should  be 
Ci.dited  to  United  as  repayment  of  its  advance  that  was  charged  off  2/28/71, 
and  the  remaining  $96.94  belongs  in  the  mortgagor's  escrow  account. 

(xi)  Review  all  advances  recovered  by  Jacksonville  since  the  date  of  transfer, 
to  determine  whether  such  recoveries  were  proper.  If  funds  were  not  due  Jackson- 
ville, appropriate  adjustments  should  be  made. 

(xii)  Advise  FNMA  when  the  above  reviews  and  adjustments  have  been  com- 
pleted to  properly  charge  or  credit  the  applicable  mortgagors'  accounts. 

7.  TAX  PAYMENTS  ERRONEOUSLY  CHARGED  TO  MORTGAGORS 

In  a  very  limited  test,  we  noted  that  tax  payments  totaling  $5,465.07  had  been 
erroneously  charged  to  the  following  ten  mortgagors  during  the  past  two  years: 

(A)  Loan  No.  131-616715-7  {Velasquez) 

This  mortgage  was  originated  in  1969,  with  the  first  installment  due  9/1/69. 
In  addition  to  the  tax  payments  that  were  properly  charged  to  this  mortgage, 
the  following  taxes  were  charged  in  error: 

Purpose  per 
Date  paid  Amount    ledger  card 

Oct.  13, 1969 $173.03    City  tax. 

Jan.  15, 1970 173.03  Do. 

Apr.  27, 1970 173.03  Do. 

Total - 519.09 

The  mortgage  file  shows  that  United  Institutional  Servicing  Corp.  wrote  to 
the  mortgagor's  attorney  5/5/70  and  advised  him  that  the  escrow  shortage  had 
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occurred  because  an  incorrect  real  estate  tax  had  been  charged  to  the  mortgagor's 
escrow  account.  He  was  told  that  this  would  be  adjusted  as  soon  as  the  bill  was 
received  from  New  York  City. 

Also  on  7/9/70,  United  advised  the  mortgagor  that  he  had  been  charged  $173.03 
twice,  to  cover  the  1969-70  second  and  third  quarter  City  Tax  on  a  property  in 
Bronx  Count}',  New  York  (Mortgagor's  propertj^  i.s  in  Kings  County,  New  York). 
He  was  also  told  that  United  had  applied  for  a  $346.06  refund  from  the  City. 

The  mortgage  edger  card  does  not  show  that  any  of  the  above  erroneous 
charges  had  been  recovered  for  credit  to  the  mortgagor.  At  4/23/71,  the  mortgage 
was  current  and  the  balance  in  the  mortgagor's  escrow  account  was  $13.59.  At 
that  time  there  were  outstanding  advances  of  $203.76  due  United  and  there  were 
unpaid  tax  items  totaling  $387.46,  representing  an  escrow  shortage  of  at  least 
$590.00. 

(B)  Loan  No.  731-070287-7  {Avery) 

The  property  covered  by  this  mortgage  is  located  in  Seldon,  New  York,  which 
is  not  included  in  one  of  the  boroughs  comprising  New  York  City.  However,  the 
following  New  York  City  taxes  have  been  erroneously  charged  to  this  account 
since  11/1/68: 

Date  paid  Amount    Explanation 

Nov.  1,1968__ 

Jan.  23,1969, 

Apr.  30,1969 

Aug.  29,  1969 

Oct.  17,1969. 

Jan.  27,1970. 

Jan.  28,1970.. 

Apr.  15, 1970. 

Aug.  26, 1970.... 

Oct.  26,  1970... 

Jan.  25, 1971 

Total 913.74 

At  2/28/71,  there  was  a  balance  of  $104.21  in  the  mortgagor's  escrow  account  and 
an  outstanding  advance  of  $466.84,  which  United  charged  off  as  a  loss  instead  of 
requesting  reimbursement  from  the  Jacksonville  National  Bank. 

(C)  Loan  No.  731-070284-1  (Thomas) 

The  Servicer  disbursed  $318.56  for  the  2nd  half  1969-70  town  taxes  on  6/3/69 
and  disbursed  the  same  amount  again  on  6/20/69.  It  was  necessary  for  the  Servicer 
to  advance  $243.80  to  cover  the  overdraft  that  would  have  been  credited  by  the 
second  disbursement. 

The  files  show  that  United  wrote  to  the  mortgagor  on  6/5/70  and  advised  him 
that  a  duplicate  tax  payment  had  been  made  and  that  they  had  applied  for  a  refund, 
which  would  be  credited  to  the  mortgagor's  account  when  received.  The  mortgagor 
wrote  to  Springfield  Equities  on  3/2/71  and  complained  that  his  account  had  never 
been  credited  for  the  duplicate  tax  payment. 

The  mortgagor  was  not  satisfied  with  the  reply  from  Springfield  Equities,  so  he 
wrote  to  the  State  Director  of  FHA  on  3/31/71  as  well  as  another  letter  to  Spring- 
field Equities.  No  further  action  had  been  taken  at  4/23/71. 

(D)  Loan  No.  131-519322-3  (Seon) 

The  correct  legal  description  of  the  property,  as  shown  on  the  Survey  and  on  the 
Tax  Search  made  by  the  title  company,  is  Kings  County,  New  York,  Section  15, 
Block  4629,  Lot  15"  However,  the  Certificate  and  Report  of  Title  issued  by  the 
title  company  erroneously  shows  Block  4621  (instead  of  4629).  The  Policy  of 
Title  Insurance  appears  to  be  satisfactory. 

Partly  as  a  result  of  the  above.  United  has  been  paying  and  charging  this 
mortgage  for  city  taxes  on  both  Block  4621,  Lot  15  and  Block  4629,  Lot  15  since 
the  mortgage  was  originated  in  July  1969.  The  erroneous  chafes  are  as  follows: 

Date  Amount    Period  covered 

November  4, 1969 $290.69  2d  quarter  1969-70. 

January  22, 1970 290.69  3d  quarter  1979-70. 

April  27   1970                         290.69  4th  quarter  1969-70. 

February  4, 1971 309.90  1st  quarter  1970-71. 

Total.... 1.181.97 
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This  mortgagor's  monthly  escrow  payment  was  changed  from  $84.47  to  $164.47 
eflfective  6/1/70  but  in  spite  of  this,  there  was  a  material  shortage  in  the  account 
at  2/25/71  (escrow  balance  was  $424.66  with  unpaid  taxes  totalling  $714.98.) 

{E)   Loan  No.  131-524196-5  (Jones) 

The  mortgaged  property  is  located  in  Yonkers,  New  York.  We  were  advised  by 
Mrs.  Margaret  Kaufmann,  who  was  in  charge  of  the  tax  department  for  Springfield 
Equities,  Ltd.,  Agent  for  the  Jacksonville  National  Bank,  that  City  taxes  are 
payable  twice  a  year  and  the  bill  for  State  and  County  taxes  four  times  a  year. 
The  mortgage  ledger  card  shows  the  following  taxes  charged  to  the  mortgagor  since 
the  mortgage  was  originated  in  September  1969: 

Description  per  ledger 
Date  Amount    card 

Dec.  4,1969 .._  $18.42  City  tax. 

Jan.  28, 1970. 271.83  City  tax. , 

Apr.  15, 1970. 271.82  4th  Quarter. 

June  22, 1970 271.82  3d  QuarterCty. 

Sept.  23, 1970 271.82  4th  QuarterCty. 

Feb.  4,1971 _  218.03  Tax. 

Do 73.70  County  tax. 

Feb.  11,  1971 218.03           Do. 

Do 73.70           Do. 

Apr.  2,1971 218.03           Do. 

Do 73.69  State  Cty  Tax. 

We  were  unable  to  obtain  tax  receipts  for  any  of  the  above  items  and  no  one 
at  Springfield  Equities  was  able  to  furnish  us  any  information  concerning  which 
of  the  above  charges  were  proper.  Mrs.  Kaufmann  did  say  that  it  is  possible  that 
the  1970  taxes  were  paid  by  United  on  2/4/71  and  2/11/71  and  that  the  four 
charges  during  1970  (total  of  $1,087.29)  appear  to  have  been  made  in  error. 

At  2/25/71,  the  mortgagor's  escrow  balance  was  $7.71,  which  was  at  least 
$300.00  short  of  current  requirements. 

(F)  Loan  No.  131-515097-2  (Seabrook) 

The  Servicer  disbursed  the  3rd  and  4th  quarter  1969-70  City  taxes  totaling 
$359.90  on  2/16/70.  On  4/27/70,  the  Servicer  again  disbursed  $359.90  as  the  3rd 
and  4th  quarter  1969-70  City  taxes. 

The  files  and  mortgage  ledger  card  do  not  show  that  the  mortgagor's  account 
has  been  credited  for  the  $359.90  charged  to  him  in  error.  At  4/23/71,  there  was 
no  balance  in  the  mortgagor's  escrow  account  and  there  w-ere  outstanding  ad- 
vances of  $805.36.  (Mortgage  is  current.) 

(G)  Loan  No.  131-511669-1  (Wiggins) 

The  mortgage  ledger  card  shows  that  School  Taxes  of  $362.24  were  erroneously 
charged  to  this  mortgagor  on  10/2/69.  The  mortgaged  property  is  located  in  the 
Bronx,  New  York.  We  were  advised  that  there  are  no  school  taxes,  except  as 
included  in  the  quarterly  City  tax  bills. 

The  mortgagor's  escrow  balance  was  $23.14  at  2/25/71,  which  is  materially 
short  of  what  it  should  have  been. 

(H)  Loan  No.  131-301881,-5  (McLeod) 

The  mortgage  ledger  card  shows  that  the  Servicer  paid  the  1st  Quarter  1970- 
71  City  taxes  of  $132.81  twice,  once  on  8/26/70  and  again  on  10/2/70.  (2nd  Quarter 
taxes  were  paid  10/26/70  in  amount  of  $132.81.) 

Also  the  Servicer  charged  the  mortgagor  $128.13  on  1/25/71  as  the  1971  water 
and  sewer  charges,  and  again  charged  him  $80.00  on  2/11/71  for  water  and  sewer 
charges  ($80.00  was  disbursed  1/26/70  for  1970  water  and  sewer). 

The  ledger  card  does  not  show  that  over-disbursements  of  $132.81  and  $80.00 
have  been  credited  to  the  mortgagor. 

(/)  Loan  No.  131-519008-7  (Martinez) 

On  1/25/71,  the  Servicer  charged  the  mortgagor's  account  $166.56  for  water 
and  sewer  and  $153.65  for  City  tax.  On  2/4/71,  exactly  the  same  charges  were 
made  to  the  mortgagor's  account. 
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The  files  and  ledger  card  show  no  refunds  credited  to  the  mortgagor's  escrow 
account. 

(J)   Loan  No.  131-231702-4  (Smith) 

The  3rd  and  4th  Quarter  City  taxes  for  1969-70  in  the  amount  of  $86.22  each 
were  properly  paid  and  the  1st,  2nd  and  3rd  quarter  City  taxes  for  1970-71  in 
the  amount  of  $91.69  each  were  properly  paid  by  United.  However,  the  mortgage 
ledger  card  shows  that  on  2/4/71,  the  mortgagor  was  charged  $93.13  and  $96.13 
for  City  taxes.  It  appears  that  these  were  charged  in  error.  (Jacksonville  National 
Bank  disbursed  the  4th  quarter  City  tax  in  the  amount  of  $91.69  on  4/22/71.) 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following 
actions  concerning  the  erroneous  charges  of  $5,275.81  to  mortgagors'  escrow 
accounts: 

(i)  Review  each  of  the  above  items  as  soon  as  possible  to  establish  that  erroneous 
charges  have  been  made  to  mortgagors.  In  the  case  of  Loan  No.  131-524196-5 
(Jones),  this  will  require  contacting  the  taxing  authority  in  Yonkers,  New  York 
to  determine  what  taxes  were  properly  chargeable  to  the  mortgagor. 

(ii)  Take  immediate  action  to  reimburse  the  mortgagors'  escrow  accounts  for 
taxes  erroneously  charged  to  them.  The  question  of  recovery  of  duplicate  payments 
from  taxing  authorities  is  a  matter  to  be  settled  between  the  Jacksonville  National 
Bank  and  United.  (In  the  case  of  Loan  No.  731-070287-7,  reimbursement  to  the 
mortgagor  could  be  off-set  in  part  by  the  outstanding  advances  of  $466.84.) 

(iii)  Review  all  FNMA  and  GNMA  mortgage  ledger  cards  for  1969,  1970  and 
1971  (to  2/25/71)  in  order  to  discover  other  cases  where  United  has  erroneously 
charged  mortgagors  for  water  and  sewer  or  taxes.  Where  such  evidence  is  found, 
the  mortgage  ledger  card  should  also  be  reviewed  for  prior  years  for  additional 
overcharges. 

In  all  cases  where  the  mortgagor  has  been  overcharged,  the  Jacksonville  Na- 
tional Bank  should  reimburse  the  mortgagor's  account. 

(iv)  Advise  FNMA  when  the  review  of  all  ledger  cards  has  been  completed  and 
mortgagors'  accounts  have  been  reimbursed. 

J.  UNPAID  TAXES  AT  DATE  OF  TRANSFER 

In  our  initial  review  of  the  United  Institutional  Servicing  Corp.'s  mortgage 
ledger  cards,  we  noted  five  mortgages  for  which  the  3rd  and/or  4th  Quarter  1969-70 
city  taxes  had  not  been  paid,  and  five  other  mortgages  for  which  the  1st  or  2nd 
Quarter  1970-71  city  taxes  had  not  been  paid.  We  discussed  these  with  the  tax 
department  of  Springfield  Equities,  Ltd.,  Agent  for  Jacksonville  National  Bank 
and  discovered  that  at  4/13/71,  they  were  holding  at  least  173  tax  bills  that  should 
have  been  paid  by  United  prior  to  1/31/71. 

As  a  result  of  the  numerous  cases  of  unpaid  taxes  and  the  incomplete  tax  records 
furnished  by  United,  the  Jacksonville  National  Bank  employed  the  services  of 
O'Flyn  and  Verity,  Tax  Searchers,  to  search  tax  records  and  furnish  a  listing  of  all 
unpaid  taxes  on  the  FNMA  and  GNMA  mortgages  that  were  serviced  by  United 
prior  to  2/25/71.  O'Flyn  and  Verity  subsequently  furnished  listings,  showing  un- 
paid tax  items  as  of  2/28/71.  The  summary  of  these  listings  is  shown  below: 

Number  of 
unpaid  tax 
Taxing  authority  items  Amount 

Kings  County,  N.Y... 

Bronx  County,  N.Y. --- 

Queens  County,  N.Y - 

New  York  County,  N.Y - '- 

Richmond  County,  N.Y -- 

Other,  New  York _ - - 

Totals - - - 

Most  of  the  unpaid  items  were  for  2nd  and  3rd  Quarter  city  taxes  for  1970-71 
(Penalty  dates  were  10/31/70  and  1/31/71  respectively),  but  there  were  also  several 
unpaid  items  for  previous  quarters. 


4, 175 

$467,002.40 

622 

108,  692.  83 

286 

19, 170.  74 

15 

2,451.04 

5 

510. 03 

54 

7,589.23 

5, 157 

605,  436.  27 
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In  addition,  we  noted  that  the  listing  of  unpaid  tax  items  prepared  by  O'Flyn 
and  Verity  included  the  following  four  items  which  had  been  charged  to  the  related 
mortagor's  escrow  account  at  an  earlier  date : 

Loan  No.  Due  date  of  payment  Date  paid  per  ledger  card  Amount 

131-515097-2 Apr.  1,1969 Jan.  17,1969 5171.21 

Aug.  1,1970 Aug.  31,  1970 191.84 

Oct.  1,1970 Oct.  29, 1970. 191.84 

131-506903-2.... Jan.  1,1971 Jan.  22,1971.... i  183.15 

1  List  of  unpaid  taxes  shows  $122.48. 

The  above  cases,  which  we  noted  in  a  limited  test,  indicate  that  either  the  taxing 
authority  did  not  properly  credit  the  payments  received  or  charges  were  made  by 
United  without  disbursing  the  funds  to  the  taxing  authority. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  appropriate  action 
to  pay  all  open  tax  items  appearing  on  the  listings  furnished  by  O  Flyn  and  Verity. 
The  penalties  involved  should  not  be  charged  to  the  mortgagors  but  should  be 
paid  by  the  Jacksonville  National  Bank,  with  the  question  of  liability  for  the 
penalties  to  be  settled  later  between  the  Jacksonville  National  Bank  and  United. 

It  is  also  suggested  that  all  unpaid  tax  items  shown  on  the  O'Flyn  and  Verity 
listing  be  compared  with  the  mortgage  ledger  cards  to  see  whether  these  taxes  were 
previously  charged  to  the  mortgagor,  as  was  the  case  for  the  four  items  shown 
above.  For  these  four  unpaid  tax  items,  as  well  as  for  any  other  unpaid  items  dis- 
covered in  the  review  to  have  been  charged  to  the  mortgagor,  the  Jacksonville 
National  Bank  should  immediately  reimburse  the  mortgagor's  account  for  these 
erroneous    charges. 

9.    TAX    RECEIPTS    NOT    FILED    AND    NOT    AFFORDED    ADEQUATE     FIRE     PROTECTION 

At  the  time  of  transfer  of  servicing.  United  Institutional  Servicing  Corporation 
had  not  filed  the  water  and  sewer  and  tax  receipts  in  such  a  manner  that  made  it 
possible  to  find  one  without  making  a  thorough  search  through  cardboard  boxes 
containing  thousands  of  other  tax  receipts.  The  cardboard  boxes  were  delivered  to 
Springfield  Equities,  Ltd.,  Agent  for  the  Jacksonville  National  Bank,  and  included 
water  and  sewer  receipts  for  at  least  1969,  1970  and  1971  and  tax  receipts  for  1967- 
68  and  subsequent  years. 

In  our  audit,  we  were  unable  to  find  any  of  the  water  and  sewer  or  tax  receipts 
that  we  had  elected  for  review,  although  it  is  possible  the  receipts  may  have  been 
included  among  the  thousands  of  receipts  in  the  various  cartons. 

In  addition,  at  the  time  of  our  visit,  adequate  fire  protection  was  not  afforded 
since  the  cardlaoard  cartons  were  open  and  many  tax  receipts  were  in  small  groups 
on  top  of  file  cabinets. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  segregate  and  file  all 
water  and  sewer  and  tax  receipts  in  some  manner,  so  that  it  would  be  possible  to 
find  a  given  one  in  a  reasonable  amount  of  time. 

It  is  also  suggested  that  adequate  fire  protection  be  arranged  for  these  receipts. 

10.    DELAYS  IN  APPLYING  UNAPPLIED  FUNDS 

At  the  effective  date  of  transfer  (2/25/71),  United  Institutional  Servicing 
Corp.,  was  holding  $26,073.70  in  the  FNMA  Custodial  Account  as  unapplied  pay- 
ments for  425  different  mortgagors,  and  $2,154.72  in  the  GNMA  Custodial  Ac- 
count as  unapplied  payments  for  44  different  mortgagors. 

We  reviewed  15  of  the  FNMA  mortgages,  havingatotal of  $2,735. 32in unapplied 
payments,  and  found  that  for  the  following  eight  mortgages,  unapplied  funds  had 
been  on  hand  for  up  to  seven  months,  but  apparently  no  action  had  been  taken  by 
United  Institutional  to  either  collect  sufficient  additional  funds  from  the  mortga- 
gors to  apply  a  full  installment  or  return  the  funds  to  the  mortgagors : 

Balance  in 

unapplied 
FNMA                   payments,  Last  paid      Regular  in- 

loan  No.  Feb.  25, 1971    Date  funds  received  installment         stallment 

July  17, 1970                    Jan.     1,1971  $195 

Dec.  15, 1970,  Jan.  4  and  Feb.  16, 1971 do 162 

Aug.16,1970 Feb.     1,1971  132 

July  16, 1970,  and  Nov.  12,1970 Jan.     1,1971  273 

Aug.  31  to  Nov.  30, 1970 Dec.    1,1970  180 

Oct.  23, 1970,  to  Jan.  11,  1971 do 197 

Dec.  22, 1970  and  Feb.  5, 1971 Nov.    1,1970  207 

Jan.  20  and  Feb.  3, 1971 do 108 


131-502422-6 

$175.  00 

131-300428-4 

154. 76 

131-305864-9 

128.00 

131-506893-5 

242. 70 

131-303507-5..... 

173.  80 

131-520447-4 

188. 18 

131-700569-0 

201.73 

131-704813-5 

85.99 
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The  Jacksonville  National  Bank  had  taken  no  action  to  apply  the  unapplied 
funds  on  these  eight  mortgages  at  3/25/71. 

For  the  other  seven  cases  that  we  reviewed,  funds  were  received  for  two  just 
prior  to  transfer,  the  Jacksonville  National  Bank  properly  applied  the  funds  for 
two  mortgages  in  March  1971,  and  three  mortgages  were  in  foreclosure. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  review  the  mortgages 
for  which  unai^plied  funds  were  received  from  United,  and  that  for  those  mortgages 
that  are  not  in  foreclosoure,  appropriate  action  be  taken  to  either  collect  sufficient 
additional  funds  from  the  mortgagors  to  apply  a  full  installment  or  return  the 
unapplied  funds  to  the  mortgagors. 

1.    HAZARD   INSURANCE   POLICIES   NOT   FOUND   AND   DUPLICATE   COVERAGE  OBTAINED 

In  our  limited  review  of  hazard  insurance  policies,  we  noted  the  following 
deficiencies: 

(i)  In  many  cases  there  was  no  hazard  insurance  policy  found  in  the  files  fur- 
nished by  United.  In  discussing  this  with  Mr.  Donald  Wrenn  of  the  Whalen  & 
Wrenn  Insurance  Agency,  he  stated  that  they  had  found  at  least  600  cases  where 
no  insurance  policy  was  found. 

(ii)  Springfield  Equities,  Ltd.,  Agent  for  the  Jacksonville  National  Bank,  had 
arranged  with  the  above  mentioned  insurance  agency  to  help  with  a  review  of  the 
insurance  coverage,  when  it  was  dscovered  that  there  were  no  policies  in  many 
cases.  However,  instead  of  checking  the  mortgage  ledger  cards  to  see  if  United 
had  charged  the  mortgagor  for  insurance,  Whalen  &  Wrenn  ordered  new  policies  in 
each  instance  where  a  policy  was  not  received  from  United  or  the  policy  that  was 
received  from  United  had  expired.  It  is  estimated  that  Whalen  &  Wrenn  wrote 
approximately  600  new  policies. 

We  noted  that  for  at  least  three  mortgages  (Loan  No.  131-807325-4,  131- 
282853-0  and  131-806499-2),  United  had  obtained  insurance  coverage  and  charged 
the  mortgagor's  account  but  the  policy  was  not  in  the  file.  For  these  three,  Whalen 
&  Wrenn  also  obtained  insurance  coverage  and  Jacksonville  National  Bank  charged 
the  mortgagor's  account,  resulting  in  duphcate  coverage.  We  discussed  these  cases 
with  Mr.  Nicasio  Corselo,  Office  Manager  for  Springfield  Equities,  Ltd.  and 
Mr.  Wrenn,  and  were  advised  that  in  the  last  few  days  it  had  been  discovered  that 
numerous  other  cases  of  duplicate  coverage  had  been  noted.  We  were  also  advised 
that  appropriate  action  would  be  taken  to  cancel  the  coverage  placed  by  Whalen 
&  Wrenn,  in  the  cases  of  duplicate  coverage,  and  refunds  of  full  premiums  would 
be  obtained  for  credit  to  mortgagors. 

All  hazard  insurance  policies  were  shipped  to  Jacksonville,  Florida  on  April  22, 
1971,  before  any  further  reviews  could  be  completed  by  us  or  by  Whalen  &  Wrenn. 

(iii)  Springfield  Equities,  Ltd.,  Agent  had  requested  endorsements  for  all  hazard 
insurance  policies  to  show  the  name  of  the  mortgagee  to  be  FN  MA,  c/o  Jackson- 
ville National  Bank,  but  at  the  date  the  insurance  policies  were  shipped  to  Jackson- 
ville Florida,  endorsements  had  not  been  received  and  attached  to  the  related 
policies  in  most  cases. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  make  a  complete  review 
of  all  hazard  insurance  coverage  placed  since  2/25/71  (date  of  transfer  of  servicing) 
and  determine  that  United  had  not  charged  the  mortgagor  for  insurance  within 
the  past  year.  In  cases  where  duplicate  coverage  is  indicated,  appropriate  action 
should  be  taken  to  cancel  the  most  recent  policy  and  to  obtain  a  full  refund  of  the 
premium  for  credit  to  the  mortgagor. 

It  is  also  suggested  that  the  Jacksonville  National  Bank  ascertain  that  there  is  an 
adequate  hazard  insurance  policy  in  force  for  each  FNMA  and  GNMA  mortgage 
and  that  the  mortgagee  clause  properly  names  FNMA  or  the  Jacksonville  National 
Bank,  47  W.  Forsyth  St.,  Jacksonville,  Fla.,  as  the  first  lienor. 

12.    MATERIAL   SHORTAGES   IN    MORTGAGORS'    DEPOSIT   ACCOUNT    BALANCES 

In  our  review  of  mortgage  ledger  cards  on  a  test  basis,  we  noted  several  cases 
where  the  mortgagor's  escrow  balance  is  materially  short  of  current  needs.  Also 
at  the  date  of  transfer  of  servicing.  United  claimed  reimbursement  from  the 
Jacksonville  National  Bank  for  outstanding  advances  on  232  mortgages  that  were 
not  in  foreclosure  (a  majority  of  them  were  current),  totaling  approximately 
$41,650.00.  Many  of  these  advances  had  been  outstanding  for  an  extended  period 
tof  ime,  but  United  had  apparently  not  increased  the  monthly  installments. 
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(a)  It  is  suggested  that  the  Jacksonville  National  Bank  make  an  escrow  analysis 
for  all  FNMA  and  GNMA  mortgages  as  soon  as  possible,  and  increase  the  mort- 
gagor's monthly  installments,  where  necessary,  in  order  to  accumulate  sufficient 
escrow  funds  over  the  next  twelve  months  (or  less)  to  repay  outstanding  advances 
and  take  care  of  current  tax  and  insurance  bills. 

13.    CHECKS   DRAWN    BY    UNITED    INSTITUTIONAL   SERVICING    CORP.    THAT   HAD    BEEN 
OUTSTANDING   FOR   AN    EXTENDED   PERIOD    OF   TIME   AT   APRIL   23,    1971 

Exhibit  A-4  shows  16  FNMA  checks  totaling  $1,756.49  and  2  GNMA  checks 
totaling  $168.88  which  had  been  drawn  by  United  prior  to  or  shortly  after  the 
effective  date  of  transfer  (2/25/71)  which  were  still  outstanding  at  4/23/71.  As 
shown  on  the  Exhibit,  nine  of  these  checks  for  FNMA  and  two  for  GNMA  had 
been  outstanding  for  approximately  one  year  or  more,  and  we  found  no  indication 
of  follow-up  being  made  by  United. 

In  addition  to  the  outstanding  checks,  there  was  one  other  check  (FNMA) 
for  $112.00  that  United  had  drawn  to  I.  Nagelberg  Co.  1/30/69  for  hazard  insur- 
ance on  Loan  No.  131-289455-3.  This  check  had  been  cancelled  by  United 
8/5/69  and  the  mortgagor's  account  had  been  credited.  However,  subsequent  to 
the  date  of  transfer  of  servicing,  the  above  mentioned  check  was  discovered  by 
personnel  of  Springfield  Equities,  Ltd.,  and  was  endorsed  by  them  for  deposit  to 
the  FNMA  Custodial  Account  on  4/6/71.  The  mortgagor's  escrow  account  was 
again  credited  with  $112.00. 

As  a  result  of  the  above  items,  the  United  Institutional  Servicing  Corp.  Cus- 
todial Account,  FNMA,  showed  a  balance  of  $1,644.49  at  4/23/71,  which  was  made 
up  of  the  following: 

Outstanding  Checks $1,  756.  49 

Less:  Cancelled  Check  Paid  by  Bank 112.  00 

Balance  per  Bank  Statement 1,  644.  49 

The  United  Institutional  Servicing  Corp.  Custodial  Account,  GNMA  showed  a 
balance  of  $168.88  at  4/23/71,  which  was  made  up  of  the  two  outstanding  checks 
shown  on  Exhibit  A-4. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  take  the  following  actions: 

(i)  Determine  whether  check  numbers  12052  and  12056  were  received  from 
United  and  deposited  in  the  FNMA  Account  for  credit  to  the  related  mortgagors 
(see  Exhibit  A-4).  It  should  contact  United  if  these  checks  were  not  received. 

(ii)  Obtain  from  United  a  copy  of  the  FNMA  and  GNMA  Bank  statements 
for  May  and  June  1971,  as  well  as  a  copy  of  each  check  debited  on  these  statements. 

(iii)  Request  United  to  stop  payment  on  all  outstanding  checks  and  remit  to 
Jacksonville  the  balance  shown  on  the  FNMA  and  GNMA  bank  statements  at 
6/25/71,  thus  closing  out  these  accounts.  These  funds  should  then  be  credited 
to  the  related  mortgages,  as  shown  on  Exhibit  A-4. 

(iv)  In  the  case  of  the  refunds  on  the  two  paid-in-full  morgtages,  request  that 
United  furnish  the  last  known  address  for  Loan  No.  31-506372  so  that  an  attempt 
may  be  made  to  refund  the  $55.69  to  that  mortgagor.  If  the  mortgagor  cannot 
be  found,  the  $55.69  and  the  $.48  for  Loan  No.  31-243718  should  be  remitted 
to  FNMA. 

(v)  If  appropriate  disposition  of  the  $111.88  for  Loan  No.  31-70291  cannot  be 
made  (this  mortgage  is  no  longer  in  the  GNMA  portfoUo),  the  funds  should  be 
remitted  to  GNMA. 

14.  HAZARD  INSURANCE  LOSS  DRAFTS  NOT  PROPERLY  HANDLED 

At  the  date  of  transfer  of  servicing  (2/25/71),  United  Institutional  Servicing 
Corp.  was  holding  in  the  FNMA  Custodial  Account  at  least  $177,515.21  repre- 
senting insurance  loss  funds.  Of  this  amount  $165,750.37  was  reported  in  Column 
5  (Insurance  Loss  Drafts)  of  the  FNMA  Form  179  (Report  of  FNMA  Custodial 
Account)  and  the  other  $11,764.84  was  reported  in  Column  1  (Deposits  for 
Insurance,  Taxes,  etc.)  as  escrow  funds.  The  above  funds  resulted  from  iire  losses 
on  23  FNMA  properties,  with  several  of  the  insurance  checks  having  been  received 
several  months  ago. 

For  example  on  Loan  No.  131-293889-2  (Liddell),  which  was  current  at  2/25/71, 
insurance  loss  proceeds  of  $9,000.00  had  been  received  by  United  6/25/70.  The 
Servicer  disbursed  the  $900.00  insurance  adjustor's  fee  on  6/30/70  but  the  files 
do  not  show  that  any  further  action  had  been  taken  by  United  to  inspect  the 
property  or  release  the  funds.  The  files  show  that  repairs  were  completed  in 
December  1970, 
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Also  for  Loan  No.  131-527418-2  CLovvis),  insurance  loss  funds  of  $4,613.29 
Avero  received  12/23/70  (loss  in  July  1970)  but  the  files  do  not  show  that  United 
took  any  further  action  after  requesting  an  inspection  by  FHA  on  1/20/71.  A 
hill  froni  the  insurance  adjustor  for  $r)7G.G6  was  received  in  November  1970  but 
iiad  not  been  paid  by  United  at  2/2.i/7l. 

In  addition  to  the  above  two  examples,  numerous  mortgagors  and/or  contractors 
visited  the  offices  of  Springfield  Equities,  Ltd.  during  our  audit  and  complained 
•of  the  material  delays  on  the  part  of  United  in  releasing  insurance  loss  proceeds. 

(a)  We  discussed  at  least  three  of  the  cases  with  Mr.  Corsello  and  the  mortgagor 
or  contractor  and  advised  Mr.  Corsello  of  the  procedures  to  be  followed  in  expe- 
diting the  release  of  funds. 

Concerning  Loan  No.  131-293889-2  shown  above,  Springfield  Equities,  Ltd. 
wrote  to  FHA  on  5/24/71  and  requested  that  an  inspection  be  made  and  a  com- 
pliance inspection  report  be  sent  to  Springfield  Equities,  Ltd.  FHA  inspected  the 
])r()i>erty  5/25/71  and  requested  that  a  letter  be  obtained  from  the  Town  of 
Babylon  certifying  that  structural  repairs  are  satisfactory.  This  request  was  sent 
to  the  contractor  5/28/71. 

Concerning  Loan  No.  131-527418-2,  Springfield  Equities,  Ltd.  sent  the  insur- 
ance adjustor's  bill  (dated  11/27/70)  to  the  Jacksonville  National  Bank  5/6/71 
for  payment.  At  the  request  of  Springfield  Equities,  Ltd.,  FHA  inspected  the 
])roperty  4/1/71  and  outlined  work  to  be  done  before  loss  proceeds  could  be 
released. 

It  is  suggested  that  the  Jacksonville  National  Bank  continue  its  close  follow-up 
of  all  insurance  losses,  in  order  to  expedite  the  obtainment  of  necessary  approvals 
and  release  of  the  funds. 

15.    DISBURSEMENT    OF    $2,147.98    MADE    PRIOR    TO    2/25/71    BUT    NOT    CHARGED 
TO    MORTGAGOR    AT    4/2S/71 

For  Loan  No.  131-800488-7  (Diaz),  the  following  amounts  were  collected  from 
the  mortgagor  and  credited  to  escrow  funds,  pending  the  payment  of  sufficient 
money  to  bring  the  mortgage  current  so  it  could  be  removed  from  foreclosure: 

Date  Amount  Balance 

Nov.  17,  1970.... - 

Jan.  7,  1971 - - 

Feb.  8,1971  .- 

Feb.  22,1971 - ---- 

On  2/23/71,  United  withdrew  $2,147.98  from  the  FNMA  Custodial  Account 
to  be  ajjplied  as  ten  regular  monthly  installments  of  $211.00  each  (5/1/70  through 
2/1/71  in-^tallments)  and  nine  late  charges  of  $4.22  each  (total  $37.98).  The 
mortgage  ledger  card  was  posted  to  show  the  application  of  nine  monthly  install- 
ments instead  of  ten  (the  2/1/71  installment  was  not  credited  although  United 
withdrew  the  money  and  retained  it),  and  the  collection  of  late  charges  was  not 
shown.  Also  the  charge  to  the  mortgagor's  escrow  account  ($2,147.98)  was  not 
posted.  After  transfer  of  servicing  (2/25/71),  the  Jacksonville  National  Bank  on 
3/17/71  withdrew  $274.04  from  the  mortgagor's  escrow  account  and  applied  it  as 
the  2/1/71  and  3/1/71  installments  (the  2/1/71  installment  should  already  have 
})een  credited  from  the  $2,147.98  check  mentioned  above). 

At  4/23/71,  the  $2,147.98  check  had  not  been  charged  to  the  mortgagor  and  the 
ledger  card  does  not  show  the  other  missing  entries  mentioned  above.  At  4/23/71, 
the  mortgagor's  escrow  balance  was  $2,077.65. 

(a)  It  is  suggested  that  the  Jackson\-ille  National  Bank  review  the  mortgage 
transactions  in  detail  and  make  the  following  entries  on  the  mortgagor's  account; 
if  found  to  be  proper: 

(i)  Post  a  debit  of  $2,147.98  to  the  mortgagor's  escrow  account,  effective 
2/23/71. 

(ii)  Post  late  charges  of  $37.98  collected  2/23/71. 

fiii)  Obtain  $211.00  from  United  and  credit  payment  of  the  2/1/71  installment, 
effective  2/23/71. 

(iv)  Reverse  the  application  of  one  installment  from  escrow,  effective  3/17/71, 
resulting  in  .$137.02  being  re-credited  to  escrow. 
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16.    MORTGAGE    PREPAID   28    MONTHS    AHEAD 

At  3/25/71,  Loan  No.  131-506704-6  (Montgomery)  was  prepaid  to  include  the 
installment  due  7/1/73  (28  months  prepaid).  The  monthly  installments  are  $260.00 
which  means  that  the  mortgagor  has  prepaid  $7,280.00.  With  the  mortgage  bearing 
interest  at  7^/2%,  the  mortgagor  could  have  reduced  his  annual  interest  charges  i)y 
approximately  $550.00  ($45.00  a  month)  if  he  had  used  the  $7,280.00  as  principal 
curtailments  instead  of  prepayments. 

The  files  do  not  show  that  the  mortgagor  has  been  advised  of  the  ad\-antages  to 
him  of  applying  additional  funds  as  curtailments,  instead  of  prepaying  two  or 
three  monthly  installments  each  month  as  he  has  been  doing. 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  write  to  the  mortgagor 
and  inform  him  of  the  financial  advantages  to  him  of  applying  additional  funds  to 
principal  instead  of  prepayments. 

17.  SIGNED     DUPLICATES     OF     MORTGAGES     AND     MORTGAGE      BONDS      IN      SERVICER'S- 

FILES 

In  many  cases  the  files  maintained  for  individual  mortgagors  contained  one  or 
more  signed  duplicates  of  mortgages  or  mortgage  bonds.  In  each  instance  these 
documents  were  notarized,  but  were  not  stamped  "copy". 

(a)  It  is  suggested  that  the  Jacksonville  National  Bank  review  all  files  received 
from  United  and  stamp  "copy"  on  all  signed  duplicates. 

Deficiencies  Corrected  by  the  Servicer  During  the  Audit 

18.  DELAYS    in    DEPOSIT    OF    FNMA    AND    GNMA    COLLECTIONS    AND     IN     REMITTING    TO 

FNMA    AND    GNMA 

At  the  time  of  our  visit  (4/14/71),  the  Springfield  Equities,  Ltd.,  Agent  for 
the  Jacksonville  National  Bank  was  holding  at  least  SO  mortgagors'  checks  dated 
between  3/25/71  and  4/1/71  as  well  as  all  other  mortgagors'  checks  that  had  been 
received  subsequent  to  4/1/71.  It  was  estimated  that  these  undeposited  checks 
totaled  as  much  as  $250,000.00.  These  delays  in  deposit  also  resulted  in  cor- 
responding delays  in  remitting  funds  to  FNMA  and  GNMA. 

(a)  We  discussed  this  matter  with  Mr.  Nicasio  Corsello,  Office  Manager  for 
Springfield  Equities,  Ltd.,  and  with  Mr.  Charles  Beason,  Vice  President  of  the 
Jacksonville  National  Bank,  who  stated  that  extra  personnel  would  be  assigned 
to  the  processing  of  collections  in  order  to  eliminate  this  backlog  and  deposit 
collections  daily  as  they  are  received. 

Subsequent  to  our  discussions,  all  checks  on  hand  were  deposited.  Also  mort- 
gagors were  notified  by  letter  that  commencing  May  1,  1971,  they  should  send 
monthly  installments  directly  t(j  the  Jackstjnville  National  Bank,  Jacksonville, 
Florida. 

19.  FNMA   AND    GNMA    CUSTODIAL   ACCOUNTS    NOT   USED   BY   JACKSONVILLE    NATIONAL 

BANK   AND    C.\SH    COLLECTIONS    NOT    PROPERLY'    HANDLED 

At  the  time  of  our  visit  (4/14/71),  we  found  that  mortgage  installments  were  not 
being  deposited  in  the  FNMA  or  GNMA  Custodial  Accounts  that  had  been 
established  by  the  Jacksonville  National  Bank  in  its  own  bank.  Instead  such 
collections  were  being  deposited  in  the  First  National  City  Bank  in  accounts 
titled  "Springfield  Equities,  Ltd.,  Custodial  Account  for  FNMA"  and  "Springfield 
Equities,  Ltd.,  Custodial  Account  for  GNMA." 

The  latter  two  accounts  had  been  established  at  the  time  of  transfer  of  servicing 
from  United  Institutional  Servicing  Corp.  but  we  found  no  indication  that  FNMA 

Form  37  (Letter  Agreement  for  ^Servicer's  Custodial  Account  on  Behalf  of 

National  Mortgage  Association)  had  been  prepared.  These  accounts  were  separate 
from  the  FNMA  and  (JNMA  Custodial  Accounts  which  Springfield  Equities, 
Ltd.  maintained  in  the  Valley  National  Bank  of  Long  Island,  and  continued  to 
use  for  mortgage  collections  for  FNMA  and  GNMA  mortgages  that  were  trans- 
ferred from  its  portfolio  to  the  Jacksonville  National  Bank  1/25/71. 

Also,  cash  collections  from  FNMA  and  (JNMA  mortgagors  were  being  deposited 
daily  in  the  Springfield  Equities,  Ltd.'s  operating  account  (not  Custodial  in  nature) 
and  were  then  transferred  by  check  to  the  FNMA  and  GNMA  Custodial  Accounts. 

(a)  The  above  matters  were  discussed  with  Messrs.  Beason  and  Corsello,  and 
arrangements  were  iMuiiediately  made  to  close  out  the  FNMA  and  (iN.M.\ 
Custodial  Accounts  that  had  been  established  in  the  First  National  City  Bank. 
Commencing  about  5/1/71,  the  FNMA  and  GNM.\  Custodial  Accounts  iu  the 


699 

Jacksonville  National  Bank  were  to  he  used  for  all  mortgages  previously  serviced 
by  United.  (As  shown  in  finding  #18,  mortgagors  were  advised  to  send  all  mortgage 
installments  to  the  Jacksonville  National  Bank,  Jacksonville,  Florida,  ccmimencing 
5/1/71.) 

Mr.  Beason  also  made  arrangements  to  discontinue  dejjositing  cash  collections, 
from  FN  MA  and  (INMA  mortgagors,  in  the  operating  uccDunt.  Instead,  the  cash 
will  be  used  to  purchase  a  bank  draft  for  daily  transmittal  to  Jacksonville. 

20.   LO.VN  SKRVICK   REPORTS   NOT  FILED  AND  FORECLOSURE  CASES  NOT  REFERRED  TO 

FIELD    COUNSEL 

In  our  test  review  of  delinquent  mortgages,  we  noted  that  for  at  least  IS  FHA 
mortgages  that  were  11.)  or  more  days  delinquent  at  the  effective  date  of  transfm- 
of  servicing  (2/2.")/71),  United  Institutional  Servicing  Corp.  had  not  filed  Loan 
Service  Reports  (FNMA  Form  14.5)  or  Notices  of  Default.  In  each  instance  these 
items  should  have  been  filed  25  to  150  days  prior  to  the  transfer  date.  On  several 
occasions  in  recent  months,  the  Regional  Office  had  contacted  United  concerning 
delays  in  filing  Form  145's. 

For  the  majority  of  the  cases  mentioi>ed  above,  we  found  no  evidence  in  the 
files  to  indicate  that  United  had  inspected  the  properties  or  had  face-to-face 
contacts  with  the  mortgagors.  Also,  for  an  estimated  50  other  FHA  cases  that 
were  90  days  d(4inqiient  at' the  close  of  ^February  1971,  and  for  which  Loan 
Service  Reports  were  due  2/28/71,  we  found  no  evidence  that  United  had  inspected 
the  properties  or  had  face-to-face  contacts  with  the  mortgagors. 

In  addition  there  were  at  least  three  mortgages  that  were  referred  to  United 
for  foreclosure  2/16/71  but  United  did  not  refer  these  to  Field  Counsel  during 
February.  The  Jacksonville  National  Bank  referred  one  of  these  cases  to  Field 
Counser3/17/71,  another  3/27/71  and  the  third  case  6/1/71. 

(a)  During  the  latter  part  of  March  and  in  April  1971,  the  Jacksonville  National 
Bank  made  a  concentrated  effort  to  inspect  properties  and  have  face-to-face 
contacts  with  delinquent  mortgagors.  It  is  estimated  that  between  3/30/71  and 
4/30/71,  Jacksonville  filed  Loan  Service  Reports  and  Notices  of  Default  for  at 
least  100  cases  that  were  90  days  or  more  delinquent  at  2/28/71. 

We  believe  that  the  backlog  of  cases  for  which  United  had  not  filed  the  above 
Reports  has  now  been  eliminated. 

Exhibit  A-1 

Federal  National  Mortgage  Association,  Internal  Audit  Division,  Field 

Office,  Philadelphia 

Variance  in  principal  trial  balance  between  servicer  and  FNMA  as  of  Feb.  25,  1971 

Loan  number 
Servicer  under  FNMA: 

131-805582-4 .  12 

131-806080-5 .06 

131-806636-6 .  10 


Loan  number 

Servicer  under  FNMA: 

131-24997.5-5 

(A)  $1,  388.  98 

131-265961-6 

(B)   7.5.  34 

131-283967-0 

(C)   32.  29 

131-287370-5 

(D)  23.  77 

131-292007-7 

(E)   53.  50 

131-301393-6 

(E)  61.  86 

131-30157.5-2 

(E)   7.5.  37 

131-303228-1 

(F)   53.  09 

131-305014-2 

50.  72 

131-305015-4 

31.  13 

131-50357.5-6 

56.  76 

131-.506704-6 

116.22 

131-509684-1 

69.  20 

131-510244-4 

14.  55 

131-516181-6 

20.  66 

131-520153-7 

14.  26 

131-.526632-9 

36.  22 

131-701130-2 

92.  89 

131-702647-4 

31.  49 

131-710911-1 

58.  14 

131-712198-7 

200.  00 

131-800488-7 

2K9.  30 

131-802147-1 

26.  59 

131-80429.5-6 

72.  16 

131-807272-9 .  l.' 


Total 2,944.92 


131-2915.54-1 (G)  136.62 

1 3 1-29623.5-0 262.  62 

131-502749-8 .56.61 

131-504.574-9  ' 19.  33 

131-.50.5863-1 4.05 

1 3 1  -506683-4 206.  52 

131-510336-9 34.39 

131-512021-4 (H)  117.  17 

131-512118-9 86.  10 

1 31-512718-3 6.5.  24 

131-516720-0 29.11 

131-70309.5-6 15.41 

131-710917-3 (I)    14.  .56 

131-80712.5-6 26.31 

131-807433-7 22.45 


Total- 1,096.49 


1  Servicer  erroneously  shows  this  as  loan  No.  131-504474-5. 
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Exhibit  A-2 

Federal  National  Mortgage  Association,  Internal  Audit  Division,  Field 

Office,  Philadelphia 


NSF  checks  charged  back  to  the  mortgagor's  escrow  account 


Loan  num}>er 

131-501069-1 

131-501669-5 

131-503577-0 

131-507303-3 

131-509198-2.. _- 

131-520741-4 

131-526157-5 

131-525403-9 

131-803664-6 

131-806527-1 

131-806899-8 


Amount 

$168.  00 
164.  22 
287.  00 
221.  00 
188.  00 

100.  00 
158.  00 
110.  00 

101.  00 
370.  00 
274.  00 
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131 
131 
131 


731- 
731- 
731- 


Loan  number 

-807032-9 

-806253-0 

-806909-5 


Amount 

$334.  00 

278.  00 

214.  00 


Total  FNMA 2,  967.  22 


061634-1. 
066516-0- 
069502-4 _ 


171.  36 
180.  00 
180.  00 


Total  GNMA_ 


-3 


Cases  where  recovery  of  advances  exceeded  amounts  advanced 


131 

131 

131 

131- 

131- 

131- 

131- 

131- 

131- 

131- 

131 

131- 

131- 

131- 

131 

131- 

131- 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 

131 


Loan  numier 

239744 

249324 

251303 

2.52121 

2.52649 

2.52650 

253325 

258170 

2.58171 

2.59899 

262084 

263993 

263995 

269207 

270171 

270527 

270801 

■272267 

272645 

273392 

-274768 

-276559 

-278451 

-2784.57 

-280091 

-281178 

-281327 

-281744 

-282631 

-2828.52 

-283447 

-28.5033 

-286898 

-2884.54 

-288602 

-289146 

-289737 

-280860 

-290753 

-291554 

-291704 

291861 

292006 

292310 

-292657 


Amount 

$76.  00 

40.32 

69.21 

.  39 

41.  99 

9.  72 

450.  00 
19.  95 

366.  19 

236.  51 

197.  26 
19.47 
4.5.  00 
63.  65 

600.  96 

2.66 

56.  00 

15.  00 

77.85 

.27 

191.  61 

14.  32 
41.  65 

220.  00 

1.  10 

38.69 

39.  68 

81.  23 

21.  60 

212.  87 

6.92 

5.  79 

.  61 

30.  38 
7.  40 
9.  90 
0.  01 

66.  51 

101.  21 

11.40 

94.  12 

31.  62 

15.  49 
47.  12 

,  741.  43 


Loan  number 

131-292990 

131-292994 

131-292996 

131-293000 

131-293358 

131-293362 

131-294416 

131-294682 

131-294683 

131-294974 

131-29.V224 

131-296.^97 

131-299324 

131-293890 

131-299353 

131-301.592 

131-301629 

131-301881 

131-302097 

131-302099 

131-302843 

131-302844 

131-302901 

131-302975 

131-302976 

131-302986 

131-303229 

131-303303 

131-303660 

131-303860 

131-304402 

131-30.)005 

131-500.542 

131-501945 

131-502411 

131-502421 

131-502668 

131-502876 

131-50.-1415 

131-506368 

131-506372 

131-506679 

131-506889 

131-506897 

131-507075 


n 

70 


531.  36 


Amount 
$96.  66 
24.5.  21 

16. 

547. 

300.  47 

13.  00 

2,  022.  25 

12.  29 

18.40 

82.  33 

89.  94 

373.  56 

91.  11 

.  18 

50.  70 

14.3.  22 

23.  71 

32.48 

129.  86 

167.  70 

110.  68 

89.  14 

4.63 

653.  68 

362.  34 

276.  70 

59.  03 

61.  00 

576.  95 

52.  00 
.  20 

110.  68 

66.  00 

83.24 

.20 

458.  07 
88.  16 

53.  00 
157.46 

1 1 7.  66 
56.  07 

695.  56 
1.54.  95 

1 1 8.  06 
94.44 
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Exhibit  A-3 — Continued 


Cases  where  recovery 
Loan  numler 
131-507076 

of  advances  e 

Amount 

$110.68 

100.35 

4.  00 

xceed  amounts  advanced — Continued 

Loannumher                              Amount 
131-525142              $6.  19 

131-507078 

131-507311-   .-----. 

131-5259.58 

131-526074 

131-526368 

131-526.563 

131-700256 

131-700767 

131-701409 

131-704510 

131-706505 

131-710920 

131-710930 

131-711772 

90.83 

246.88 

131-507.591.   .----.. 

73.78 

83.54 

131-507756 

131-507808 

131-.508096 

131-508119     - 

9.  64 
483.  09 

28.80 
78.21 

122.00 

3.44 

78.00 

170.50 

131-508124     -            .    .    . 

95.  92 

14.70 

131-.508222 

131-508427 

131-508571 

131-508683 

137.24 

30.68 

98.30 

128.35 

30.21 

47.54 

144.62 

191.84 

291.  19 

37.80 

8.22 

140.00 

34.68 

49.93 

878.  19 

.   .           50.  43 

131-.508684 

131-508806 

131-508860 

131-509653 

131-510141 

131-510553 

131-511053 

131-511377.            .    .    .. 

131-802782 

131-804295 

131-805011 

Total  FNMA 

731-064015 

731-064121 

731-064945 

731-065431 

731-066722 

731-067900 

731-067968 

731-068706 

731-069752 

731-071452 

731-071547 

.    .            31.14 

263.66 

71.36 

...  21,430.42 

27.99 
51.  45 

131-511378             -    - 

.    .          107.  72 

22.  28 

131-511402 

.    .            44.  00 

68.61 

131-511701 

36.26 

.   .         107.  00 

131-512982 

131-513982 

131-514509 

131-514.533 

131-515098.   . 

357.24 

196.51 

16.86 

37.00 

440.  11 

313.55 
70.68 

101.33 
75.  16 
47.00 

131-518766 

78.  21 

.   .           20.  66 

131-518786 

78.21 

.24 

118.06 

...      1,069.47 

731-071700.   ..   

.    .         297.  S3 

131-520148 

131-520961 

131-520968 

731-071782 

Total  GNMA..-. 

55.72 

...      1,2.59.26 

EXHIBIT  A-4  (FINDING  NO.  13) 

FEDERAL  NATIONAL  MORTGAGE  ASSOCIATION— INTERNAL  AUDIT  DIVISION,  FIELD  OFFICE,  PHILADELPHIA- 
OUTSTANDING  CHECKS  APR.  23,  1971 


Loan  number  charged 

Check  No. 

Date 

Amount 

Payee 

FNMA: 

131-302843-6- 

131-701820-7.... 

131-304408-8 

131-710553-1.... 

131-710103 

4463 
5879 
5889 
6393 

Aug.  15,1969 
Dec.  16, 1969 
Dec.  12,1969 
Jan.  30,1970 

$3.00 

81.00 

110.00 

228. 00 

Shield?Brokerage. 
Shield  Brokerage,  Inc. 
Shield  Brokerage  Co.,  Inc. 
Do. 

131-501006-7 

131-508683-4.. 

131-702743-0 

6677 
6743 
6775 
6980 
7070 
10761 
11349 
11956 
11874 

Feb.  16,1970 

do 

Feb.  17,1970 
Mar.  10, 1970 
Mar.  13,1970 
Nov.  25, 1970 
Jan.   18,1971 
Feb.  25,1971 
Feb.  11,1971 

52.00 

140.  00 

9.00 

82.00 

.48 

5.00 

209. 00 

209. 00 

198.  06 

Shield  Brokerage  Co. 
Shield  Brokerage  Co.,  Inc. 
Do. 

131-521479-2 

131-2437181 

Eugene  Gorlick. 
James  Lewis,  Jr. 

131-704108-4 

131-703733-2... 

131-703733-2 

131-301884-5 

131-807380-2.             .  ... 

Shield  Brokerage  Co.,  Inc. 
J.  Spaulding. 

Do. 
City  collector. 

131-5063721. 

131-709903-1.. 

131-518782-2 

12035 
12052 

Feb.  25, 1971 
Mar.    8,1971 

55.69 
286.  76 

Wm.  Peterson. 
Springfield  Equities,  Ltd. 

131-301206-1 

12055 

Mar.  10,1971 

87.50 

Do, 

Total  FNMA      

1,756.49 

2274 
2385 



GNMA:  9 

731-069406-8 

731-70291... 

May     4,1970 
June    1,1970 

57.00 
111.88 

Nationwide  Insurance. 

United  Institutional  Servicing  Corp. 

Total  GNMA         

168. 88 

'  Escrow  balance  at  payoffi 
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New  Rochelle,  N.Y.,  April  2,  1971. 
He:  Mortgage  executed  by  Edward  Brynildsen  and  Eunice  Brynildsen,  his  wife, 
to  United  Institutional  Servicing  Corp.,  now  held  by  Springfield  Equities, 
Ltd.  Springfield  Equities  Mortgage  No.  2230-509681' 
Springfield  Equities,  Ltd., 
Springfield  Boulevard, 
■Queens  Village,  N.Y. 
(Attention:  Mrs.  Roberta  Diamond). 

Dear  Mrs.  Diamond:  In  accordance  with  the  request  of  your  office,  I  enclose 
herein  photostatic  copies  of  both  the  face  and  back  of  checks  of  my  client,  Eunice 
Brynildsen,  evidencing  payments  required  to  be  made  under  the  above  mortgage 
for  May,  Julj^,  August,  September,  October,  November  and  December  of  1970, 
as  well  as  Januarj^  of  1971. 

My  client  has  been  in  the  habit  of  preparing  and  mailing  checks  a  day  or  two 
before  their  due  date,  and,  therefore,  the  checks  aforedescribed  pay  the  following 
monthly  installments  due  under  the  above  mortgage:  #172— May,  1970,  #210 — 
July,  1970,  #226— August,  1970,  #241— September,  1970,  #262— October,  1970, 
#279— November,  1970,  #298— December,  1970  and  #317— January,  1971. 

My  client  was  unable  to  locate  the  check  constituting  payment  for  June,  1970, 
but  enclosed  is  a  photostatic  copy  of  the  page  of  her  check  book  stubs  indicating 
that  June,  1970  was  paid  by  her  "check  #190  in  the  amount  of  $232.00. 

My  client  has  not  yet  received  her  bank  statements  to  date,  and  if,  at  the  time 
you  review  the  enclosed,  there  is  still  a  question  about  her  payments  for  the  month 
of  February,  March  or  April  of  this  year,  I  shall  be  glad  to  furnish  you  with 
proof  of  such  payment. 

I  shall  appreciate  your  confirming  to  me  that  you  have  established  that  all 
payments  required  to  be  made  pursuant  to  the  terms  of  the  mortgage  above 
described  have  been  made  and  your  further  courtesy  in  having  your  attorneys 
execute  and  forward  to  me  a  discontinuance  of  the  foreclosure  action  which  you 
had  them  institute  in  this  matter. 
Very  truly  yours, 

David  Klibanow. 

(Enclosures.) 

Federal  National  Mortgage  Association, 

May  5,  1970. 
To:  Duncan,  Regional  Vice  President — FNMA — Philadelphia. 
From:  Miller,  Regional  Director,  Exam,  and  Audit — Philadelphia. 
Subject:   Audit   of   Servicer,    United   Institutional   Servicing   Corporation,    New 
York,  N.Y. 

This  accelerated  audit  was  made  because  of  the  serious  deficiencies  disclosed 
by  our  previous  audit  which  we  reported  to  you  on  November  7,  1968. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  and 
GNMA  mortgages,  and  reviewed  its  procedures  for  servicing  these  mortgages. 
The  audit  began  on  March  16  and  ended  on  April  1,  1970. 

At  February  2."),  1970,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
4,291  FNMA"  and  572  GNMA  mortgages  for  the  Northeastern  Regional  Office, 
750  for  itself,  and  3,817  for  other  investors. 

Nine  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with  Mr. 
Edwin  Katz,  Chairman  of  the  Board,  Mr.  Bernard  S.  Roth,  President,  Mr. 
Harold  Fisher,  Treasurer,  and  Mr.  Richard  Levine,  Asst.  Treasurer  and  Serv- 
icing Manager,  who  agreed  to  correct  the  deficiencies  shown  by  Findings  1 
through  7,  but  we  were  unable  to  obtain  an  agreement  for  clearance  of  Findings 
8  and  9. 

These  findings  are  serious  in  our  opinion,  because  they  show  material  deficiencies 
in  the  Servicer's  records  or  procedures.  We  suggest  that  the  Servicer  be  required 
to  describe  in  detail  the  steps  it  will  take  to  correct  the  deficiencies  shown  in 
Findings  1  through  7. 

Finding  No.  8  concerns  the  Servicer's  drawing  of  FNMA  and  GNMA  Custodial 
Account  checks  out  of  date  sequence  and  its  use  of  posting  dates  for  disbursements, 
on  the  mortgage  history  runs  (ledger  cards),  instead  of  the  date  tlie  funds  were 
actually  disbursed. 

The  Servicer  agreed  to  study  these  matters  but  we  were  not  assured  that  it  will 
be  able  to  make  the  necessary  changes  to  clear  this  finding.  We  suggest  that  the 
Servicer  be  instructed  to  advise  the  Regional  Office  of  the  progress  made  in 
clearing  these  deficiencies. 
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Finding  No.  9  concerns  the  Servicer's  failure  to  follow-up,  within  a  reasonable 
time  after  disbursement  is  made,  for  insurance  ordered  through  the  New  York 
Property  Insurance  Underwriting  Association,  and  the  policy  or  binder  is  not 
received.  The  Servicer  wishes  to  look  into  this  matter  more  carefully  and  we 
did  not  receive  assurance  that  such  follow-up  action  would  be  taken.  We  suggest 
that  the  Regional  Office  instruct  the  Servicer  to  initiate  a  follow-up  system  in 
this  regard. 

Principal  balances:  FNMA,  $81,481,240.48;  GNMA,  $8,062,221.39. 

Escrow  balances:  FNMA,  $874,697.23;  GNMA,  $116,426.68. 

The  previous  audit  report  issued  on  November  7,  1968,  contained  9  Exhibit  A 
and  4  Exhibit  B  ttndings.  Since  our  last  audit,  we  believe  the  Servicer's  per- 
formance has  not  changed  materially'. 

This  coupled  with  the  fact  that  the  Servicer  did  not  clear  four  findings  from 
previous  audits  has  caused  us  to  classify  the  Servicer's  records  and  procedures  as 
inadequate  to  assure  compliance  with  FNMA  requirements. 

Exhibit  5  contains  five  findings  which  we  did  not  consider  serious.  These  were 
discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessar_v. 

The  Appendix  to  this  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  two  copies  of  your  letter  to  Mr.  Edwin  Katz,  Chairman  of 
the  Board,  confirming  the  agreements  for  clearance  and  copy  of  the  Servicer's 
reph'. 

Arthur  W.  Miller. 
Exhibit  A 

Deficikncies  Which  the  Servicer  Agreed  To  Correct 

•1.  fnma  form  179  (report  of  custodi.^l  account)   not  prepared  correctly; 

T  AND   I   FUNDS   NOT  IN  AGREEMENT  WITH  SERVICER'S  TRI.AL  BALANCE   (PART  III 
SERVICERS  GUIDE) 

The  Servicer's  procedures  do  not  jn-ovide  for  the  correct  reporting  of  collections 
and  disbursements  on  FNMA  For  179  (Report  of  Custodial  Account).  The  trans- 
actions as  reported  for  the  month  of  February  1970,  were  incorrect  as  follows: 

(i)  Instead  of  using  its  daily  IBM  summaries  of  collections  as  the  basis  of  items 
:shown  on  Line  2  (Receips  This  Period)  of  Column  1  (Deposits  for  Insurance, 
Taxes,  etc.),  the  Servicer  starts  with  the  total  escrow  funds  as  shown  on  the  Escrow 
Trial  Balance  at  the  cutoff  date,  subtracts  the  balance  at  the  beginning  of  the 
month,  and  adds  the  disbursements  to  arrive  at  the  cash  receipt  figure  (Line  2) 
which  is  a  "forced"  total. 

The  daily  IBM  summaries  for  February  showed  receipts  of  $638.91  less  than  the 
auKJunt  reported  by  the  Servicer  on  Line  2  for  GNMA  and  $27.72  more  than  the 
amount  reported  by  the  Servicer  on  Line  2  for  FNMA. 

(ii)  The  Servicer  erroneously  transferred  $743.77  from  Line  6  (Less  Disburse- 
ments this  Period)  of  Column  1  to  Line  6  of  Column  5  (Insurance  Loss  Drafts). 
This  figure  represented  the  amount  of  an  overdraft  on  a  mortgage  on  which  an 
insurance  loss  draft  had  been  received. 

(iii)  The  Servicer  reported  the  amount  of  service  charges  earned  on  Line  7  of 
Column  2  (FNMA  Principal  and  Interest)  instead  of  the  amount  actuallj^  dis- 
bursed, which  was  $864.79  more  than  reported  for  FNMA  and  $55.75  less  than 
reported  for  GNMA. 

(iv)  The  Servicer  reported  the  amount  of  late  charges  earned  on  Line  6  of 
Column  4  (Late  Charges)  instead  of  the  amount  actuallv  disbursed,  which  was 
$747.71  less  than  reported  for  FNMA  and  $214.56  less  than  reported  for  GNMA. 

(v)  Where  unapplied  funds  are  reapplied  by  preparation  and  redeposit  of  a 
check,  the  reapplication  only  is  shown,  not  the  original  receipt  of  funds. 

(vi)  Where  unapplied  funds  are  reapplied  by  journal  entry,  the  reapplication 
is  shown  on  Lines  2  and  6  instead  of  Line  4  (Adjustments  and  Reapplications). 

(vii)  As  a  result  of  the  deficiencies  noted  in  item  (i),  as  well  as  other  adjust- 
ments (of  which  the  Servicer  was  aware),  the  trial  balance  of  the  escrow  funds  showm 
by  the  Mortgage  Payment  Records  at  February  25,  1970,  exceeds  the  Total  Tax 
and  Insurance  Funds  reported  on  Line  13  by  $641.86  for  GNMA  while  Line  13 
exceeds  the  trial  balance  for  FNMA  bv  $27.72  as  follows: 
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GNNIA  FNMA 

T.  &  I.  funds  reported  by  servicer  on  line  13,  form  179 $117,068.54         $875,413.28 

Adjustments  to  form  179  by  auditor: 

Receipts  shown  on  form  179,  not  supported  by  servicer's  records... (638.91) 

Receipts  per  servicer's  records  not  shown  on  form  179 _ 27.  72 

Disbursements  per  servicer's  records  not  shown  on  form  179 _ (743.  77)' 

Disbursement  for  prior  period  not  shown  in  opening  balance (2.95) . 

T.  &  I.  funds  on  line  13,  form  179  (as  adjusted  by  auditor) 116,426.68  874,697.23 

Escrow  trial  balance,  per  servicer 117,068.54  875,810.81 

Collections  received,  but  not  posted  prior  to  25th  of  the  month 3,  549.  00 

Disbursements  made  prior  to  25th  of  the  month,  but  not  posted (4,  690. 30) 

Escrowtrial  balance  (as  adjusted).. 117,068.54  874,669.51 

Unreconciled  difference. __ (641.86)  27.72 

The  errors  shown  in  items  (iii)  and  fiv)  were  compensated  by  the  differences 
between  receipts  as  shown  b}^  the  daily  IBM  summaries  and  the  amount  shown  by 
the  Servicer  on  Line  2  of  Form  179,  as  we  have  reported  in  item  (i)  above. 

(a)  Mr.  Edwin  Katz,  Chairman  of  the  Board,  stated  that  the  Servicer  will 
change  its  procedures  for  the  preparation  of  Form  179  to  provide  that  the  amount 
shown  on  Line  2  (Receipts  This  Period)  is  recorded  from  daily  IBM  summaries. 
For  items  (ii)  through  (vi),  Mr.  Katz  stated  that  the  transactions  affecting  loss 
drafts,  service  charges,  late  charges  and  unapplied  funds  would  be  shown  on 
Form  179  in  correct  amounts  and  correctly  classified.  Regarding  Item  (vii), 
Mr.  Katz  stated  that  the  Servicer  would  reconcile  the  difference  between  the 
trial  balances  of  the  mortgage  escrow  accounts  and  the  total  tax  and  insurance 
funds  reported  on  FNMA  Form  179  for  both  GNMA  and  FNMA. 

2.  DELAYS  IN  REMITTANCES  AND  INCORRECT  INFORMATION  SHOWN  ON  CASH  RECEIPT 
VOUCHERS    (sec.    205    SERVICERS    GUIDE) 

For  at  least  1 1  FNMA  remittances  and  7  GNMA  remittances  during  the  months 
of  January  and  February  1970,  FNMA  did  not  receive  the  funds  until  5  to  6 
business  days  after  the  Servicer  received  the  installments.  (Based  on  the  net 
totals  reported  on  the  latest  FNMA  Form  2.53  for  FNMA  and  GNMA,  the 
Servicer  should  make  daily  i-emittances  to  FNMA). 

Also,  on  the  Cash  Receipt  Vouchers  (FNMA  Form  57),  the  Servicer  reports 
collections  as  being  received  on  the  date  of  processing  bj^  its  IBM  Service  Bureau. 
In  many  cases,  the  processing  is  performed  one  day  after  the  actual  date  of 
collection. 

(a)  Mr.  Katz  stated  that  the  Servicer  would  remit  collections  for  FNMA  and 
GNMA  mortgages  on  a  daily  basis,  to  reach  FNMA  within  four  days  after  the 
date  of  collection.  Also,  Mr.  Katz  stated  that  the  Servicer  will  show  on  the  Cash 
Receipt  Vouchers  the  actual  date  collections  are  received. 


3.  FUNDS  NOT    TRANSFERRED    TO    FNMA    CUSTODIAL    ACCOUNT    AT    TIME    MORTGAGES 
PURCHASED    BY    FNMA    (SEC.    204    SERVICERS    GUIDE) 

For  124  mortgages  purchased  bj^  FNMA  during  the  month  of  February  1970, 
the  mortgagors'  escrow  funds  and  installment  payments  made  after  the  date  of 
submission  were  not  transferred  to  tlie  FNMA  Custodial  Account  until  16  to  49 
days  after  the  Servicer  received  payment  for  the  mortgages.  Also,  for  at  least  13 
mortgages  purchased  during  the  period  3/12-3/13/70,  the  mortgagors'  escrow 
funds  and  installment  payments  made  after  the  date  of  submission  had  not  been 
transferred  to  the  FNMA  Custodial  Account  as  of  the  date  of  our  visit  (3/25/70). 

Under  the  Servicer's  procedures,  the  mortgagors'  escrow  funds,  and  installment 
payments  made  after  the  submission,  but  prior  to  purchase  of  the  mortgage,  are 
not  transferred  promptly  to  the  FNMA  Custodial  Account  when  FNMA  pui chases 
the  mortgages.  Instead,  the  Servicer  normally  transfers  such  funds  on  approxi- 
mately the  cutoff  date  (25th  of  the  month)  on  mortgages  purchased  between 
the  15th  of  the  previous  month  and  the  15th  of  the  current  month.  (The  additional 
delays  in  transferring  funds  on  mortgages  purchased  in  February  were  due  to  a 
backlog  in  work  which  had  developed.) 
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(a)  Mr.  Katz  stated  that  in  the  future,  mortgagors'  escrow  funds  on  hand  and 
any  installment  payments  made  after  the  date  of  submission  f prior  to  purchase) 
will  be  transferred  to  the  FN  MA  Custodial  Account  within  a  week  after  receiving 
payment  from  FNMA  for  the  purchase. 

4.   HAZARD  INSURANCE   POLICIKS   NOT  HANDLED  PROPKRLY   (SEC.   120^ 
SERVICERS    GUIDE) 

We  found  the  following  deficiencies  in  hazard  insurance  policies: 
(i)  For  the  following  eight  mortgages,  the  insurance  coverage  is  materially  in 
excess  of  the  unpaid  principal  balance  of  the  mortgages: 


FNMA  No. 

Unpaid  balance, 
Feb.  25, 1970 

Amotjnt  of 
insurance 

Excessive 
coverage 

31-239903... 

$19,288.41 

$35,  000 
57,  500 
38,  500 
35,  000 
40,  000 
30, 000 
40,  000 
61,000 

$15,711.59 

31-240837 .._ 

31-61022. 

20,823.00 

8,838.12 

36, 677.  00 
29,661.88 

31-243718    . 

17  042.63 

17,957.37 

31-283452 

17  887  08 

22,112.92: 

31-511391.... 

31-241430.. 

31-249707 

15,235.07 

20,460.86 

17,830.06 

14,764.93 
19,  539. 14 
43, 169.  94 

(ii)  Three  FNMA  policies  did  not  name  FNMA  as  the  mortgagee.  Of  these 
policies,  one  shows  the  Servicer  as  mortgagee  and  two  show  no  mortgagee.  Nine 
GNMA  policies  did  not  name  GNMA  as  the  mortgagee.  Of  these  policies,  four 
show  the  Servicer  as  mortgagee,  four  show  FNMA,  and  one  shows  "United 
Institutional  Service  of  Government  National  Insurance  Corp." 

These  matters  were  included  in  a  finding  in  our  previous  audit. 

The  deficiency  shown  in  item  (ii)  above  resulted  from  inadequate  review  of 
hazard  insurance  policies  and  lack  of  procedures  to  obtain  endorsements  where 
necessary. 

(a)  In  regard  to  item  (i),  Mr.  Katz  stated  that  if  it  is  determined  that  materially 
excessive  insurance  coverage  is  necessarj',  the  mortgagor's  approval  will  be 
obtained  in  writing  and  placed  in  the  files. 

Concerning  item  (ii),  Mr.  Katz  stated  that  all  FNMA  and  GNMA  insurance 
policies  will  be  reviewed  and  action  taken  in  cases  where  the  mortgagee  clause  is 
incorrect. 

5.    MORTGAGORS    ERRONEOUSLY    CHARGED    WITH    INSURANCE    DISBURSEMENTS 
(SEC.    120    SERVICERS    GUIDE) 

The  following  disbursements  which  are  charged  to  the  mortgagors'  deposit 
accounts,  are  coded  as  hazard  insurance  expense: 

Insurance  disbursements  Premiums  on  policies  in 

insurance  files 


Policy  Effective 

Loan  No.                                                            Date  Amount             amount                  date            Premium 

31-253076 May  16,1969  $120.00  

June    6,1969  64.00            $22,000    May     3,1969                     $64' 

31-266231 Mar.  17,1969  22.00 

May  16,1969  136.00 '. 

Sept.  17, 1969  54.00              15,000    Oct.   14,1969                       54 

Oct.     9,1969  88.00             30,000    June  30,1969                     88 

Oct.   30,1969  75.00  

31-295643 Sept.29,1969  41.00      20,000  Feb.  27,1969         41 

Sept.19,1969       43.75  

Feb.  19, 1970  118.00      35,000  Feb.  27, 1970         118 

31-240051 Jan.  7,1970  77.00      18,500  Sept.  10, 1969         77' 

Sept.26, 1969  111.00 

31-248110 May  16, 1969  75.00             22,500    Mar.  24,1969                     75' 

May  22,1969  75.00 

July     9,1969  171.28 

do 63.68 

Feb.  10,1970  198.00 
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As  indicated,  for  10  of  the  17  disbursements,  we  were  unable  to  locate  premium 
notices  t)r  insurance  policies  in  support  of  the  disbursements. 

This  matter  is  similar  to  a  finding  in  our  previous  audit. 

(a)  Mr.  Katz  stated  that  the  Servicer  would  follow-up  the  above  unsupported 
disbursements  and  advise  FNMA  of  the  disposition  of  each  item. 

6.    IMPROPER    HANDLING    OF    INSURANCE    LOSS    DRAFTS    (SEC.    121    SERVICERS  GUIDE) 

We  reviewed  the  Servicer's  handling  of  7  insurance  loss  settlements,  in  amounts 
ranging  from  $4,304.36  to  $12,248.41  and  found  the  following  deficiencies. 

(i)  For  three  of  the  losses  (31-284332,  31-2.'>8171,  and  31-.507892),  the  Servicer 
did  not  prepare  and  forward  to  FNMA  a  Form  176  (Report  of  Hazard  Insurance 
Loss),  or  any  other  notification  of  the  loss  or  recommendation  concerning  dispo- 
sition of  the  loss  proceeds. 

(ii)  In  five  cases,  the  Servicer  did  not  show  the  collection  or  disbursement  of  the 
insurance  loss  proceeds  in  Column  5  of  the  FNMA  Form  179  (Report  of  FNMA 
Custodial  Account).  These  transactions  were  reported  in  Column  1  (Deposits  for 
Insurance,  Taxes,  etc.) 

These  matters  were  included  in  a  finding  in  our  previous  audit. 

(a)  Mr.  Katz  stated  that  the  Servicer  would  submit  Forms  176  to  the  Regional 
Office  for  the  listed  cases  and  for  all  future  cases  involving  insurance  loss  drafts 
of  over  $1,000.00.  He  also  stated  that  all  insurance  loss  draft  transactions  in  the 
future,  would  be  shown  in  Column  5  of  Form  179. 

7.    DELAYS    IN    APPLYING    INSTALLMENTS       (SEC.    209    SERVICERS    GUIDE) 

In  five  cases  where  unapplied  funds  sufficient  to  pay  at  least  one  full  installment 
were  received  from  36  to  76  davs  earlier,  such  funds  had  not  been  applied  at  the 
date  of  our  visit  (3/2.o/70). 

The  Servicer's  procedures  do  not  provide  for  the  prompt  re-application  of  funds 
previously  credited  to  the  mortgagors'  accounts  as  unapplied  items,  when  such 
funds  are  sufficient  to  make  a  full  installment.  This  deficienc.y  also  results  in  delays 
in  transmitting  these  funds  to  FNMA. 

(a)  Mr.  Katz  stated  that  in  the  five  cases  above,  the  funds  would  be  immedi- 
ately applied  as  installments,  to  the  extent  possible,  and  that  in  the  future,  when 
unapplied  funds  sufficient  to  make  a  full  installment  have  been  received,  the  funds 
will  be  reapplied  immediately  and  remitted  to  FNMA. 

Deficiencies  on  Which  Corrective  Action  Was  Not  Arranged 

8.  checks  on  fnma  and  gnma  custodial  accounts  not  drawn  in  date  sequence 
and  transaction  dates  incorrect  (sec.  202  servicers  guide) 

For  the  reporting  month  ended  2/25/70,  there  were  approximately  335  checks 
(prenumbered)  drawn  on  the  FNMA  Custodial  Account  and  65  checks  drawn  on 
the  GNMA  Custodial  Account  that  were  not  in  date  order  sequence.  These  dis- 
crepancies occurred  on  various  dates.  Also,  the  Servicer's  procedures  provide  that 
mortgage  history  runs  show  posting  dates  for  disbursements,  rather  than  actual 
dates  of  disbursements. 

For  disbursements  processed  by  Financial  Services,  Inc.  (service  bureau),  dis- 
bursements are  charged  to  the  mortgagor's  deposit  account  on  the  date  of  process- 
ing, but  checks  may  not  be  drawn  and  dated  until  1  to  5  business  days  later.  In 
cases  where  disbursements  are  processed  by  the  Servicer,  checks  are  di-awn  and 
dated  on  the. date  of  processing,  but  charges  against  the  mortgagor's  account  are 
dated  1  to  3  business  days  later,  when  they  are  posted  by  the  service  bureau.  As 
of  February  25,  1970,  checks  totalling  $4,690.30  had  been  disbursed  from  the 
FNMA  Custodial  Account,  but  the  transactions  had  not  been  posted  to  the  in- 
dividual mortgagors'  accounts  involved.  (See  Finding  No.  1). 

The  Servicer's  procedures  for  drawing  checks  out  of  date  sequence  and  the  use 
of  i)osting  dates  instead  of  actual  disbursement  dates  presented  problems  in  the 
review  of  disbursements. 

This  matter  was  the  subject  of  a  finding  in  our  previous  audit. 

(a)  Mr.  Katz  agi-eed  to  review  the  above  matters  in  order  to  effect  procedural 
changes  which  would  provide  for  drawing  checks  in  date  sequence,  and  show  on 
the  mortgage  history  runs  the  actual  disbursement  dates,  instead  of  i)ostiug  dates. 
However,  we  were  not  assured  that  the  necessary  corrections  could  be  made. 
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9.  HAZARD    INSURANCE  POLICIKS  OR  BINDKRS  NOT  IN  THE  PILES  (SEC.  120  SERVICERS 

GUIDE) 

For  insurance  ordered  through  the  New  York  Property  Insurance  Underwriting 
Association  (properties  in  "high  risk"  areas),  the  Servicer  does  not  follow-up  to 
■obtain  a  policy  or  binder  within  a  reasonable  time  after  the  disbursement  of  funds. 
In  at  least  four  cases,  no  policy  or  binder  had  been  received  at  the  date  of  our  re- 
view (4/1/70),  although  disbursements  had  been  made  77  to  299  days  earlier. 

(a)  Although  Mr.  Katz  stated  that  he  would  look  into  this  matter,  he  did  not 
assure  us  that  the  Servicer  would  follow-up  in  the  future  (after  a  reasonable  time) 
regarding  the  obtainment  of  hazard  iiisurance  jiolicies  or  binders  on  properties  in- 
sured tlii-ough  the  New  York  Property  Insurance  Underwriting  Association. 

Exhibit  B 
Deficiencies  Which  the  Servicer  Agreed  To  Correct 

10.  failure  to  handle  correctly  partial  payments  received  on  section  235 

mortgage 

The  Servicer  serviced  one  Section  23.5  mortgage  (loan  31-.52.5403-KU)  for 
FNMA  at  the  date  of  our  visit,  but  has  not  been  promptly  depositing  the  FH.\ 
portion  of  the  installment  which  is  received  first  each  month.  Instead,  the  Servicer 
holds  the  check  for  this  portion  until  the  remaining  portion  is  received  from  the 
mortgagor,  at  which  time  the  full  amount  of  the  installment  is  deposited. 

(a)  Mr.  Edwin  Katz,  Chtirman  of  the  Board,  stated  that  in  the  future,  the 
Servicer  would  deposit  the  first  payment  received  each  month  on  i  Section  235 
mortgage  promptly  to  a  custodial  account. 

11.    INCORRECT    CERTIFICATE    REGARDING    STOCK    OWNERSHIP 

The  Servicer,  thi-ough  clerical  error,  failed  to  include  the  unpaid  principal 
balances  of  "KJ"  mortgages  with  500,000  series  loan  numbers  ($85,632.92)  in 
the  Certificate  of  Stock  Ownership  submitted  to  the  Regional  Office  for  the 
Quarter  ended  12/31/69. 

(a)  Mr.  Katz  stated  that  in  the  future,  the  Servicer  would  take  greater  care 
in  the  preparation  of  certificates  regarding  the  unpaid  principal  of  mortgages 
requiring  stock  ownership,  to  assure  that  all  applicable  mortgages  have  been 
included. 

12.    SIGNED  DUPLICATES  OF  MORTGAGES  AND  MORTGAGE  BONDS  IN  SERVICER'S  FILES 

The  Servicer's  files  contained  signed  copies  of  at  least  four  mortgages  and  nine 
mortgage  bonds  for  FNMA  mortgages. 

(a)  Mr.  Katz  stated  that  the  Servicer  would  review  the  files  and  stamp  "copy', 
on  all  signed  copies  of  Mortgages  and  Mortgage  Bonds  for  the  FNMA  mortgages' 

13.    PAYOFFS    NOT    PROPERLY    HANDLED    (SEC.    209-D    SERVICERS    GUIDE) 

For  two  of  the  four  payoffs  reviewed,  we  found  that — 

(i)  In  one  case  (loan  31-69399-X),  the  mortgage  documents  had  not  been 
forwarded  to  the  mortgagor  as  of  the  date  of  our  visit  (4/1/70),  although  FNMA 
had  sent  the  documents  to  the  Servicer  33  da3^s  earlier. 

(ii)  For  loan  3 1-508978- AM,  there  was  no  transmittal  letter  in  the  file  to 
indicate  the  date  the  mortgage  documents  ware  returned  to  the  mortgagor  or  his 
attorney.  (We  were  informed  that  the  documents  were  hand  delivered). 

(a)  Mr.  Katz  stated  that  regarding  future  payoffs,  the  Servicer  would  (i)  return 
mortgage  documents  within  a  week  after  the  documents  are  received  from  FNMA, 
or  the  FHA  Notice  of  Audit  is  received,  whichever  is  later;  and  (ii)  retain  trans- 
mittal letters,  or  receipts  (if  hand-delivered)  to  indicate  the  return  of  mortgage 
documents  to  mortgagors  or  attorneys. 

14.    TAX    RECEIPTS    NOT    AVAILABLE    (SEC.    119    SERVICERS    GUIDE) 

Of  33  tax  disbursements,  the  Servicer  could  not  locate  tax  bills  for  20  mortgages. 
From  our  examination  we  determined  that  the  taxes  had  been  paid  but  apparently 
misfiled. 

(a)  Mr.  Katz  stated  that  steps  would  be  taken  to  locate  the  missing  tax  receipts 
and  that  all  tax  receipts  would  be  filed  in  an  orderly  manner  in  the  future. 
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Matters  Referred  to  Us  by  Regional  Office  Personnel 

The  Controller's  Division  requested  that  we  discuss  with  the  Servicer,  the  need 
to — (i)  show  the  effective  date  on  FNMA  Form  53  (Collection  Report)  for  all 
payoffs;  (ii)  blance  FNMA  Form  256  (Monthly  Reconciliation  of  Fixed  Install- 
ments) each  month;  (iii)  show  the  correct  status  of  delinquent  mortgages  on  the 
monthly  reports  to  FNMA;  (iv)  prove  interest  (verify  allocation)  before  suljmis- 
sion  of  monthly  reports;  and  (v)  show  all  mortgages  purchased  up  to  approximately 
the  20th  of  the  month  in  monthend  reports. 

(a)  Mr.  Edwin  Katz,  Chairman  of  the  Board,  stated  that  the  Servicer  had 
already  taken  corrective  action  regarding  items  (i),  (ii),  (iii)  and  (iv).  Item  (v) 
is  included  in  Finding  No.  3. 

The  Administrative  Services  Section  requested  that  we  discuss  with  the  Servicer, 
the  need  to  show  the  FNMA  loan  number  in  the  upper  right  hand  corner  for 
identification  purposes  when  submitting  the  original  of  the  mortgage  document 
and/or  assignment  to  FNMA  subsequent  to  the  purchase  of  the  mortgage. 

(a)  Mr.  Katz  stated  that  the  Servicer  would  show  the  FNMA  loan  number  as 
requested  when  submitting  the  original  of  the  mortgage  document  and/or  assign- 
ment subsequent  to  the  purchase  of  the  mortgage. 

The  Legal  Division  requested  that  we  discuss  with  the  Servicer,  the  difficulties 
of  new  Field  Counsel  in  attempting  to  determine  whether  there  were  judgments 
against  mortgagors  in  foreclosure  with  common  names  (e.g.,  Smith).  (Field  Counsel 
apparently  feels  that  this  problem  is  due  in  part  to  the  low  quality  of  the  credit 
and  security). 

(a)  Mr.  Katz  stated  that  the  above  problem  was  not  due  entirely  to  the  low 
quality  of  the  credit  and  securitj^  and  that  Field  Counsel  should,  if  possible,  use 
the  same  title  company  that  handled  the  mortgage  at  inception.  This  company 
should  have  an  affidavit  on  file  regarding  any  liens  or  judgments  against  the  mort- 
gagor at  that  time. 

Servicer's  Handling  of  Delinquencies 

A  delinquency  report  on  the  Servicer's  total  portfolio  was  not  available.  The 
Servicer's  overall  delinquency  ratio  at  February  25,  1970  was  10.8%  on  a  portfolio 
of  9,430  mortgages  as  compared  to  9.3%  for  FNMA  and  GNMA  mortgages. 

Mr.  Michael  J.  Kelly,  Assistant  Servicing  Manager,  states  that  the  delinuqency 
procedures  for  other  investors  differ  from  those  used  for  FNMA  and  GNMA,  as 
follows : 

For  FNMA  and  GNMA,  personal  contacts  begin  on  the  17th  of  the  first  month 
of  delinquency.  For  other  investors,  such  contacts  are  not  made  until  after  the  first 
month  of  delinquency. 

Mr.  Kelly  stated  that  in  an  effort  to  curb  its  high  delinquency  ratio,  the  Servicer 
has  recently  been  referring  delinquency  cases  to  the  broker  who  originated  the 
mortgage,  for  personal  contact  during  the  second  month  of  delinquency.  Also, 
such  cases  are  referred  to  the  originating  broker  during  the  first  month  of  delin- 
quency, where  the  Servicer's  personnel  cannot  make  personal  contact. 


United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  August  27,  1970. 
Re  FNMA  Audit  Finding  #8  "checks  .  .  .  not  drawn  in  date  sequence.  .  .  ." 
Federal  National  Mortgage  Association, 
211  S.  Broad  Street,  Philadelphia,  Pa. 
(Attention  Mr.  John  F.  Conway,  Loan  Representative). 

Gentlemen:  We  are  pleased  to  inform  you  that  as  of  today,  a  new  system  of 
dating  checks  and  transactions  is  in  effect. 

The  major  change  in  our  procedure  is  to  post-date  our  data  processing  coding 
sheets,  i.e.  when  they  are  returned  to  us,  the  transaction  date  is  still  current  and 
those  checks  listed  as  disbursed  for  various  mortgagor  accounts,  will,  in  fact,  be 
disbursed  on  the  dates  indicated. 

Just  for  the  record,  we  are  enclosing  a  flow-chart  of  the  new  system. 
If  there  are  any  questions,  we  shall  be  more  than  pleased  to  answer  them. 
Cordially  yours, 

David  A.  Weinberg, 

Systems  Analyst, 
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July  23,  1970. 
Re  FNMA  Audit. 
Mr.  Edwin  Katz, 
'Chairman  of  the  Board, 
United  Institutional  Servicing  Corp., 
New  York,  N.Y. 

Dkau  Mr.  Katz:  On  June  19,  1970,  w(>  wrote  a  letter  to  you  stating  that  audit 
findings  #1  through  #7,  inclusive  and  #9  arc  considered  as  being  satisfied.  We 
requested  further  information  regarding  finding  #8. 

Your  letter  dated  June  .5,  1970,  states,  in  part,  that  you  have  hired  a  procedure 
analyst  firm  and  that  one  of  their  first  assignments  would  be  to  adopt  a  sj-stem 
which  would  satisfactorily  clear  our  audit  finding  #8. 

To  date,  we  have  not  been  informed  of  this  proposal  and  we  wish  to  request  that 
you  direct  your  immediate  attention  to  this  matter. 
Sincerely  yours, 

John  F.  Conway, 

Loan  Representative. 

Junk  19,  1970. 
Re  FNMA  Audit. 
^Ir.  Edwin  Katz, 

'Chairman  of  the  Board, 

'United  Institutional  Servicing  Corp., 

New  York,  N.Y'. 

Dear  Mr.  Katz:  We  have  completed  our  analysis  of  your  reply  dated  June  5, 
•1970,  of  our  audit,  and  wish  to  advise  you  that  findings  #1  through  #7,  inclusive 
:and  #9  are  considered  satisfied.  In  reference  to  finding  #S,  kindly  advise  this  office 
as  to  what  procedures  which  j'ou  propose  to  satisfy  our  finding.  FNMA  Form 
=#17(5,  Report  of  Hazard  Insurance  Loss,  should  be  prej^ared  when  the  insurance 
loss  drafts  have  been  received  and  deposited  to  the  FNMA  Custodial  Account. 

The  correctional  procedures  which  you  have  outlined  should  result  in  a  more 
satisfactory  level  of  performance  regarding  your  selling  and  servicing  operations. 
Sincerely  yours, 

John  F.   Conway, 

Loan  Representative. 

June  16,  1970. 
(Attention  McCarron,  Asst.  Regional  Vice  President). 
Iv.  A.  Duncan,  Regional  Vice  President,  FNMA 

In  a  letter  dated  June  5,  1970  concerning  the  subject  audit,  the  Servicer  com- 
inented  on  Finding  No.  6 — Improper  Handling  of  Insurance  Loss  Drafts,  as 
follows : 

"It  was  the  writers  understanding,  when  talking  to  3'our  examiner  (auditor) 
that  you  required  Form  176  when  we  learned  of  a  fi.re.  Mr.  Troglio  of  our  Insurance 
Department  states  that  you  do  not  wish  this  form  until  such  time  as  the  fire  loss 
draft  is  received  and  definite  instructions  can  be  made.  We  will  appreicate  your 
instructions  with  reference  to  this  matter." 

As  discussed  with  the  Servicer  and  indicated  in  our  report,  we  requested  the 
Servicer  to  forward  Form  176  (Report  of  Hazard  Insurance  Loss)  to  FNMA 
•when  insurance  loss  drafts  have  been  received  and  deposited  to  the  FNMA 
Custodial  Account. 

We  suggest  that  you  clarifj-  this  matter  with  the  Servicer. 

Arthur  W.  Millkr, 

Regional  Director. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  June  5,  1970. 
Re  FNMA  Audit. 
Mr.  K.  A.  Duncan, 
Regional  Vice  President, 
Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Duncam:  In  reply  to  your  letter  of  May  14,  1970,  we  beg  to  advise 
as  follows:  As  to  Finding  #1 — Set  forth  below  is  the  new  reconciliation  prepared 
by  Mr.  Fisher.  Mr.  Fisher  advises  that  in  the  future  reconciliations  will  be  in 
the  form  requested  by  GNMA  and  FNMA  and  will  not  be  backed  into  as  was 
the  report  of  February. 
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Finding  No.  1: 

Unreconcileddifference— Per  FN  MA  Audit  Letter  dated     GNMA       FNMA 

5/14/70  Exhibit  A— Page  2 ($641.  86)     $27.  72 

This  difference  was  due  to  the  following:  = — 

Disbursements  made  prior  to  25th  of  montli  but  not  posted: 

Dated  Check  No.  Loan  No.  Amount 

Feb.  4,   1970 , 2039  71452  .  $350.00 

Do ....2040 71452  .  21.55 

Feb.  12,1970 2081  65901     ..     .      45.10 

Feb.  18,1970 2082 64497    .  105.00 

Feb.  20,1970 7A  63627  97.00 

Incorrect  adjustment  made  to  mortgagor's  account  (Account  credited  that  should 
have  been  debited). 

Loan  No: 

6.5900 9.  56 

71545 9.  70 

Disbursement  for  prior  period 2.  95  (A) 

Excess  T  &  I  Funds .$27.  72(A) 

Total $641.86       27.72 

Items  marked  (A)  are  adjustments  required  to  be  made  so  that  T  &  I  Funds 
will  agree  with  Escrow  Trial  Balance.  These  accounts  are  nf)W  in  balance. 

As  to  Finding  No.  2 — This  company  will  arrange  to  forward  FNMA  funds 
within  2  to  3  days  after  receipt  of  same.  Due  to  the  fact  that  we  use  a  service 
bureau  it  would  be  very  difficult  for  us  to  forward  funds  within  24  hours.  We 
believe  that  we  can  do  it  within  2  days  but  ask  for  an  allowance  of  3  days.  Our 
Servicing  Head  has  been  instructed  to  have  the  date  recorded  as  the  date  received 
instead  of  the  date  processed  by  the  IBM  Bureau. 

On  all  new  purchases  by  FNMA  hereafter  all  escrow  funds  and  paj'ments  are 
being  transferred  to  the  FNMA  Custodial  Account  promptly. 

As  to  Finding  No.  4 — Hazard  hisnrance  policies  noi  handled  jiroperly:  Loan 
64022 — Amount  of  Insurance  has  been  reduced  to  $13,500.00  and  Loan  240837 — 
Amount  of  Insurance  has  been  reduced  to  $34,000.00. 

We  have  written  to  the  home-owners  on  the  remaining  cases  advising  them  of 
their  coverage  and  asking  that  they  instruct  us  whether  they  are  desirous  of 
continuing  as  to  what  appears  to  be  excessive  coverage.  We  have  found  in  some 
of  our  files  losses  that  the  insurance  companies  are  taking  the  replacement  value 
of  the  property  as  the  value,  and  fixing  the  cost  of  replacement  as  approximately 
double  the  amount  of  the  mortgage.  Therefore,  when  a  home-owner  forwards 
to  us  a  policy  for  the  larger  amount,  we  accept  same.  In  the  future,  however, 
we  will  specifically  call  it  to  his  attention. 

As  to  the  p(>licies  which  do  not  have  the  name  of  FNMA  or  GNMA,  as  mort- 
gagee, some  requests  had  been  made  but  have  not  been  received.  In  any  event, 
all  policies  are  being  checked  as  to  the  names  of  mortgagor  and  mortgagee. 

The  Insurance  Department  has  shown  great  improvement  and  we  feel  it  is 
properly  staffed  and  problems  of  this  sort  are  unlikely  to  occur  in  the  future. 

As  to  Finding  No.  5 — Mortgagors  erroneouslij  charged  with  insurance  Disburse- 
ments: Loan  253076— Pavment  of  5/16/69  of  $120.00.  A  binder  has  been  cancelled 
and  the  $120.00  refimd  should  be  forthcoming:  Loan  266231— Item  of  $317.69 
represented  an  earned  premium  on  a  cancelled  policv.  Item  dated  5/16/69  of 
$136.00  covers  policy  in  effect.  Item  9/17/69  covers  po'licy  in  effect.  10/9/69  and 
10/30/69,  policies  returned  for  cancellation  and  refunds  will  be  received;  Loan 
295643 — 9/19/69  the  amount  of  $43.75  represents  an  earned  premium,  on  policy 
cancelled  in  Great  Southwestern.  This  was  excess  line  policy  which  was  required 
to  protect  property  until  the  New  York  Property  Underwriters  issued  its  policy 
of  $35,000;  Loan  240051 — Policy  of  9/26/69  was  ordered  by  us  an  premium  paid. 
Subsequent  thereto,  owner  brought  in  his  policy  and  requested  that  we  pay  same. 
We,  therefore,  cancelled  policy  on  9/26/69  and  requested  refund;  and  Loan 
248110 — Payment  of  5/16/69  and  5/22/69  are  duplicat(>  payments  and  a  refund  on 
one  will  be  forthcoming  from  Fifth  Avenue  Agency.  Policies  of  7/9/69  was  an 
excess  line  coverage  and  was  cancelled  when  the  policy  of  2/10/70  was  received 
from  the  New  York  Property  Underwriters.  These  are  earned  premiums  and  we 
are  unable  to  obtain  refunds.  As  you  are  undoubtedly  aware,  the  excess  lines  bear 
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cxtreiiu'ly  high  i)reminms  and  arc  froquontly  further  loaded  when  cortain  condi- 
tions exist  in  the  properties.  As  to  2/10/70,  $198.00  preniiiini  covers  policy  FP 
3830922  in  the  Reliance  Insurance  C()nii)any  in  the  sum  of  $2.j,000.00  which 
replaced  the  duplicate  policies  of  r)/U)/f)9  and  5/22/69. 

As  to  Finding  No.  6 — Improper  hnndling  of  insurance  loss  drafts:  Loan  284332— 
Check  has  been  deposited  and  form  17()  will  be  forwarded  to  j'ou  on  Monday; 
We  have  received  the  fire  loss  draft  but  the  original  seller  is  interested  in  restoring 
the  property.  He  is  to  submit  a  contract  to  us  very  shortly  for  the  restoration  of 
the  building  and  will  agree  to  bring  the  loan  current  when  the  work  has  been 
completed  and  approved  by  the  FHA.  Of  cour.se,  no  monies  will  b(^  released  until 
this  is  done.  If  we  are  not  in  receipt  of  the  contract  by  6/12/70,  it  is  our  intention 
to  recommend  foreclosure;  and  Loan  .507892 — Form  176  was  sent  4/1/70.  As  to 
incorrect  use  of  columns  in  Form  179,  this  matter  has  been  called  to  the  attention 
of  the  Accounting  Department  and  will  be  corrected  in  all  future  cases.  It  was 
the  writers  understanding,  when  talking  to  your  examiner,  that  you  required 
from  176  when  we  learned  of  a  lire.  Mr.  Troglio  of  our  Insurance  Dejjartment 
states  that  you  do  not  wish  this  form  until  such  time  as  the  lire  loss  draft  is 
received  and  definite  recommendations  can  be  made.  We  will  appreciate  your 
instructions  with  reference  to  this  matter. 

As  to  Finding  No.  7 — The  .servicer  has  been  informed  by  the  servicing  depart- 
ment that  where  unapj^lied  funds  are  sufficient  to  pay  the  installment  they  will 
be  transferred  promptly.  Unapplied  funds  in  accounts  will  be  analyzed  to  insure 
proper  transfer. 

As  .to  Finding  No.  8 — This  item  causes  us  a  considerable  problem  due  to  the 
fact  that  the  service  bureau  posts  as  of  a  particular  date  and  by  the  time  the 
disbursements  are  received  by  us  and  analyzed,  there  may  have  been  a  require- 
ment for  a  check  on  an  insurance  matter  or  disbursements  to  FNMA  which  will 
Ije  of  a  later  date  than  for  an  earlier  check  number.  We  have  hired  a  Procedure 
Analyst  from  Peat,  Marwick,  Mitchell  and  Co.  and  when  he  reports  the  later 
part  of  this  month,  his  first  task  will  be  to  install  a  system  to  cope  with  this  jirob- 
lem. 

As  to  Finding  No.  9 — We  have  provided  a  follow  up  for  the  insurance  binders 
and  policies  ordered  through  the  New  York  Property  Insurance  Underwriting 
Association  and  we  believe  that  this  jjroblem  is  near  Sf)lution. 

Thank  you  for  calling  these  matters  to  our  attention. 
Yours  very  truly, 

Edwin  Katz, 
Chairman  of  the  Board. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  May  20,  1970. 
]\Ir.  K.  A.  Duncan, 

Regional  Vice  President,  Federal  National  Mortgage  Association,  Philadelphia,  Pa. 
Dear  Mr.  Duncan:  We  have  your  letter  of  May  14,  1970  regarding  the  above 
audit. 

I  have  asked  the  persons  responsible  for  each  of  the  respective  items  to  analyse 
the  report  and  to  advise  me  so  that  I  may  be  able  to  advise  you  of  the  corrections 
of  the  deficiencies  and  assure  you  they  will  not  occur  again  in  the  future. 
As  soon  as  I  have  the  required  details,  I  shall  be  in  touch  with  you. 
Cordially  yours, 

Edwin  Katz, 
Chairman  of  the  Board. 
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U.S.   Government  Memorandum 

November  7,  1968. 
To:  Keegan,  Agency  Manager — GNMA — Philadelphia 
From:  Miller,  Agency  Director— Examination  &  Audit — Philadelphia 
Subject:  Audit  of  Servicer,  United  Institutional  Servicing  Corporation,  New  York, 
N.Y. 

We  have  examined  the  records  maintained  by  this  Servicer  on  FNMA  and 
GNMA  mortgages,  and  reviewed  its  procedures  for  servicing  these  mortgages. 
The  audit  began  on  October  10  and  ended  on  October  29,  1968. 

At  August  2.5,  1968,  the  effective  date  of  our  audit,  the  Servicer  was  servicing 
1,323  FNMA  mortgages  and  507  GNMA  mortgages  for  the  Philadelphia  Agency, 
and  3,744  for  other  investors. 

The  Servicer  began  servicing  for  FNMA  in  April  1967  when  servicing  was 
transferred  from  U.  I.  &  I.  Funding  Corporation,  an  affiliated  company,  who  was 
last  audited  February  25,  1966.  The  Servicer  has  not  been  previously  audited. 

Nine  findings  are  shown  on  Exhibit  A.  These  findings  were  discussed  with  Mr. 
Edwin  Katz,  Chairman  of  the  Board  and  Mr.  Richard  Levine,  Asst.  Treasurer 
and  Servicing  Manager,  who  agreed  to  correct  the  deficiencies  shown  by  Findings 
1  through  7  but  we  were  unable  to  obtain  an  agreement  for  clearance  of  Findings 
8  and  9. 

Finding  No.  1  is  serious  in  our  opinion,  because  it  concerns  inaccurate  certifi- 
cations at  the  time  of  submission  of  2  mf)rtgages  to  FNMA. 

Findings  2  through  7  and  Finding  No.  9  are  also  serious,  in  our  opinion,  because 
they  show  material  deficiencies  in  the  Servicer's  records  or  procedures.  We  suggest 
that  the  Servicer  be  required  to  describe  in  detail  the  steps  it  will  take  to  correct 
the  deficiencies  shown  in  Findings  2  through  7. 

Finding  No.  8  concerns  the  .$1,000.00  deductible  clause  in  the  Servicer's 
fidelity  bond.  We  recommend  that  when  the  Servicer's  letter  is  received,  request- 
ing permission  to  retain  the  .$1,000.00  deductible  clause,  the  request  be  referred 
to  the  Washington  Office  for  a  specific  waiver. 

Finding  No.  9  concerns  the  Servicer's  drawing  of  FNMA  and  GNMA  Custodial 
Account  checks  out  of  date  sequence  and  its  use  of  posting  dates  for  disbursements, 
on  the  mortgage  history  runs  (ledger  cards),  instead  of  the  date  the  funds  were 
actually  disbursed. 

The  Servicer  agreed  to  study  these  maters  but  we  were  not  assured  that  it  will 
be  able  to  make  the  necessary  changes  to  clear  this  finding.  We  suggest  that  the 
Servicer  be  instructed  to  advise  the  Agency  of  the  progress  made  in  clearing  these 
deficiencies. 

Because  of  the  number  of  serious  findings,  we  have  classified  the  Servicer's 
records  and  procedures  as  inadequate  to  assure  compliance  with  FNMA  require- 
ments. 

Exliibit  B  contains  4  findings  which  we  did  not  consider  serious.  These  were 
discussed  with  the  Servicer's  officials  who  have  agreed  to  take  the  appropriate 
action.  No  further  action  is  necessary.  We  beUeve  it  would  be  desirable  to  send  the 
Servicer  a  copy  of  Exhibit  B. 

Certain  details,  which  we  consider  an  integral  part  of  evaluation  of  the  impor- 
tance of  the  inaccurate  certifications  by  the  Seller/Servicer,  are  shown  on  Exhii)it 
AA.  We  do  not  consider  these  details  appropriate  for  transmission  to  the  Seller/ 
Servicer. 

The  Appendix  to  tliis  report  contains  additional  information  and  comments 
concerning  the  Servicer's  activities. 

We  shall  appreciate  two  copies  of  your  letter  to  Mr.  Katz  confirming  the  agree- 
ments for  clearance  and  a  copy  of  the  Servicer's  reply. 

Arthur  W.  Miller. 

I  Exhibit  A — Government  National  Mortgage  Association,  Examination  and  Audit  Division, 

Field  Office,  Philadelphia] 

Deficiencies  Agreed  to  Clear 
I.  inaccurate    certifications   that    all   matured    mortgage    installments 

HAD   been   paid   BY  THE   MORTGAGORS 

(Sec.  617  Sellers  Guide) 

For  each  of  1h(>  following  two  mortgages  sold  to  FNMA  within  the  last  year,  the 
Seller/Servicer  had  not  received  the  latest  matured  installment  from  the  mortgagor 
at  the  time  the  mortgage  submission  was  received  by  FNMA. 
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(A)  31-291703KK  {Guy) 

The  mortgage  was  offered  to  FN  MA  on  11/22/67  and  the  offer  was  accepted 
11/27/67.  FNMA  subsequently  extended  the  expiration  date  of  the  Immediate 
Purchase  Contract  to  3/S/68. 

The  Mortgage  Submission  Vouclier  was  signed  by  the  Seller/Servicer  2/28/68, 
mailed  (postmarked)  2/29/6S,  and  received  by  FNMA  3/1/68.  On  this  voucher  the 
Seller/Servicer  certified  that  the  2/1/68  installment  was  paid.  FNMA  purchased 
the  mortgage  3/26/68  at  the  2/1/68  balance. 

However,  the  Seller/Servicer's  files  and  records  show  that  the  mortgagor  did  not 
pay  the  2/1/68  installment  and  has  not  paid  any  installments  since  that  date.  The 
mortgage  was  in  foreclosure  at  the  date  of  our  visit. 

{B)  S1-295224KK  (Orta) 

The  mortgage  was  offered  to  FNMA  on  1/16/68  and  the  offer  was  accepted 
1/18/68.  FNMA  subsequently  extended  the  expiration  date  of  the  Immediate 
Purcliase  Contract  to  4/30/68. 

The  Mortgage  Submission  Voucher  was  signed  by  the  Seller/Servicer  4/26/68 
and  it  was  received  by  FNMA  4/30/68.  On  this  voucher  the  Seller/Servicer 
certified  that  the  4/1/68  installment  was  paid.  FNMA  purchased  the  mortgage 
5/9/68  at  the  4/1/68  balance. 

The  Seller/Servicer's  files  and  records  show  that  the  3/1  and  4/1/68  installments, 
constituting  the  first  two  installments  due  under  the  terms  of  the  Mortgage 
Bond,  were  unpaid  at  the  time  the  mortgage  was  submitted  to  FNMA  for  purchase. 
The  records  also  show  that  on  4/18/68  the  Seller/Servicer  returned  to  the  mortgagor 
a  money  order  which  had  been  submitted  in  payment  of  the  3/1/68  installment,  and 
instructed  the  mortgagor  that  he  owed  the  3/1  and  4/1/68  installments  plus  late 
charges  of  $4.26  for  each  month. 

The  original  mortgagor  did  not  pa}^  any  installments  on  the  mortgage  but  on 
9/13/68  the  property  was  sold  to  Annette  Mackey  and  Enid  Williams,  subject 
to  the  existing  mortgage,  at  which  time  the  assumptors  paid  all  of  the  installments 
3/1/68  through  9/1/68  plus  FNMA  interest  on  advances  and  legal  fees  incurred 
by  FNMA  in  the  foreclosures  proceedings. 

Each  of  the  above  cases  was  reviewed  with  Mr.  Edwin  Katz,  Chairman  of  the 
Board.  The  SeUer/Servicer's  procedures  required  only  that  the  department 
submitting  the  mortgage  to  FNMA  contact  the  Cashier  Department  to  see  if 
the  current  month's  installment  had  been  received.  Mr.  Katz  said  that  the 
person  submitting  the  two  mortgages  had  apparently  been  informed  that  the 
checks  had  been  received  but  had  not  been  posted. 

(a)  Mr.  Katz  stated  that  under  the  Free  Market  System,  mortgage  ledger 
cards  are  sent  to  FNMA  with  the  mortgage  su'omission.  He  said  the  ledger  cards 
sent  to  FNMA  will  be  xerox  copies  of  the  Seller/Servicer's  posted  ledger  cards, 
and  instructions  have  been  issued  that  no  ledger  cards  are  to  be  posted,  other 
than  thnjugh  the  normal  processing  of  payments  received. 

Mr.  Katz  also  stated  that  the  Seller/Servicer  will  repurchase  the  above  two 
mortgages,  if  FNAM  requests  it. 

2.    TAX   PENALTIES   INCURRED   AND   CHARGED   TO   MORTG.AGORS   AND   TAXES   ERRONE- 
OUSLY  PAID    FROM   mortgagors'    FUNDS    (SEC.    119   SERVICERS   GUIDE) 

(i)  For  at  least  12  FHA  direct  mortgages  that  were  closed  b3^  the  Servicer  for 
GNMA,  the  Servicer  paid  the  real  estate  taxes  after  the  penalty  dates,  with 
the  result  that  tax  penalties  totaling  $211.55  were  incurred  and  charged  to  the 
related  mortgagors'  deposit  accounts.  The  accounts  involved  are  shown  on 
Exhibit  A-1. 

In  many  of  the  cases  referred  to  al)ove,  the  taxes  were  due  at  the  time  of  closing 
the  mortgage,  or  shortly  thereafter,  but  the  Servicer  took  no  action  to  pay  the 
taxes  until  9  to  22  months  after  closing. 

(ii)  For  Loan  #31-63460,  the  Servicer  disbursed  $267.24  from  the  mortgagor's 
deposit  account  on  8/7/68,  in  payment  of  the  2nd  half  1965-66  city  rsal  estate 
taxes.  This  is  an  FHA  direct  mortgage  that  was  closed  by  the  Servicer  for  GNMA 
on  11/30/66,  at  wliich  time  FHA  had  already  paid  tha  entire  1966-67  city  taxes. 

Inasmuch  as  the  2nd  half  of  1965-66  taxes  were  due  and  payable  in  April  1966, 
7  montlis  before  the  mortgagor  bought  the  property  from  FHA,  the  disbursement 
of  $267.24  was  not  the  mortgagor's  responsibility  and  should  not  have  been 
charged  to  his  deposit  account. 

83-703— 73— pt.  2a 46 
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(iii)  In  addition  to  the  tax  penalties  incurred  and  charged  to  mortgag'-rs  on 
FHA  direct  mortgages,  as  shown  in  (i)  above  and  on  Exhibit  A-1,  the  Servicer 
charged  the  following  two  mortgagors  (Secondary  Market  Mortgages)  tax 
penalties: 

Penalty         Dats  taxes  Amount  of 

date  paid  penalty 

FNMAIoan  No.: 

31-292652__ _.  Jan.  31, 1968    July     8,1968  $3.88 

31-281324. Oct.   31,1967  do 7.69 


(iv)  FNMA  Loan  #31-285647  was  closed  by  the  Seller/Servicer  on  10/31/67, 
at  which  time  the  1st  half  of  the  1967-68  city  taxes  had  presumably  been  paid. 
On  4/9/68  the  Servicer  paid  the  2nd  half  of  1967-68  city  taxes  in  the  amount  of 
$189.36.  However,  on  7/24/68  the  Servicer  disbursed  "$200.30  as  the  1st  half 
1967-68  city  taxes,  and  on  8/8/68  disbursed  $200.41  as  the  2nd  half  1967-68  city 
taxes.  Both  of  the  last  two  disbursements  were  charged  to  the  mortgagor.  The 
receipts  had  not  been  returned  to  the  Servicer  by  the  taxing  authority,  but  it 
appears  that  these  two  disbursements  were  for  the  same  taxing  period  covered 
by  previous  disbursements. 

Mr.  Katz  explained  that  the  delay  in  paying  taxes  on  FHA  direct  mortgages 
(Item  i  above)  apparently  arose  because  the  Servicer  is  accustomed  to  having 
current  taxes  handled  by  the  title  company  at  time  of  closing  the  mortgage. 
However,  the  FHA  direct  mortgages  are  closed  by  the  Servicer,  instead  of  a  title 
company,  and  no  provision  had  been  made  for  obtainment  and  payment  of  tax 
bills  due  at  time  of  closing. 

The  Servicer's  procedures  provided  for  charging  tax  penalties  to  mortgagors 
(Item  iii),  and  Mr.  Katz  stated  that  the  erroneous  disbursements  shown  in  item 
(iv)  would  have  been  discovered  at  the  time  of  the  annual  escrow  analysis  in 
May  1969. 

(a)  Mr.  Katz  stated  that  for  all  GNMA  and  FNMA  mortgages,  the  Service- 
will  review  all  tax  disbiu'sements  made  within  the  past  year  and  reimburse  the 
mortgagors'  escrow  accounts  for  penalties  charged  to  the  mortgagors,  including 
those  shown  in   (iii)  above  and  on  Exhibit  A-1. 

Mr.  Katz  also  stated  that  the  Servicer  will  establish  procedures  for  the  prompt 
obtainment  and  payment  of  current  tax  i)ills  on  FHA  direct  mortgages;  and  that 
for  both  GNMA  and  FNMA,  taxes  will  be  paid  prior  to  the  penalty  date,  or  in 
any  event,  the  penalties  will  not  be  charged  to  the  mortgagors. 

In  addition,  he  said  that  for  the  cases  shown  in  (ii)  and  (iv)  above,  the  Servicer 
will  deposit  its  own  funds  in  the  Custodial  Accounts  to  reimburse  the  related 
mortgagor's  account,  and  will  then  review  the  cases  and  follow-up  to  obtain 
refunds  for  credit  to  the  Servicer.  Any  other  similar  overpayments,  found  in  the 
review  of  taxes  paid  in  the  past  year,  will  also  be  refunded  to  the  mortgagors. 

3.    DEL.A.YS    IN    REVERSING    NSF    CHECKS    (SEC.    204    SERVICERS    GUIDE) 

Checks  returned  by  the  bank  because  of  insufficient  funds  were  not  made  good 
by  the  mortgagor  or  reversed  on  the  Servicer's  records  until  21  to  59  days  (average 
44)  after  the  checks  were  returned  by  the  bank  a  second  time.  The  mortgages 
involved  are  as  follows: 

Date  check  Date  check 

returned  by  made  good 

bank  second  or  entries               Elapsed 

time  reversed                   days 

Loan  No.; 

31-286271 May  31,1968    July   15,1968  45 

31-285899 - -.--  IVlay  24,1958 do 52 

31-274943 IVlay  17,1968 do. 59 

31-64017 _ _._ June  11,1968  do 34 

31-285945 May  24,1968    June  14,1968  21 

31-274394 .._. .._ May  22,1968    July   15,1968  54 

As  a  result  of  the  above  delaj's  in  reversing  NSF  checks,  the  related  mortgages 
were  not  reported  tf)  FNMA  as  being  delinquent,  or  were  reported  as  l)eing 
delinquent  for  less  installments  than  were  actuall}^  the  case. 


715 

For  Loan  No.  286271  shown  above,  the  NSF  check  covered  the  4/1  and  5/1/68 
instaUments,  and  at  6/25  and  6/1  installment  was  also  unpaid.  However,  the 
Report  of  Delinquent  Mortgages  (FNMA  Form  254)  at  6/25/68  showed  this 
mortgage  as  1  month  delinquent,  instead  of  3,  and  the  Notice  of  Default  and 
FNMA  Form  145  (Loan  Service  Report)  were  not  filed  until  7/25/68  when  the 
mortgage  was  reported  as  115  days  delinquent. 

The  Servicer's  procedures  jjrovide  for  holding  an  NSF  check,  that  is  not  made 
good  by  the  mortgagor,  for  a  period  of  30  to  60  daj's  before  the  entries  are  reversed 
on  the  ledger  card. 

(a)  Mr.  Katz  stated  that  procedures  will  be  established  so  that  tlie  Servicer  will 
reverse  NSF  checks  within  7  days  after  they  are  returned  by  the  bank  a  second 
time. 

2.    IN.VDKQUATK   CONTROL   OF   UISTiURSEMEN'i'S   (SICC.   204   SIORVICIORS   GUIDI-;) 

Tlie  Servicer's  present  procedures  provide  for  the  use  of  a  signature  plate  in 
the  signing  of  checks  drawn  on  the  FNMA  and  GNMA  Custodial  Accounts.  This 
plate,  which  bears  the  signature  of  Edwin  Katz,  Chairman  of  the  Board,  and 
Harold  Fisher,  Treasurer,  is  kept  in  a  locked  safe  at  night  but  during  the  day  it  is 
]3laced  in  the  check  signing  machine,  which  is  \ised  by  the  two  einployees  who  have 
access  to  and  prepare;  the  checks,  and  wlio  also  reconcile  the  monthly  bank 
.statements.  The  machine  is  not  located  in  the  immediate  area  occupied  b}'  either 
-of  the  officers  whose  name  appears  on  the  signature  plate. 

Prior  to  February  27,  1968,  the  Servicer  recjiiired  that  two  difF(>rent  oflficers 
manually  sign  each  check  drawn  on  the  FNM  Aci^ount.  At  about  that  time,  the 
check  signing  machine  Avas  jourchased  becavise  of  tin;  \'olume  of  checks  being 
drawn,  and  it  has  been  used  almost  exclusively  in  recent  months. 

(a)  We  discussed  this  matter  with  Mr.  Katz  and  Mr.  Fisher,  both  of  whom 
n greed  thnt  there  is  a  potential  danger  in  the  Servicer's  present  procedure  for 
signing  ch(>cks.  Mv.  Katz  stated  that  the  Servicer  wili  niiike  a  study  of  this  matter 
and  will  change  its  procedures,  in  order  to  establish  adequate^  internal  control  of 
disbursements. 

5.    IMPROPIOR    IIA.NDLING    OF    INSURANCE    LOSS    DRAFTS    (SEC.    121     SERVICERS     GUIDE) 

We  reviewed  the  Servicer's  handling  of  four  insurance  loss  settlements,  in 
amounts  of  $1,946.04,  $6,300.00,  $7,180.20  and  $10,230.9!  and  found  the  follow- 
ing deficiencies: 

(i)  For  two  of  the  losses  ($1,946.04  and  $(),300.00),  (,h(!  Servicer  did  not 
prepare  and  forward  to  FNMA  a  Form  176  (Report  of  Hazard  Insurance  Loss), 
or  anj'  other  notification  of  the  loss  or  recommendation  concerning  disposition 
of  the  loss  proceeds.  Also  for  these  two  cases,  the  SeM'vicer  did  not.  comi)lete  a 
FNMA  Form  177  (Lisurance  Loss  Settlement). 

(ii)  In  the  two  cases  where  FNMA  v/as  notified  of  (he  losses  (FNMA  Form 
176),  a  Form  177  was  not  prepared  or  sent  to  FNMA  luitil  lOi)  and  138  days 
after  the  loss  proceeds  were  disbursed  to  the  mortgagor  and/or  contractor.  In 
each  instance,  the  Form  177  was  prepared  as  the  residt  of  a  follov.'-up  letter 
from  FNMA. 

(iii)  For  three  cases,  the  insurance  loss  drafts  were  not  de])()sited  in  the 
FNMA  Custodial  Account  until  all  repairs  had  l)een  completed  and  the 
Servicer  was  readj-  to  release  the  loss  proceeds.  (Loss  drafts  were  received  50  to  103 
days  before  being  deposited.) 

(iv)  In  one  case,  the  loss  proceeds  ($6,300.00)  were  disbmsed  by  the  Servicer 
19  days  prior  to  obtainment  of  FHA's  written  approval.  (We  were  advised  that 
verbal  api^roval  Avas  received  from  FH.A.  prior  to  release  of  the  funds.) 

(v)  In  the  same  case,  the  loss  proceeds  of  $6,300.00  were  disbursed  to  the 
Insurance  Adjuster,  but  the  files  do  not  show  that  the  mortgagor  approved  the 
release  of  the  funds. 

(iv)  In  no  instance  did  the  Servicer  show  the  collection  or  disbursement 
of  the  insurance  loss  proceeds  in  Column  5  of  the  FNMA  Form  179  (Report  of 
FNMA  Custodial  Account).  These  ti'ansactions  were  reported  in  Column  1  (De- 
posits for  Insurance,   Taxes,   etc.). 

Apparently  the  Servicer's  personnel  was  not  aware  of  FNMA's  requirements 
concerning  the  handling  of  insurance  loss  drafts  and  adequate  procedures  had 
not  been  established. 

(a)  Mr.  Katz  stated  that  the  operating  personnel  who  handle  insurance  loss 
drafts  will  be  instructed  to  become  familiar  with  Sec.  121  of  the  Servicers 
Guide,  and  that  necessary  procedures  will  be  estabhshed  to  assure  that  such 
loss  drafts  are  properly  handled  from  now  on. 
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6.     HAZARD     INSURANCE     POLICIES     NOT    HANDLED     PROPERLY    (SEC.     120     SERVICERS 

GUIDE) 

We  reviewed  the  hazard  insurance  pohcies  for  50  mortgages  and  found  the 
following  deficiencies: 

(i)  Fourteen  policies  do  not  name  FN  MA  as  the  mortgagee.  Of  these  policies, 
10  show  United  Institutional  Servicing  Corporation  as  mortgagee,  1  shows  East 
Brookljm  Savings  &  Loan  Assoc,  1  shows  Hamljurg  Savings  Bank,  and  two  show 
no  mortgagee. 

(ii)  As  shown  on  the  insurance  policieF,  the  following  four  carriers  who  insure 
FN  MA  mortgaged  properties  are  not  licensed  to  do  lousiness  in  the  State  of 
New  York: 
FNMA  Number  and  Carrier: 

31-293358:  Mount  Vernon  Fire  Ins.  Co.,  King  of  Prussia,  Pa. 
31-293358:  Citizens  Casualtv  Co.  of  New  York 
31-240841:  Allegheny  Mutual  Casualty  Co.,  Meadville,  Pa. 
31-240841:  Ambassador  Ins.  Co.,  Montpelier,  Vermont 
In  addition,  each  of  the  four  policies  contains  the  following  restricting  clause, 
which  may  be  unacceptable  to  FNMA: 

"The  insured  warrants:  That  the  designated  location  is  not  presently  vacant 
or  unoccupied  and  covenants  that  if  it  becomes  vacant  or  unoccupied  to  notify 
the  company  at  its  office  in  Meadville,  Pa.  by  certified  mail  within  five  days  after 
the  propert}^  becomes  vacant  or  unoccupied  otherwise  the  policy  becomes  null  and 
void." 

(iii)  For  the  following  two  mortgages,  the  policies  do  not  name  the  present 
owners  as  the  assured: 


Owner 

Date  of 
change 

Former 

Present 

FNMA  No.: 

31-290756 

31-299015 

Clinton 

Jacobson 

...  Negron 

...  Paul 

Sept.  10, 1958 

Apr.  22,1968 

(iv)  For  loan  #31-281024  (Richardson),  the  poUcy  written  by  The  Hartford 
Insurance  Grovip  is  not  countersigned. 

(v)  For  the  following  two  mortgages,  the  insurance  coverage  is  materially  in 
excess  of  the  unpaid  principal  balance  of  the  mortgages : 


Unpaid 

balance, 

Aug.  25, 1968 

Amount  of 
insurance 

Excessive 
coverage 

FNMA  No.: 

31-276597 

31-261582 

_ $23,276.03 

22,969.18 

$38,  850 
34,  500 

$15,  573.  97 
11,530.82 

The  deficiencies  shown  in  items  (i),  (iii)  and  (iv)  above  resulted  from  inadequate 
review  of  hazard  insurance  policies  and  lack  of  procedures  to  obtain  endorsements 
where  necessary. 

Ccnicerning  item  (ii),  Mr.  Katz  said  that  these  companies  (excess  line  insurance 
companies)  were  the  onh'  ones  who  would  insure  these  properties,  and  it  was  a 
question  of  accepting  them  or  not  obtaining  insurance.  The  Servicer  had  pre- 
viously notified  FHA  that  it  had  been  unable  to  ol)tain  insurance  coverage  on 
these  pro]jerties,  at  reasonably  competitive  rates.  However,  the  files  do  not  show 
that  FNA'I.\  was  notified  that  insin-ance  had  t)een  j)laced  with  companies  not 
licensed  in  New  York  State,  or  that  the  policies  jjrovided  for  cancellation  of 
coverage  if  the  mortgagor  failed  to  notify  the  comi^any  within  5  days  after  tlie 
property  became  vacant  or  unoccupied. 

(a)  In  regard  to  items  (i)  (iii)  and  (iv),  Mr.  Katz  stated  that  the  Servicer  is 
trying  to  hire  additional  experienced  ]:)ersonnel  in  order  to  strengthen  its  insurance 
department.  He  also  said  that  all  FNMA  and  (ilNMA  insurance  policies  will  be 
reviewed  and  corrective  action  taken  in  cases  where  FNMA  or  CiNMA  is  not 
properly  named  as  the  moitgagee,  the  present  owner  is  not  named  as  the  as.sured, 
or  policies  are  not  countersigned. 
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Concerning  item  (ii),  Mr.  Katz  said  that  it  is  anticipated  that  in  November 
1968,  the  Insurance  Department  of  the  State  of  New  York  will  provide  insurance, 
covering  vminsm-able  properties,  on  an  assigned  risk  basis.  He  also  stated  that 
this  will  eliminate  the  need  of  placing  insurance  with  the  excess  line  companies, 
who  are  not  licensed  to  do  business  in  the  State  of  New  York,  and  who  ha\'e 
restricting  clauses  similar  to  the  one  shown  abov(>.  Pi'o\'iding  insurance  on  an 
assigned  risk  basis  will  result  in  premiums  slightly  high(;r  than  standard  rates 
but  considerably  less  than  is  now  charged  by  the  excess  line  companies. 

In  the  meantime,  the  Servicer  will  advise  FNMA  and  GNMA  of  all  policies 
written  by  companies  not  licensed  in  New  York  State,  or  C(jntaining  restricting 
clauses  as  shown  in  (ii)  al)ove. 

ISIr.  Katz  stated  also  that  in  the  review  of  all  insurance  policies,  the  reason 
for  materially  excessive  covc^rage  (item  v)  will  be  determined.  If  th(>  mortgagor 
has  specificaih-  requested  such  coverage,  this  recjuest  will  be  obtained  in  writing 
and  placed  in  the  files. 

7.    HAZARD    INSURANCE    REFUNDS    NOT    OBTAINED    AND    MORTGAGOR    ERRONEOUSLY 
CHARGED     WITH     INSURANCE     DISBURSEMENTS     (SEC.     120     SERVICERS     GUIDE) 

'(i)  For  the  following  mortgages,  hazard  insurance  policies  were  cancelled  and 
new  policies  were  written  and  paid  for  out  of  the  related  mortgagor's  deposit 
account.  However,  neither  the  mortgage  ledger  card  or  the  Servicer's  hies  show 
that  return  premiums  on  the  cancelled  policies  were  obtained  for  ciedit  to  the 
mortgagor: 

Policy  canceled 

Date 


Period  Premium  paid  canceled 


FNMA  No.: 

31-249201 July  8, 1968-71 $100,  Aug.  8,  1968 Aug.    1, 1968 

31-64124 Jan.  30, 1967-70 61.34  (1  year)  Feb.  2,  1968 May   15,1968 

31-239866 May  19, 1968-71.. 103.00  (3  years)  May  21,  1968....  May  28,1968 

31-281024 Sept.  15, 1967-70 33.80  (1  year)  Sept.  15, 1967 Apr.  28,1968 

The  Servicer  has  no  follow-up  procedure  for  obtainment  of  insurance  refunds, 
(ii)  For  loan  #31-64015,  the  following  disbursements  for  hazard  insurance  were 
charged  to  the  mortgagor's  deposit  account  in  recent  months: 

Date:  Amount 

April  10,  1968 $26.00 

June  26,  1968 57.70 

July  16,  1968 57.50 

The  $57.70  disbursed  6/26/68  appears  to  be  a  proper  charge  but  the  files  do  not 
support  the  reason  for  the  other  charges. 

(a)  Mr.  Katz  agreed  that  the  Servicer  will  review  all  FNMA  and  GNMA  in- 
surance policies  and  mortgage  history  runs  (ledger  cards)  for  1968  and  obtain 
refunds  for  any  cancelled  policies,  or  erroneous  charges  to  mortgagors  accounts, 
including  those  shown  at)ove. 

He  also  stated  that  procedures  will  })e  established  so  that  follow-up  will  be 
made  to  obtain  refunds  on  policies  cancelled  from  now  on. 

Deficiencies  on  Which  Corrective  Action  was  not  Arranged 
endorsement  to  fidelity  bond  not  obt.ained  (sec  101  servicers  guide) 

The  Servicer's  fidelity  bond  does  not  have  an  endorsement  to  provide  that 
FNMA  and  GNMA  be  advised  if  the  fidelity  bond  is  cancelled  for  any  reason, 
and  we  found  no  indication  that  the  insurer  had  Ijeen  requested  to  advise  FNMA 
and  GNMA  in  the  event  of  such  cancellation. 

The  Servicer  was  unaware  of  the  al)ove  requirement  which  was  included  in 
Servicers  Guide  Change  No.  39  dated  April  20,  1966. 

Also,  the  bond  is  subject  to  a  $1,000.00  deductible  for  each  loss. 

(a)  During  our  visit,  Mr.  Katz  olatained  endorsements  from  the  insurer,  show- 
ing that  FNMA  and  GNMA  will  be  promptly  advised  if  the  Servicer's  fidelity 
bond  is  cancelled  for  any  reason. 

Mr.  Katz  said  the  Servicer  would  request  FNMA's  permission  to  retain  the 
$1,000  deductible  clause  in  its  bond. 
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9.    CHECKS    ON    FNMA    CUSTODIAL    ACCOUNT    NOT    DRAWN    IN    DATE    SEQUENCE     AND 
TRANSACTION  DATES  INCORRECT  (SEC.  202  SERVICERS  GUIDE) 

For  the  reporting  month  ended  8/25/68,  there  were  approximately  100  checks 
(prenumbered)  drawn  on  the  FNMA  Custodial  Account  that  were  not  in  date 
order  sequence.  These  discrepancies  occurred  on  various  dates.  A  similar  situa- 
tion exists  each  inonth  with  some  checks  dra^vn  in  one  month  having  lower  check 
numbers  tlian  checks  drawn  in  prior  months.  Also  some  claecks  dated  after  the 
monthly  cutoff  (25th)  are  reported  on  the  FNMA  Form  179  (Report  of  FNMA 
Custodial  Account)  as  having  been  drawn  in  the  current  month,  and  are  reported 
as  outstanding  checks. 

In  addition,  the  Servicer's  procedures  provide  that  mortgage  history  runs 
show  posting  dates  for  disbursements,  rather  than  acutal  dates  of  disbursements. 
For  disbursements  processed  by  Financial  Services,  Inc.  fservice  bureau),,  dis- 
bursements are  charged  to  the  related  mortgagors'  deposit  fimds  on  the  date  of 
processing,  but  checks  maj^  not  be  drawn  and  dated  until  2  or  3  business  days 
later.  For  disbursements  processed  by  the  Servicer,  checks  are  drawn  and  dated 
on  the  date  of  processing,  but  charges  against  the  mortgagor's  account  are  dated 
one  or  two  business  days  later,  when  they  are  posted  by  the  service  bureau. 

The  Servicer's  procedures  for  drawing  checks  out  of  date  sequence  and  for  use 
of  posting  dates  instead  of  actual  disljursement  dates  presented  numerous  prob- 
lems in  our  reconciliations  and  in  the  review  of  disbursements,  and  increased 
our  audit  time  to  some  extent. 

(a)  Although  Mr.  Katz  stated  that  the  Servicer  will  study  possible  ways  in 
which  it  might  draw  checks  in  date  sequence,  he  was  unable  to  assure  us  that  this 
can  be  done,  with  the  procedures  now  in  use  with  the  service  bureau.  One  possibility 
that  he  mentioned  was  having  a  separate  series  of  checks  for  disbursements 
processed  by  the  Servicer  and  by  the  service  bureau. 

Mr.  Katz  also  said  that  the  Servicer  will  consider  procedural  changes  in  order 
to  show  on  the  mortgage  histor}^  runs  the  actual  disbursement  dates,  instead  of 
posting  dates.  However,  at  the  time  of  our  visit,  we  were  not  assured  that  actual 
disbursement  dates  will  be  shown  in  all  instances. 

TAX  PENALTIES  CHARGED  TO  MORTGAGORS  (FHA  DIRECT  MORTGAGES  CLOSED  FOR  FNMA) 

Settlement  Date  Taxes  Amount  of 

GNMA  loan  No.  (prefix  31)  date    Penalty  date  paid  penalty' 

62681 -Oct.     6,1966  Oct.  31, 1966 Aug.    7,1968  $16.38 

63931 Jan.   13,1957 do do 19.62 

63936 Dec.  30,1966 do _ ...do 19.11 

64020... Jan.  25,  IQS?  Apr.  30,  1967 do 14.41 

64123. _ _._.  Jan.  30,1967 do do _.  11.04 

65053 _  Apr.  24, 1957  Oct.  31, 1966  and  Apr.  30,  1967    do 35.32 

65261 May  11,1957 do..._ do 30.18 

65402 May  26,1967 do.. do 20.42 

65271. -  May  12,1967  Apr.  30, 1967... _ _ - do 20.16 

66808.. Sept.  29, 1957  Oct.  31,1957 do _  10.93 

67092 Oct.   30,1957  do _..do _.  9.36 

69097 _ Mar.  28, 1958  Apr.  1,1968. _ May  29,1968  4.62 

Total _ 211.55 

1  Does  not  include  portion  of  the  penalty  if  any,  paid  by  FHA. 

In  our  initial  review,  we  examined  the  Seller/Servicer's  records  on  12  mortgages 
sold  to  FNMA  within  the  last  nine  months.  All  of  these  mortgages  were  either  in 
foreclosure  or  were  at  least  3  months  delinquent  at  8/25/88.  According  to  the 
Seller/Servicer's  records,  two  of  these  twelve  mortgages  were  not  current  at  the 
time  of  submission  to  FNMA. 

Because  of  the  two  cases  mentioned  above,  we  expanded  our  audit  to  include  an 
additional  23  mortgages  sold  to  FNMA  within  the  last  two  years.  All  of  these 
mortgages  had  either  been  foreclosed  or  were  at  least  5  months  delinquent  at 
8/25/(>S,  but  we  found  no  indication  that  any  of  them  were  delinquent  at  the  time 
of  submission  to  FNMA. 

In  all  we  examined  35  cases  and  foimd  inaccurate  certifications  in  2  cases,  as 
shown  in  Finding  No.  1. 
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We  suggested  that  the  Seller/Servieer  furnish  us  with  a  letter  concerning  tlie 
two  inaccurate  certihcatious,  including  an  explanation  of  tiie  procedures  followcjd 
in  submitting  mortgages  to  FN  MA.  Attached  is  a  copy  of  a  letter  dated  October  21, 
1968  from  Mr.  Kdwin  Katz,  Chairman  of  the  Board,  concerning  the  abov(i 
procedures. 

[Exhibit  B — Goveiniiient  National  Mortgage  Association,  Examination  and  Audit  Division, 

Field  Office.  Philadelphia] 

Findings  Agrkkd  To  Clear 

10.  ukcouds   of  collection    efforts   not  adequate   and    reports    to    fnma 
incomplete  or  not  filed  on  time  (.sec.  106  servicers  guide) 

(i)  It  has  not  been  the  Servicer's  practice  to  retain  copies  of  letters  to  delinquent 
mortgagors  or  to  make  notations  on  the  delinquency  follow-up  cards  that  letters 
havfe  been  written. 

(ii)  Loan  Service  Reports  (FNMA  Form  145)  for  5  delinquent  mortgages  were 
incomplete  inasmuch  as  some  of  the  blocks  under  "Servicing  History"  were  left 
blank  and  dates  of  face-to-face  contacts,  phone  calls,  and  letters  were  not  shown. 
In  some  cases,  the  Form  14.5  showed  "weekly  letters  written"  l)ut  as  show-u  in  (i) 
above,  the  Servicer  made  no  record  of  these  letters  and  did  not  retain  copies. 

(iii)  For  2  cases,  the  FNMA  Form  170  (Statement  of  Account  for  Liquidation) 
was  not  completed  and  sent  to  FNMA  15  days  after  the  date  of  the  10-Day  Letter 
(FNMA  Form  164),  but  was  sent  22  days  after  the  date  of  Form  164.  Also,  in  the 
case  of  an  abandoned  property,  the  Servicer  did  not  send  FNMA  Form  170  at 
the  same  time  that  it  recommended  foreclosure  on  Form  145,  but  delayed  seudiu!; 
this  form  until  after  FNMA  wrote  a  follow-up  letter  at  a  later  date. 

(a)  Mr.  Katz,  Chairman  of  the  Board,  stated  that  from  now  on  (i)  notatio.is 
will  he  made  on  the  delinquency  follow-up  cards  of  letters  written,  and  copies  of 
letters  (other  than  form  letters)  will  be  retained  in  the  mortgagors'  files;  (ii)  all 
applicable  blocks  on  Forms  145  will  be  completed  properly;  and  (iii)  Forms  170 
will  be  tiled  on  time. 

11.    PAYOFF   NOT   PROPERLY  HANDLED   (SEC.   209-D   SERVICERS   GUIDE) 

At  the  time  that  FNMA  Loan  No.  31-240520-AJ  (Harmon)  was  paid  in  full, 
the  Servicer  prepared  and  sent  to  FH  A  the  Notice  of  Termination  of  the  Insurance 
Contract  (FHA  Form  2344)  on  which  it  reported  that  a  Firm  Commitment  for  a 
new  FHA  insured  mortgage  had  been  obtained,  and  the  new  FHA  number  was 
whown.  However,  througii  oversight  the  Servicer  erroneously  transmitted  to 
FHA  a  1%  prepayment  penalty  of  $170.00  (part  of  a  check  for  $233.00  dated 
3/26/68),  whereas  no  prepayment  penalty  was  due. 

The  Notice  of  Audit  received  from  FHA  did  not  mention  the  $170.00  over- 
payment, and  no  refund  accompanied  the  Notice. 

(a)  This  was  discussed  with  Mr.  Richard  Leviue,  Assistant  Treasurer,  who 
then  wrote  to  the  Federal  Housing  Administration  on  October  11,  1968,  requesting 
a  refund  of  $170,00.  He  agreed  to  follow-up  on  this  matter  and  return  the  refund 
to  the  mortgagor,  if  and  when  it  is  received. 

12.    UNAUTHORIZED   REFUNDS   TO    MORTGAGORS    (SEC.   207  SERVICERS   GUIDE) 

During  the  last  six  months,  the  Servicer  refunded  excess  escrow  funds  to  three 
mortgagors.  In  one  instance,  the  mortgagor  requested  return  of  his  excess  escrow 
funds  ($32.30)  disclosed  in  the  Servicer's  annual  analysis;  in  a  second  case  excess 
escrow  funds  of  $355.10  were  apparently  collected  at  the  mortgage  closing  and 
were  refunded  to  the  mortgagor  after  FNMA  purchased  the  mortgage;  and  in 
the  other  case,  the  files  did  not  show  any  information  concerning  the  refund  of 
$74.80. 

The  Servicer  seemed  unaware  that  FNMA  does  not  permit  refunds  of  excess 
escrow  funds. 

(a)  Mr.  Katz  stated  that  from  now  on  the  Servicer  will  not  refund  excess  escrow 
funds  to  mortgagors,  but  instead,  will  apply  them  in  accordance  with  Section  207 
of  the  Guide. 
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13.  mortgagors'  accounts  with  EXCKSSIVE  balances  (sec.  207  SERVICERS  GUIDE; 

For  at  least  3  mortgages  (Loan  Nos.  2318S0,  63431  and  231702),  the  individual 
escrow  balances  are  $59.00,  $74.00  and  $387.00  in  excess  of  the  current  needs, 
after  taking  into  consideration  that  FN  MA  and  GNMA  permit  a  servicer  to 
retain  excessive  amounts  equal  to  two  full  monthly  installments  in  a  mortgagor's 
deposit  account. 

The  Servicer  has  a  procedure  to  analj^ze  escrow  accounts  each  year  hy  use  of 
the  service  l^ureau's  electronic  data  processing  equipment.  All  accounts  were 
anah'zed  at  April  1,  1968  and  a  cop.y  of  the  analysis  was  furnished  the  morgtagors. 
For  mortgages  witli  insufficient  escrow  funds,  the  montlily  installemnts  were 
properly  increased  so  that  the  shortages  would  be  collected  over  the  next  12 
months.  However,  the  Servicer's  procedures  do  not  ]jrovide  for  applying  the 
excess  escrow  funds  that  exceed  two  full  inonthl.y  installments. 

(a)  Mr.  Katz  stated  that  for  the  above  mortgages  which  had  escrow  balances 
in  excess  of  the  current  needs  b.y  more  than  two  monthly  installments,  the  Servicer 
will  apply  the  excesses  as  regidar  installments  or  as  additional  principal  payments. 

He  also  stated  that  procedures  will  be  estal^lislied  to  properly  handle  mortgagors' 
excessive  escrow  funds  that  are  disclosed  in  the  annual  escrow  analj^sis. 

Appendix  to  Audit  Report 
servicer's  handling  of  delinquencies 

A  delinquency  reporfc  on  the  Servicer's  total  portfolio  was  not  available.  ]\Ir. 
Richard  Levine,  Servicing  Manager,  states  that  tlie  Servicer  uses  the  same  delin- 
quency procedures  for  other  investors,  FNMA  and  GNMA,  except  the  first 
notices  are  not  mailed  for  other  investors  until  about  the  17th  of  the  month. 

Mr.  Levine  attributes  the  Servicer's  high  delinquencj^  ratio  to  the  marginal 
credit  of  mortgagors  who  are  buying  older  properties  in  many  of  the  "glietto" 
areas  of  New  York  City.  He  stated  that  FHA  is  now  approving  mortgages  that 
two  or  three  years  ago  would  not  have  been  acceptable,  either  from  the  stand- 
point of  the  mortgagor's  credit  rating  or  propertj^  requirements. 

comments 

We  found  that  in  several  cases  where  hazard  insurance  policies  had  not  been 
renewed,  or  had  been  cancelled  by  the  insurance  carriers,  the  Servicer  had  been 
unable  to  obtai^^  insurance  at  reasonably  competitive  rates.  The  Servicer  had 
then  obtained  insurance  coverage  through  excess  line  companies,  at  rates  which 
in  our  opinion,  were  not  reasonable. 

The  following  four  mortgages  show  a  comparison  of  the  rates  charged: 

Amount  of  Annual 

coverage  premium 

FNMA  No.: 

276697 

261582... - 

250610 _ 

240841 

>  Excess  line  insurance  company. 

In  the  case  of  Loan  Nos.  2.50610  and  240841  above,  the  Servicer  notified  FNMA 
on  May  2,  1968  that  it  had  been  unable  to  place  the  insurance  with  any  company 
other  than  an  excess  line  insurance  company;  and  tliat  as  a  result,  the  insurance 
premiums  have  been  su]:)stantially  increased.  However,  we  believe  the  Servicer 
should  have  furnished  more  specific  information  to  FNMA,  including  the  fact 
that  annual  jn-emiums  of  approximately  $30.00  had  been  increased  to  approxi- 
mately $250.00  for  the  same  amount  of  coverage. 

Because  FNMA  has  not  informed  the  Servicer  of  its  polic,y  concerning  the 
obtainment  of  hazard  insurance  at  rates  which  are  not  reasonably  competitive, 
we  did  not  include  this  matter  as  a  finding.  We  believe  the  Servicers  Guide  does 
not  include  s[)ecific  instructions  on  this  subject. 

We  suggest  that  the  Servicer  l)e  instructed  to  contact  FNMA  prior  to  ol)taining 
hazard  insurance  at  rates  which  ar<>  not  reasonably  competitive. 

Audit  Performed  l)v:   Thomas  E.  Judd. 


$21,  000 

$27.  00 

17,  500 

25.00 

120,000 

500.  00 

110,000 

246.  74 
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United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  February  6,  1969. 
Mr.  J.  R.  Riley, 

Agency    Controller,    Federal   National   Mortgage   Association,    South  Broad  Street, 
Philadelphia,  Pa. 
Dear  Mr.  Riley:  We  are  pleased  to  advise  that  our  internal  audit  of  GNMA 
&  FN  MA  ledgers  has  been  completed  and  we  are  crediting  mortgagors  where 
penalties  were   incoirectly   charged   to   their  account.    We   are   also   making   the 
necessary  transfers  where  accounts  were  over  charged  for  insurance. 
Sincerely  yours, 

Edwin  Katz, 
Chairman  of  the  Board. 

January  21,  1969. 
File 

Loan  Supervisor, 
United  Institutional  Servicing  Corp., 
FNMA  Audit,  Servicer's  Reply  dated  January  15,  1939. 

With  respect  to  the  Servicer's  reply  of  January  1.5,  1969  concerning  finding 
No.  6,  Hazard  Insurance  Policies  Not  Handled  Properly,  we  are  of  the  opinion 
the  procedure  outlined  b.y  the  Servicer  is  adequate  and  proper.  Additionally, 
the  procedure  is  auto-correcting.  Under  the  circumstances,  the  matter  is  closed 
and  the  finding  cleared. 

Theresa  McKeb. 
Concur. 

Norbert  C.  Greene, 

Deputy  Assistant  Agency  Manager. 
Approved. 

Harry  F.  Bickford, 

Assistant  Agency  Manager. 


United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  January  15,  1969. 
Re  FNMA  Audit 
Mr.  Kevin  E.  Keegan, 
Agency  Manager, 

Federal  National  Mortgage  Association, 
Philadelphia,  Pa. 

Dear  Mr.  Keegan:  In  reply  to  your  letter  of  December  20,  1968,  we  beg  to 
advise  as  follows: 

Finding  1:  Guy  FNMA  No.  31-291703  KK:  We  shall  reimburse  FNMA  if  they 
should  suffer  any  loss  resulting  from  foreclosure. 

Finding  2:  We  have  an  employee  now  devoting  his  entire  time  to  FNMA  and 
FNMA  tax  payments.  Any  charge  which  has  been  incorrectly  made  to  a  mort- 
gagor's account  will  be  adjusted. 

Finding  7:  We  have  hired  an  experienced  insurance  man  who  formerly  worked 
for  a  New  York  Savings  Bank  and  have  also  in  effect  an  all-risk  physical  loss  or 
damage  policy  which  will  eliminate  the  necessity  for  record  keeping  for  all  investors 
except  FNMA  and  GNMA  (a  copy  of  this  policy  together  with  copy  of  letter  sent 
to  the  investors  are  enclosed). 

We  feel  this  coverage  will  be  extremely  advantageous  to  FNMA  and  GNMA 
since  many  of  the  mortgages  owned  by  these  agencies  are  in  areas  where  it  is 
frequently"  difficult  to  place  standard  type  insurance.  This  is  particularly  true 
with  reference  to  VA  loans  whei'e  you  would  not  have  complete  protection  even 
though  timely  notice  had  been  forwarded  to  the  VA. 

Finding  6:  In  the  future  where  we  require  policies  from  excess  line  companies 
or  where  carriers  are  not  licensed  to  do  business  iu  New  York  State  or  where 
policies  containing  restricting  clauses,  we  shall  request  your  approval  before 
acce|3ting  same.  We  do  not  anticipate  any  appreciable  amount  of  this  type  of 
insurance  being  placed  in  the  future,  since  most  of  the  policies  will  be  written 
through  New  York  Property  Insurance  Underwriting  Association.  Where  we 
feel  the  amount  of  insurance  requested  by  a  mortgagor  is  in  excess  of  the  require- 
ments, we  shall  insist  on  a  letter  fron.i  the  mortgagor  authorizing  us  to  place  tlie 
insurance  for  this  excess  amount. 
83-703— JS^pt.  2a 47 
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Finding  9:  We  have  made  arrangements  ff)r  the  IBM  Servicing  Bureau  to  date 
the  work  in  process  so  that  it  will  enable  us  to  prepare  our  checks  in  numbered 
order.  Where  batches  of  tax  bills  and  insurance  bills  are  sent,  we  are  asking  for 
the  dating  of  the  ledger  posting  72  hours  ahead  so  that  when  the  items  are  returned 
and  checked  by  us,  they  will  be  drawn  as  of  the  posting  date. 

We,  as  well  as  you,  are  very  concerned  aliout  the  deUnquency  ratio.  One  of  the 
problems  is  that  the  owners  of  most  of  these  properties  are  of  minority  groups 
who  have  had  no  experience  in  home-ownership  in  the  past  and  do  not  have 
a  proper  regard  for  their  obligations.  They  are  also  very  difficult  to  reach  during 
the  day  as  both  husband  and  wife  wf)rks.  In  addition  to  a  new  field  man,  we  have 
added  one  man  in  the  office  with  a  Spanish-speaking  secretary. 

The  office  people  work  on  staggered  hours  and  are  making  many  of  their  calls 
early  in  the  morning  before  the  mortgagors  leave  for  work  or  ia  the  evening  when 
they  return.  We  have  difficulty  in  having  our  field  men  make  personal  visits  at 
these  properties  after  dark. 

The  writer  has  also  instructed  the  Servicing  Department  to  take  a  firmer  line 
and  we  trust  that  these  methods  will  result  in  a  lower  delinquency  ratio. 
Sincerel}', 

Edwin  Katz, 
Chairman  of  the  Board. 


December  23,   1968. 
Alexander  J.  Sternberg,  Director,  Exam,  and  Audit 
FN  MA — Washington 

Arthur  W.  Miller,  Agency  Director,  Examination  and  Audit,  Philadelphia 
Audit  of  Servicer 

United  Institutional  Servicing  Corporation 
New  York,  N.Y. 

At  the  Agency's  request,  representatives  of  the  captioned  Servicer  visited  the 
Agency  on  December  16,  1968  to  discuss  the  findings  reported  in  our  recent 
audit. 

Attached  is  a  copy  of  the  Servicer's  letter  of  November  27,  1968  concerning  the 
clearance  of  the  findings  and  a  copy  of  the  Agency  Manager's  letter  of  Decem- 
ber 20,  1968,  following  the  meeting  with  the  Servicer. 

At  the  above  meeting,  which  I  attended,  the  Servicer's  representatives  agreed 
to  clear  all  of  the  items  mentioned  in  the  Agency  Manager's  letter,  including  re- 
imbursement to  FNMA  for  any  loss  for  foreclosure  of  loan  number  31-291703-KK 
(Inaccurate  Certification  reported  in  Finding  No.  1). 

(Attach.) 

Arthur  W.  Miller. 


December  20,   1968. 
Mr.  Edwin  Katz, 
Chairman  of  the  Board, 
United  Institutional  Servicing  Corp., 
Neio  York,  N.Y. 

Dear  Mr.  Katz:  This  will  confirm  the  results  of  the  meeting  held  in  this  office 
on  December  16,  1968  on  the  Association's  audit.  The  findings  taken  by  our  auditor 
are  listed  on  Exhibit  A,  which  is  in  your  possession. 

Concerning  Finding  8,  a  waiver  of  Section  101  of  the  Servicers  Guide  is  granted 
in  your  company's  present  fidelity  coverage,  which  contains  a  $1,000.00  deductible 
provision. 

The  serious  findings  which  caused  us  to  classify  your  records  and  procedures 
inadequate  are  cleared  with  the  following  exceptions: 

Finding  1,  Guy,  FNMA  No.  31-291703  KK— You  agreed  to  reimburse  the 
Association  if  we  incur  a  loss  not  recoverable  from  FHA  resulting  from  our  present 
foreclosure  action. 

Findings  2  and  7 — You  are  asked  to  notify  the  Association  when  your  review 
of  ledger  cards  is  complete  and  mortgagors'  accounts  reimbursed. 

F  nding  6 — P'orward  a  request  for  approval  to  retain  excess  line  carriers  where 
premiums  were  paid,  including  name  of  carrieis  not  licensed  to  do  business  in 
New  York  State  or  policies  contain  restricting  clauses.  Also,  letters  from  mort- 
gagors requesting  hazard  insurance  coverage  in  excess  of  our  requirements  must  be 
placed  in  the  mortgagors'  files. 

After  discussing  yo  !.■  sjun.on  to  clear  Finding  9,  you  decided  the  jn-ocedure 
initiated  will  differ  from  your  letter  of  November  27,  1968;  therefore,  advise  in 
detail  what  your  procedure  will  be  and  when  it  is  put  in  operation. 
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A  matter  which  causes  us  great  concern  is  your  unsatisfactory  dehnquency 
ratio.  We  would  appreciate  your  advice  on  the  steps  you  plan  to  take  with  your 
collection  procedures  to  reduce  and  maintain  the  delinquenc}'  percentage  at  an 
acceptable  level. 

As  you  were  previously  advised,  no  closings  for  FHA-ONMA  loans  will  be 
assigned  to  your  company  until  there  is  an  overall  improvement  in  your  servicing 
performance. 

Sincereh^  yours, 

Kkvin  E.  KkkbaN, 

Agency  Managet. 

December  19,  1968. 
File 

Loan  Supervisor,  Audit, 

United  ] nstitutional  Servicing  Corp., 

New  York,  N.  Y. 

On  Monday-,  December  16,  196S,  a  meeting  was  held  in  this  office  to  discuss 
the  inadequate  rating  resulting  from  the  Association's  audit. 

The  following  Servicer's  officials  and  Agency  personnel  attended  the  meeting: 
United  Institutional  Servicing  Corp.:  Edwin  Katz,  Chairman  of  the  Board, 
Michael  Kelly,  Assistant  Servicing  Manager. 

FN  MA:  Harry  F.  Bickford,  Assistant  Agency  Manager,  Arthur  W.  Miller, 
Agency  Director,  Examination  and  Audit  Division,  Thomas  R.  Kingslev, 
Chief,  Accounting  Operations  Branch,  Theresa  M.  AIcKee,  Loan  Supervisor. 

Finding  1 — Inaccurate  Certifications  That  A.U  Matured  Mortgage  Installments 
Had  Been  Paid  by  the  Mortgagor.  The  Servicer  was  advised  that  it  will  be  required 
to  absorb  any  foreclosure  loss  on  Quy,  FNMA  No.  31-291703  KK.  On  Qrts, 
FNMA  No.  31-295224  KK,  a  current  account,  no  action  will  be  taken  as  a  result 
of  the  inaccurate  certification.  A  memo  dated  December  IS,  1968  to  the  Con- 
troller's Division  advised  of  our  election  to  indemnify  the  Association  for  the 
foreclosure  loss  on  FNMA  No.  31-291703  KK.  Mr.  Katz  confirmed  a  procedure 
is  now  in  effect  to  prevent  recurrence  of  inaccurate  certifications  by  United 
Institutional  Servicing  Corp. 

Finding  2 — Tax  Penalties  Incurred  and  Charged  to  Mortgagors  and  Taxes 
Erroneously  Paid  From  Mortgagor's  Funds.  The  Servicer's  statement  to  our 
auditor  and  its  letter  of  November  27,  1968  are  satisfactf)r3'.  However,  the  Agency 
will  request  notification  when  a  review  of  the  ledger  cards  for  taxes  paid  in  the 
past  year  and  refunds  to  the  mortgagors'  accounts  is  accomplished. 

Finding  3 — Delays  in  Reversing  MSF  Checks;  Finding  4 — Inadequate  Control 
of  Disbursements;  and  Finding  5 — Improper  Handling  of  Insurance  Loss  Drafts. 
United 's  statement  to  our  auditor  and  its  letter  of  November  27,  1968  satisfac- 
torily clear  these  findings. 

Finding  G — Hazard  Insurance  Policies  Not  Handled  Properly.  The  Servicer's 
letter  of  November  27,  1968  advises  the  Lisurance  Department  of  the  State  of 
New  York  now  provides  for  assigned  risk.  Further,  the  assigned  risk  rate  is  about 
the  same  as  the  normal  rate  and  considerably  less  in  the  premium  charged  by 
excess  line  companies.  United  Institutional  Servicing  Corp.  will  request  permission 
to  retain  insurance  with  excess  line  companies  where  premiums  have  been  paid, 
forwarding  the  name  of  the  carrier  and  type  of  policy.  When  these  policies  expire, 
renewal  of  coverage  will  be  placed  on  an  assigned  risk  basis.  Concerning  insurance 
in  excess  of  the  unpaid  principal  balance  of  the  mortgage,  subparagraph  (v)  of 
the  finding,  Mr.  Katz  advised  the  amount  of  the  insurance  coverage  requested 
by  the  homeowner  frecjuently  exceeds  the  unpaid  amount  of  the  mortgage.  The 
Agency  requires  these  requests  be  in  writing  and  maintained  in  the  mortgagor's 
files,  and  the  Servicer's  officials  were  advised  of  this  requirement. 

Finding  7 — Hazard  Insurance  Refunds  N^ot  Obtained  and  Mortgagor  Erroneously 
Charged  With  Insurance  Disbursements.  The  Servicer's  statement  to  the  auditor 
and  its  letter  of  November  27,  1968  are  satisfactory.  However,  the  Agency  wishes 
to  know  when  the  review  is  complete  and  mortgagor's  accounts  reimbursed, 
where  applicable. 

Finding  8 — Endorsement  to  Fidelity  Bond  Not  Obtained.  United  requested  a 
waiver  of  Section  101  of  the  Servicers  Guide.  The  Agency  Manager  approved 
the  Servicer's  fidelity  coverage  with  a  $1,000.00  deductible  provision  on  December 
18,  1968,  and  United  will  be  notified  accordingly. 

Finding  9 — Checks  on  FNMA  Custodial  Account  Not  Drawn  in  Date  Sequence  and 
Transaction  Dates  Incorrect.  It  was  felt  United's  solution  to  clear  finding  9  would 
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be  cumbersome;  therefore,  the  Servicer  will  advise  what  arrangements  were 
made  with  Financial  Services  to  clear  this  finding  and  when  the  procedures  were 
placed  in  effect. 

United  was  removed  from  the  list  of  closing  agents  for  FHx\-GNMA  direct 
loans. 

The  unsatisfactory  delinquency  ratio  for  FNMA-GNMA  loans  was  also 
discussed.  Mr.  Katz  will  personal!}^  investigate  the  unusually  high  delinquency 
percentage. 

Theresa  McKee. 

December  IS,  1968. 
Riley — Agency  Controller 
Deputy  Assistant  Agency  Manager 
Audit  of  Servicer 

United  Institutional  Servicing  Corporation 
New  York,  New  York 

Attached  is  a  copy  of  the  Manager's  letter  to  United  Institutional  Ser\icing 
Corporation  regarding  the  audit  and  subsequent  visit  to  this  office  bj-  the  Servicer's 
officials  to  discuss  the  audit  report. 

The  Agency  Manager  elected  to  require  the  seller  indemnify  the  Association 
for  any  loss  incurred  on  FNMA  No.  31-291703  KK  (Guy)  presently  in  foreclosure. 

Please  post  your  records  to  notify  the  Loans  Division  of  any  loss  after  settlement 
was  received  from  FHA. 

NoRBERT  C.  Greene. 
(Attachment) 

December  18,  1968. 
Bickford — Assistant  Agency  Manager 
Attention:   Greene — Deputy  Ass't  Agency  Manager 
Loan  Supervisor 
Audit  of  Servicer 

United  Institutional  Servicing  Corp. 
New  York,  New  York 

Finding  8  of  the  Agency's  audit  reported  the  Servicer's  fidelity  coverage  is 
subject  to  a  $1,000.00  deductible.  United  requested  a  waiver  of  Section  101  of 
the  Servicers  Guide. 

Pursuant  to  FNMA  Manual  Section  2306,  I  recommend  acceptance  of  the 
fidelity  bond  with  the  deductible  clause  since  the  deductible  is  commensurate 
with  the  Servicer's  financial  condition  and  the  Association's  interest  are  adequately 
protected. 

The  Servicer's  financial  condition  is  as  follows: 

As  of  December  31,  1967: 

Assets  $13,880,617.10 

Liabilities 12,  798,  9o9.  43 

Net  Worth 1,  081,  657.  67 

Theresa  McKee. 
(Concur.) 

NoRBERT  C.  Greene, 

Deputy  Assistant  Agency  Manager. 


Federal  National  Mortgage  Association, 

Office  of  Examination  and  Audit, 

Washington,  D.C.,  December  10,  196S. 
Memorandum  for  the  files. 
Prepared  by:  Alexander  J.  Sternberg 

Subject:  Inaccurate  Certification,  United  Institutional  Servicing  Corporation 
New  York,  New  York 
A  recent  audit  of  this  Servicer  disclosed  that  on  two  mortgages  it  had  certified 
that  all  matui'cd  installments  had  been  paid  on  due  dates  or  shortly  thereafter 
when,  in  fact,  an  installment  on  each  had  not  been  paid  at  the  time  of  offering 
and  submission  of  the  mortgnge  to  FNMA. 

The  Seller  explained  that  the  misrepresentation  on  the  first  submission  resulted 
from  an  insufficient  funds  check  that  was  returned  to  the  homeowner  after  vi'ri- 
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fication  of  the  paj-ment,  and  on  the  second  mortgage  suljinitted  the  error  was 
committed  by  the  person  verifying  the  payment.  The  method  of  verification  has 
since  been  clianged  by  this  Seller.  Ledger  sheets  are  now  rej^roduced  at  the  time 
of  sale  and  instructions  have  been  given  that  unrecorded  payments  are  not  to  be 
added  in. 

The  Philadelphia  Agency  Manager  accepted  the  explanation  furnished  by  the 
Seller. 

In  view  of  the  aljove  we  consider  this  matter  closed. 

Alexander  J.  Sternberg, 
Director  of  Examination  and  Audit. 


Decemheu  6,  19G8. 
Mr.  Edwin  Katz, 

Chairman  of  the  Board,  United  Institutional  Servicing  Corporation,  New  York,  N.Y. 
Dear  Mr.  Katz:  We  acknowledge  receipt  of  your  letter  of  November  27,  1968 
outlining  corrective  actions  taken  by  your  company  as  a  result  of  the  Association's 
audit. 

Because  of  the  number  and  seriousness  of  the  findings  taken  at  the  audit,  we 
feel  that  a  personal  discussion  with  you  and  j'our  operating  personnel  would  be 
beneficial  to  both  of  us.  Would  you,  therefore,  please  arrange  to  visit  this  office 
and  let  us  know  the  date  and  time  that  you  will  arrive. 
Sincerely  yours, 

Kevin  E.  Keegan, 

Agency  Manager, 


Federal  National  Mortgage  Association, 

Office  of  Examination  and  Audit, 

Washington,  D.C.,  December  4,  1968. 
Memorandum  for  the  files 
Prepared  by:  Alexander  J.  Sternberg 
Subject:  Inaccurate  Certification 

United  Institutional  Servicing  Corporation 
New  York,  New  York 
A  recent  audit  of  this  Servicer  disclosed  that  on  two  mortgages  it  had  certified 
that  all  matured  installments  had  been  paid  on  due  dates  or  shortly  thereafter 
when,  in  fact,  an  installment  on  each  had  not  been  paid  at  the  time  of  offering  and 
submission  of  the  mortgage  to  FN  MA. 

The  Seller  explained  that  the  misrepresentation  on  the  first  submission  resulted 
from  an  insufficient  funds  check  that  was  returned  to  the  homeowner  after  verified 
cation  of  the  payment,  and  on  the  second  mortgage  submitted  the  error  was 
committed  by  the  person  verifying  the  payment.  The  method  of  verification  has 
since  been  changed  by  this  Seller.  Ledger  sheets  are  now  reproduced  at  the  time  of 
sale  and  instructions  have  been  given  that  unrecorded  paj^ments  are  not  to  be 
added  in. 

The  Philadelphia  Agencv  ^Manager  accepted  the  explanation  furnished  by  the 
Seller. 

In  view  of  the  above  we  consider  this  matter  closed. 

Alexander  J.  Sternberg, 
Director  of  Examination  and  A  udit. 


United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  November  27,  1968. 
Department  of  Housing  and  Urban  Development, 
Government  National  Mortgage  Association, 
Philadelphia,  Pa. 
(Attention:  Mr.  Kevin  E.  Keegan,  Agency  Manager). 

Gentlemen:  In  reply  to  your  letter  of  November  19,  1968  with  reference  to 
your  audit  report,  we  beg  to  advise  as  follows: 

As  to  Par.  2  (i) :  As  your  auditor  stated,  it  is  the  custom  of  the  title  com.panies  at 
the  time  of  closing  to  insure  the  fact  that  all  taxes  have  been  paid.  No  thought  was 
given  to  the  fact  that  on  the  direct  FNMA  loans  no  title  company  was  involved 
and  therefore  no  check  was  made  to  see  if  there  were  any  arrears  of  taxes  until 
such  time  as  we  received  a  report  from  O'Flyn  &  Verity,  our  tax  searchers. 
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On  all  subsequent  direct  FNMA  mortgages,  we  will  request  OTlyn  &  Verity  to 
search  the  title  immediately  after  the  closing. 

As  to  Par.  2  (ii)  An  application  for  a  refund  is  being  made  to  the  proper  taxing 
authorities.  In  the  meantime,  we  are  reimbursing  the  mortgagor's  account  vv^ith  the 
amount  disbursed. 

As  to  Par.  2  (iii) :  All  penalties  referred  to  have  been  refunded. 

As  to  Par.  2  (iv) :  The  mortgagor's  account  is  being  credited  with  the  amount  of 
over-payment  and  we  are  making  application  to  have  the  item  refunded  by  the 
tax  authorities. 

We  will  arrange  to  review  all  the  taxes  and  disbursements  for  the  past  year  and 
Vvill  reimburse  any  amount  due  the  mortgagor.  At  the  time  of  closing,  OFlyn  & 
Verity  are  instructed  to  obtain  all  future  bills  for  us  on  all  of  our  cases.  Inasmuch 
as  they  are  the  leading  tax  agency,  we  assume  that  the  bills  will  be  sent  to  us  in 
timelj^  manner. 

As  to  Par.  3:  Our  procedure  has  been  changed  to  provide  that  a  return  check 
will  be  redeposited  and,  if  it  is  returned  the  second  time,  entry  will  be  reversed 
within  seven  days  after  they  are  returned  by  the  bank. 

As  to  Par.  4:  The  signature  plate  will  be  kept  in  a  safe  in  our  Treasurer's  office 
and  will  ge  given  to  an  employee  for  the  purpose  of  check-writing.  This  employee 
v/ill  Ije  otiier  than  those  who  prepare  the  checks  and  handle  the  monthly  bank 
statements.  In  addition,  all  plate-writing  checks  will  have  a  small  initial  of  a 
proper  officer  and  the  banks  will  be  informed  to  look  for  this  initial. 

As  to  Par.  5(a):  The  Insurance  Department  and  other  personnel  have  been 
requested  to  read  Section  121  of  the  Servicers'  Guide  and  to  familiarize  themselves 
with  the  requirements  thereof.  The  necessary  procedures  have  been  established 
so  that  loss  drafts  will  be  properly  handled  in  the  future. 

As  to  Par.  6(i):  The  writer  has  been  advised  by  the  insurance  section  that  all 
endorsements  had  been  ordered  and  received  for  FNMA  but  in  some  instances 
they  were  not  attached  to  the  policies. 

As  to  Par.  6(ii):  Insurance  coverage  has  been  a  great  problem  in  certain  areas 
of  New  York.  As  a  result,  we  have  been  unable  to  obtain  coverage  from  insurance 
companies  licensed  to  do  business  in  the  State  of  New  York.  To  obtain  coverage 
for  FNMA,  we  have  accepted  policies  from  carriers  not  licensed  to  do  business 
in  this  State.  We  realize  this  form  of  coverage  is  not  satisfactory  but  it  was  the 
best  tj'pe  of  coverage  we  were  able  to  obtain. 

As  to  Par.  6  (iii) :  Request  for  endorsement  changing  the  ownership  to  the  present 
owner  has  been  made. 

As  to  Par.  6(iv):  We  have  requested  Hartford  Fire  Insurance  Company  to 
counter-sign  the  ])olicv. 

As  to  Par.  6(v):  We  carry  the  amount  of  insurance  requested  by  the  home- 
o^\Tier.  Frequently,  this  is  in  an  amount  far  in  excess  of  the  unpaid  amount  of  the 
mortgage.  On  occasions,  where  the  home-owner  feels  replacement  of  the  property 
is  much  greater  than  the  market  value,  it  is  not  our  practice  to  dispute  this  with 
the  home-owner  inasmuch  as,  if  a  loss  were  to  take  place  and  it  happened  that  the 
insurance  company  determined  the  replacement  value  was  greater  than  the 
amount  of  insurance  presently  on  the  property,  the  home-owner  would  look  to  us. 

The  Insurance  Department  of  the  State  of  New  York  now  provides  for  as- 
signed risks  and  therefore  the  problem  of  not  being  able  to  obtain  insurance, 
should  be  solved  except  in  those  instances  where  the  buildings  are  in  poor  con- 
dition. At  the  present  time,  the  assigned-risk  rate  is  about  the  same  as  tlie  norm^al 
rate  and  considerably  less  than  that  ])eing  charged  bj^  excess-line  companies. 

UISC  has  made  application  for  coverage  of  our  investors  so  as  to  eliminate 
record  keeping  of  all  policies.  We  understand  that  FNMA  and  GNMA  have  not 
yet  approved  this  procedure  but  our  other  investors  have  indicated  that  they  are 
very  much  in  favor  of  it.  This  will  substantially  reduce  our  insurance  record- 
keeping and  our  present  force  will  then  devote  themselves  entireh^  to  FNMA 
and  GNIMA  insurance  r?cords  and  all  necessary  procedures  will  be  closely  followed. 

As  to  Par.  7(i):  A  follow-up  procedure  has  been  established. 

As  to  Par.  7(ii) :  A  review  will  be  made  of  the  charges  for  insurance  and  refunds 
v/ill  1)0  obtained  on  cancelled  polii'ies.  In  the  meantime,  we  will  deposit  funds  in 
the  accounts  to  make  up  for  any  charges  that  were  erroneously  posted. 

As  to  Par.  8:  At  the  time  of  our  renewal  policy,  we  found  that  the  surotj^  com- 
panies were  reluctant  to  issue  ]3olicies  unless  the  first  .$1,000.00  of  loss  was  absorbed 
by  the  servicer.  We  had  no  alternative  but  to  accept  tliis  form  and  we  now  request 
that  FNMA  and  GNMA  approve  the  bond  with  the  $1,000.00  deduction  on  each 
loss.  A  review  of  our  balance  sheet  will  disclose  that  this  company  has  a  capital 
and  surplus  in  excess  of  $1  million  and  therefore  $1,000.00  deductible  is  not  an 
item  which  in  any  way  could  result  in  a  loss  to  FNMA  and  GNMA. 
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As  to  Par.  9:  Duo  to  the  fact  that  our  disbursements  are  entered  on  the  mort- 
gagor's ledger  sheet  prior  to  tii(;  preparation  of  the  check,  and  the  date  appearing 
on  the  ledger  is  the  date  when  tiic  disbursements  requests  are  forwarded  to  the 
tab  division,  checks  are  frequently  drawn  as  of  a  later  date  than  those  which  have 
been  disbursed  where  no  ledger  posting  is  required.  The  solution  we  suggest  would 
be  to  have  the  checks  run  in  two  sequences  of  numbers — one  for  ordinary  trans- 
actions and  the  other  for  transactions  which  are  charged  to  the  mortgagor's 
account.  We  believe  this  will  eliminate  checks  i)eing  drawn  out  of  order. 

We  assure  you  that  closer  scrutiny  by  senior  management  will  result  in  greater 
conformity  to  FNJMA  regulations.  We  are  pleased  that  j-ou  called  these  items  to 
our  attention  and  we  conmiend  your  examiner  for  the  expeditious  and  fair  manner 
in  which  he  conducted  the  examinaticm. 
Yours  very  truly, 

Edwin  Katz, 
Chairman  of  the  Board. 


November  21,  1938. 
Keegan,  Agencj^  Manager — GNMA — ^Philadelphia 
Att:  Bickford,  Asst.  Agenc}^  Manager  (Loans) 
Miller,  Agency  Director,  Exam,  and  Audit,  Philadelphia 
Audit  of  Servicer 

United  Institutional  Servicing  Corporation 
New  York,  N.Y. 

In  our  audit  report  dated  November  7,  1968,  concerning  the  captioned  Serv- 
icer, we  reported  (Finding  No.  8)  that  the  Servicer's  fidelity  bond  is  subject  to 
a  $1,000.00  deductible,  and  that  Mr.  Edwin  Katz,  Chairnian  of  the  Board  would 
request  FNMA's  permission  to  retain  the  $1,000.00  deductible  clause  in  its  bond. 
We  recommended  that  the  Servicer's  request  be  referred  to  the  Washington  Office 
for  a  specific  waiver. 

FNAIA  Manual  Section  2306  was  recentlj^  changed  to  provide  that  Agency 
Managers  may  now  accept  a  bond  containing  a  deductible  clause,  providing  they 
are  satisfied  that  the  amount  (<f  the  deductible  is  commensurate  with  the  Serv- 
icer's financial  condition  and  FNMA's  interests  are  adequately'  protected.  In  view 
of  this,  we  now  recommend  that  Agency  Management  give  favorable  consideration 
to  the  Servicer's  request. 

Arthur  W.  Miller, 


November  19,  1968. 
Bickford — Assistant  Agency  Manager. 
Chief— Accounting  Operations  Branch. 
Audit  of  Servicer, 

United  Institutional  Servicing  Corporation, 
New  York,  New  York. 

Pertaining  to  Finding  No  9,  the  following  should  be  included  in  the  letter  to 
the  Servicer: 

Checks  on  the  FN  MA  Custodial  Account  must  be  drawn  in  date  sequence, 
and  the  history  run  must  show  the  actual  disbursement  dates.  Please  advise 
when  this  procedure  was  begun. 

THO\fAS  R,.  Kingsley. 
EXHIBIT  8 

Listing  of  Attorneys  Representing  FNMA  in  Foreclosure  Actions 

Federal  National  Mortgage  Association, 

Office  of  the  General  Counsel, 

Washington,  D.C.,  June  5,  1972. 
Hon  Philip  A.  Hart, 

Chairman,  Subcommiltee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary 
of  the  Senate,  U.S.  Senate,  Washington,  D.C. 
Dear  Mr.  Chairman:  Pursuant  to  the  subpoena  issued  by  j^ou  as  Chairman 
of  the  Subcommittee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary 
of  the  Senate  of  the  L'nited  States,  which  was  served  May  24,  1972,  we  herewith 
furnish  a  tal)le  showing  the  names  and  addresses  of  attorneys  who  have  represented 
the  Federal  National  Mortgage  Association  in  foreclosure  proceedings  since 
January  1,  1971. 

Sincerely  yours, 

James  E.  Murray, 
Vice  President  and  General  Counsel. 
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Wilson,    Propst  &    Stewart,    P.O.    Box   2066,   822   Leighton   Avenue,    Anniston, 

Alabama,  36201. 
J.   Connor  Owens,  Jr.,  P.O.  Box  2.0.3,  Bay  Minette,   Alabama,  36.507. 
James  A.  HoUiman  (Saunders  &  HoUiman),  1724  Third  Avenue,  North,  Bessemer, 

Alabama  35020. 
Levine,   Fulford,   Gwaltney  &  Pope,  433  Frank  Nelson  Building,  Birmingham, 

Alabama  3.5203. 
Longshore  &  Longshore,  423  Frank  Nelson  Bldg.,  Birmingham,  Alabama  3.5203. 
C.  H.  Erskine  Smith  1200  Citj^  National  Bank  Building,  Birmingham,  Alabama 

3.5203. 
Currv  &  Kirk,  Di-awer  A-B,  CarroUton,  Alabama  35447. 
Edward  P.  Turner,  P.O.  Drawer  130,  Chatom,  Alabama  36518. 
Pitts  and  Latham,  409  Lav  Dam  Road,  Claton,  Alabama  35045. 
Wallace  &  Ellis,  P.O.  Box"587,  Columbiana,  Alabama  35143. 
Thomjjson  &  Hartwig,  Second  Floor,  Fuller  Bldg.,  Cullman,  Alabama  35055. 
Mrs.  Ruth  S.  Sullivan,  Courthouse  Square,  Dadeville,  Alabama,  36853. 
Hardwick,  Hause  &  Segrest,  North  Lena  Street,  Dothan,  Alabama,  35020. 
Robert  E.  Cannon,  P.O.  Box  177,  415  W.  Davis  Street,  Elba,  Alabama,  36323. 
Jackson  W.  Stokes,  P.O.  Box  356,  Elba,  Alabama,  36323. 

T.  Evigene  Burts,  Suite  209,  Greater  Alabama  Bldg.,  Florence,  Alabama,  35631. 
Edward  L.  Colebeck,  Suite  105,  First  Federal  Savings  &  Loan  Building,  Florence, 

Alabama,  35630. 
Richard  C.  Hunt,  Room  214,  Courthouse,  Fort  Payne,  Alabama,  35967. 
John  Wear,  King  Building,  P.O.  Box  153,  Fort  Payne,  Alabama,  35967. 
James  F.  Hinton,  823  Forrest  Avenue,  Gadsden,  Alabama,  35901. 
Rains,  Rains  &  McCurlev,  P.O.  Box  576,  823  Forrest  Avenue,  Gadsden,  Alabama, 

3.5901. 
Adams,  Gillmore  &  Adams,  Grove  Hill,  Alabama,  36451. 
T.  Watrous  Garrett,  Main  Street,  Grover  Hill,  Alabama,  36451. 
John  S.  Casev,  P.O.  Box  266,  Heflin,  Alabama,  36264. 
Bell,  Richardson,  Clearv,  McLain  &  Tucker,  P.O.  Box  2005,  Huntsville,  Alabama, 

35801. 
Culver  &  Miller,  122  South  Side  Square,  Huntsville,  Alabama,  35801. 
Martinson,    Manning  &    Martinson,    P.O.    Drawer   N,   217-221    Uptown   Bldg., 

Huntsville,  Alabama,  35804 
Morring,  Giles,  Willisson  &  Jefferson,  Morgil  Building,  401  Frankling  Street,  S.E., 

Huntsville,  Alabama,  35801. 
Dieter  J.  Schrader,  State  National  Bank  Bldg.,  Suite  332,  Huntsville,  Alabama, 

35S01. 
Smith  &  Huckaby,  Suite  636,  State  National  Bank  Bldg.,  Huntsville,  Alabama, 

35801. 
Watts,  Salmon,  Roberts  &  Stephens,  P.O.  Box  287,  Terry  Hutchens  Building, 

Huntsville,  Alabama,  35801. 
White  &  Weir,  State  National  Building,  Huntsville,  Alabama,  35801. 
Mrs.  Billie  Ann  Tucker,  22-  1st  Avenue,  S.W.,  Lafayette,  Alabama,  36862. 
Wade  Drinkard  (father:  John  W.  Drinkard,  deceased),  P.O.  Box  563,  Linden, 

Alabama,  36748. 
Charles  J.  Kettler,  Jr.,  P.O.  Box  47,  Luverne,  Alabama,  36049. 
Gaillard,  Wilkins,  Smith  &  Cox,  157-159  N.  Conception  Street,  P.O.  Box  164, 

Mf)bile,  Alabama,  36601. 
Hand,  Arendall,  Bedsole,  Greaves  &  Johnston,  P.O.  Box  123,  30th  Floor,  First 

National  Bank  Bldg.,  Mol^ile,  Alabama,  36601. 
Hobbs,  Copeland,  Franco,  Riggs  &  Screws,  444  South  Perrv  Street,  Montgomerv, 

Alabama,  36101. 
Steinor,   Crum  &  Baker,   First  National  Bank  Building,   P.O.   Box  068,   Mont- 
gomery, Alabama,  36101. 
Barnett,' Bugg  &  Lee,  103  N.  Mount  Pleasant  Avenue,  P.O.  Box  288,  Monroe- 

ville,  Alabama,  36460. 
Speake  &  Speake,  209  South  Main  Street,  P.O.  Box  5,  Moulton,  Alal)ama,  35650. 
Donald  R.  Wassner,  Box  2004,  Muscle  Shoals,  Alabama,  35660. 
O.  Pierre  Lee,  Lee  Building,  Oi)elika,  Alabama,  36801. 

Samford,  Torbert  &  Denson,  709  Avenue  A,  Box  2345,  Opelika,  Alabama  36801. 
Stokes  &  Woods,  P.O.  Box  550,  204-208  Bank  of  Ozark  Building,  Ozark,  Alabama 

36360. 
Smith  &  Miller,  P.O.  Box  519,  Phenix  City,  Alabama  36867. 
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Phillips  &  Funderhurk,  Phenix  Niilional  Biink  Bldg.,  P.O.  Box  102."),  Phonix  City, 

Alabama  3BS67. 
McDowell  &  Taylor,  132  W.  Second  Street,  Prattville,  Alabama  .36067. 
Guin,    Guin,    Bouldin   &    Porch,    Gain   Building,    oOO    North   Jackson    Avenue, 

Russellvdle,  Alabama  3.')6.")3. 
Joe  T.  Pilcher,  Jr.,  2S  Broad  Street,  Selma,  Alabama  36701. 
Love  &  Love,  P.O.  Box  272,  130  P^ast  Street,  N.,  Talladega,  Alabama  3.5160. 
George  W.  Nichols,  Jr.,  First  National  Bank  Bldg.,  Tiiscaloosa,  Alabama  35401. 
Rosen,  Wright,  Selden  &  Harwood,  P.O.  Box  10',)6,  Tuscaloosa,  Alabama  3.'3401. 
Howard  &  Dunn,  P.O.  Box  161,  Wetumpka,  Alabama  36092. 


H.  Russel  Holland,  P.O.  Box  2085,  Anchorage,  Alaska  99501. 

William  V.  Boggess,  Esq.,  300  Barnette  Street,  Fairbanks,  Alaska. 

Frederick  O.  Eastaugh,  Robertson,  Monagle,  Eastaugh  &  Annis,  P.O.  Box  1211, 

Juneau,  Alaska  99801. 
James  C.  Hornaday,  Esq.,  Fisher  &  Hornaday,  P.O.  Box  397,  Kenai,  Alaslja  99611. 
George  L.  Gucker,  230  Commercial  Building,  Ketchiken,  Alaska  99901. 


William  Craig  Haus.,  Bayless  Plaza,  Drawer  R,  Apache  Junction,  Arizona  85220. 

William  A.  Stanfield,  Stanfield,  McCarville  &  Coxon,  501  N.  ^larshall  Street, 
Casa  Grande,  Arizona  85222. 

Danile  J.  Stoops,  Mangum,  Wall  and  Stoops,  201  Arizona  Bank  Building,  Flag- 
staff, Arizona  86001. 

Wayne  E.  Legg,  Rhodes,  Killian  &  Legg,  9  West  Pepi^er  Place,  Mesa,  Arizona 
85201. 

Darrell  F.  Smith,  Smith  &  Buckley,  637  East  Main  St.,  Suite  A,  Mesa,  Arizona 
85201. 

Evans,  Kitchel  &  Jenckes,  P.C.,  363  North  First  Avenue,  Phoenix,  Arizona  85003. 

Paul  11.  Fannin,  Esq.,  Powers,  Boutell,  Fannin  &  Kurn,  Suite  800,  Security 
Building,  234  North  Central  Avenue,  Phoenix,  Arizona  85004. 

Royal  D.  Marks,  Marks  and  Marks,  Title  &  Trust  Building,  114  West  Adams 
Street,  Phoenix,  Arizona  85003. 

C.  Richard  Potts,  Kinney,  Tiption,  Ditsch  &  Potts,  Suite  710,  First  Nat'l  Bank 
Bldg.,  411  North  Central  Avenvie,  Phoenix,  Arizona  85004. 

Charles  N.  Walters,  Walters  &  Haien,  Suite  1012,  Security  Center,  222  North 
Central  Avenue,  Phoenix,  Arizona  85004. 

William  D.  Baker,  Rawlins,  Ellis,  Burrus  &  Kiewit,  Suite  733,  Security  Building, 
Phoenix,  Arizona  85004. 

Brice  L  Bishop,  Shimmel,  Hill  &  Bishop,  10th  Floor,  111  West  Monroe,  Phoenix, 
Arizona  85003. 

Ralph  W.  Bilby,  Bilby,  Thompson,  Shoenhair  &  Warnock,  9th  Floor,  Valley  Na- 
tional Building,  Tuscon,  Arizona  85701. 

Robert  B.  Buchanan,  Dunseath,  Buchanan  &  Isaak,  150  North  Stone  Avenue, 
Tucson,  Arizona  85701. 

Hugh  W.  Stewart,  Cusick,  Watkins  &  Stewart,  709  Valley  National  Building, 
Tucson,  Arizona  85701. 

Richard  E.  Bailey,  Suite  1008,  Transamerica  Bldg.,  Tucson,  Arizona  85701. 

Tom  Choules,  Westover,  Keddie  &  Choules,  P.O.  Box  551,  Yuma,  Arizona  85364. 

ARKANSAS 

Messrs.    jNIcMillan,    ^McMillan    &    Turner,    McMillan    Building,    Arkadelphia, 

Arkansas  71923. 
John  C.  Finlev,  Jr.,  Esq.,  P.O.  Box  405,  20  East  Main  Street,  Ashdown,  Arkansas 

71822. 

D.  Keith  Rutledge,  Esq.,  P.  O.  Box  807,  Batesville,  Arkansas  72501. 

Messr.  Hall,  Tucker  &  Lovell,  Benton  State  Bank  Annex,  Benton,  Arkansas  72015. 

Robert  W.  Henry,  Box  674,  Conway,  Arkansas  72032. 

Joe  K.  Bridgeforth,  Esq.,  303  N.  Alabama, P.O. Box 681,  Crossett,  Arkansas 71635. 

C.  R.  George,  Esq.,  P.  O.  Box  246,  Danville,  Arkansas  72833. 

Messrs.  Gill  and  Clayton,  135  W.  Waterman  Street,  P.  O.  Box  55,  Dumas,  Arkansas 

71639. 
Messrs.  Shackleford  and  Shackleford,  Schuler  Building,  El  Dorado,  Arkansas  71730. 
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Messrs.  Pearson  and  Pearson,  133^  E.  Center  Street,  Fa^^etteville,  Arkansas  72701. 
Henry  Wilkinson,  Esq.,  316  S.  Izard  Street,  P.  O.  Box  986,  Forrest  Citv,  Arkansas 

72335. 
Messrs.  Warner,  Warner,  Ragon  &  Smith,  214  North  Sixth  Street,  Fort  Smith, 

Arkansas  72901. 
Messrs.  Sullivan  and  Harper,  Sullivan  Building,  Hardy,  Arkansas  72542. 
Messrs.  Fri  •  son.  Walker  &  Snellgrove,  Frierson  Building,  P.  O.  Box  1346,  Jones- 

boro,  Ark  .asas  72401. 
Messrs.  I)rew&  HoUoway,  Cokley&  Jackson  Streets,  Lake^'illage,  Arkansas  72653. 
Joseph  L.  Buffalo,  Jr.,  300  Spring  Building,  Little  Rock,  Arkansas  72201. 
George  E.  Campbell,  720  W.  Third  Street,  Little  Rock,  Arkansas,  72201. 
B.  L.  Church,  Jr.,  825  Pyramid  Life  Building,  Little  Rock,  Arkansas  72201. 
J.  L.  Kidd,  Esq.,  Messrs.  Martin,   Dodds,  Kidd,   Hendricks  &  Ryan,  Suite  205, 

National   Investors    Life   Bldg.,  Second   and   Broadwaj'   Streets,  Little  Rock, 

Arkansas. 
Messrs.   Keith,   Clegg  &  Eckert,  Drawer  A,  201   McAlester  Building,  Magnoha, 

Arkansas  71753. 
James  A.  Ross,  Jr.,  Messrs.  Ross  and  Ross,  P.  O.  Box,  209  Monticello,  Arkansas 

71655. 
William  J.  Cree,  Jr.,  108  So.  Moose,  Morrilton,  Arkansas,  72110. 
D.  Fred  Taylor,  Esq.,  D.  F.  Taylor  Building,  113  East  Nale,  Osceola,  Arkansas, 

72370. 
Messrs.  Kirsch,  Cathy  &  Brown,  206  West  Emerson  Street,  P.O.  Box  726,  Para- 

gould,  Arkansas,  72450. 
Coleman,   Gantt,  Ramsav  &  Cox,   Uth  Floor,  Simmons  First  National  Bldg., 

Pine  Bluff,  Arkansas  7i601. 
Messrs.  Pollard,  Bethune  &  Cavaneau,  407  West  Race  Avenue,  P.  O.  Box  36, 

Searcv,  Arkansas  72143. 
Ralph  T.  Shannon,  Esq.,  221  South  Maxwell,  Siloam  Springs,  Arkansas,  72761. 
Messrs.  Autrey  &  Weisenberger,   501   East  Sixth  Street,  Texarkana,  Arkansas 

75501. 
Sloan  Rainwater,  Jr.,  Walnut  Ridge,  Arkansas  72476. 
J.  F.  Sloan,  III,  Esq.,  Dowell  Building,  Walnut  Ridge,  Arkansas  72476. 
Roy  Pugh,  Esq.,  Professional  Building,  W^est  Memphis,  Arkansas  72301. 

CALIFORNIA 

Paul  E.  Iverson,  Iverson,  Yoakum,  Papiano  &  Hatch,  216  W^est  Sixth  Street, 

Suite  1900,  Los  Angeles,  California  90017. 
Phil  H.  Currv,  5143  Sunset  Boulevard,  Los  Angeles,  California  90027. 
Maurice  T.  Watson,  Harrison  &  Watson,  2201  First  Nat'l.  Bank  Bldg.,  San  Diego, 

California  92101. 
R.  E.  Weiss,  Wiener  and  Weiss,  US  Life  Savings  Building,  225  North  Barranca 

Street,  West  Covina,  California  91791. 

COLORADO 

William  L.  Jones,  Esq.,  Box  356,  Idaho  Springs,  Colorado  80452. 

Jerry  Quick,  Esq.,  13  West  Second  Street,  P.O.  Box  342,  La  Junta,  Colorado  81050. 

Jon  Kolomitz,  Box  337,  La  Junta,  Colorado  81050 

John  E.  Kriedler,  P.O.  Box  157,  Montrose,  Colorado  81401. 

John    R.    Tracey,    Esq.,    Messrs.    Petersen,    Evensen,    and    INIattoon,    Thatcher 

Building,  Pueblo,  Colorado  81002. 
WiUiam  Mason,  P.O.  Box  907,  Rifle,  Colorado  81650. 

W.  Gerry  Imig,  Esq.,  McGovern  Building,  Box  1003,  Salida,  Colorado  81201. 
Karl  C.  Falch";  H  &  B  Building,  Sterling,  Colorado  80751. 
William  O.  DeSouchet,  Jr.,  Esq.,  P.O.  Box  779,  Alamosa,  Colorado  81101. 
E.  Gregory  Martin,  Esq.,  Messrs.  Martin,  Riggs  &  Henshall,  P.C,  2017  Thirteenth 

Street,  Boulder,  Colorado  80302. 
WilHam  V.  Grossman,  Esq.,  424  Macon  Avenue,  Canon  City,  Colorado  81212. 
Messrs.    Geddes  &  Sparks,   513  Mining  Exchange  Building,   Colorado  Springs, 

Colorado  80902. 
Robert  R.  Wilson,  Esq.,  Messrs.  Dilts  and  Wilson,  200  West  Main  Street,  Cortez, 

Colorado  81321. 
Messrs.  Law,  Nagel  &  Clark,  Western  Federal  Building,  Denver,  Colorado  80202. 
Messrs.    Rothgerber,    A))))cl   &    Powers,    2450    Colorado    State    Bank    Building, 

Denver,  Colorado  80202. 
Bruce  M.  Kirkpatrick,  Esq.,  Box  3268,  Durango,  Colorado  81301. 
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Ynunge,  Hockensmith,  Robb,  Griffin,  :A2  Rood  Avenue,  P.O.  Box  1768,  Grand 

Junction,  Colorado  85101. 
R.  Sam  Oldenburg,  Esq.,  Messrs.  Karowsky,   Witwcr  &  Oldenlnirg,  Suite  315, 

8th  and  8th  Building,  Greeley,  Colorado  S()6ol. 

CONNECTICUT 

Messrs.  DiLorenzo  &  Galligan,  750  ^lain  Street,  Hartford,  Connecticut  0610-3. 

Messrs.  (iilman  and  Marks,  49  Pearl  Street,  Hartford,  Connecticut  06103. 

Jack  Walsh,  Esq.,  Messrs.  Dorsey,  Slcdzik  &  Walsh,  52  Main  Street,  New  Britain, 

Connecticut. 
Messrs.  Sibal,  Heflferan  &  Rimer,  Fairfield  County  Trust  Co.  Bldg.,  637  West 

Avenue,  Norwalk,  Connecticut  06852. 

DELAWARE 

James  C.  Sabo,  Esq.,  7  S.  Race  Street,  Georgetown,  Delaware,  19947. 

Peter   Warren   Green,    Esq.,    Messrs.    Booker,    Lesheni,    Green,    Shaffer  &  Berl, 

Ninth  Floor,  Market  Tower  Bldg.,  Wilmington,  Delaware  19801. 
Tybout,  Redfearn  &  Schnee,  1110  Bank  of  Delaware  Bldg.,  300  Delaware  Avenue, 

Wilmington,  Delaware  19899 

FLORIDA 

Lewis  E.  Purvis,  Box  226,  Arcadia,  Florida  33821 

Stanlev,   Durrance,  Woods  &  Wines,  P.A.,  208  Bartow  Avenue,  P.O.  Box  918, 

Auburndale,  Florida  33823. 
Deschler,  Reed,  Mowrv  &  Poulton,  555  S.  Federal  Highwav,  Boca  Raton,  Florida 

33432 
Thomas  W.  Stewart,  406-13th  Street  W^est,  Bradenton,  Florida  33505 
George  Blaha,  29  South  Brooksville  Avenue,  Brooksville,  Florida  33512 
William  J.  Mongoven,  South  5th  Street,  Chipley,  Florida  32428 
Grezik  &  Johnson,  326  South  Grandview  Avenue,  Professional  Associates  Bldg., 

Davtona  Beach,  Florida  32018 
Clyde  B.  Wells,  P.O.  Box  G69,  Professional  Bldg.— E.  Baldwin  Ave.,  DeFuniak 

Springs,   Florida  32433 
Andrews,  Singer  &  Lubbers,  2601  E.  Oakland  Park  Boulevard,  Fort  Lauderdale, 

Florida  33306 
Allen,  Knudsen,  Swartz,  DeBoest  &  Rhoads  (Allen,  Knudsen,  Swartz,  Richardson 

&  DeBoest),  P.O.  Box  1480,  Collier  Arcade,  Fort  Mvers,  Florida  33902 
Carlton,  Brennan  &  McAlilev,  519  S.  Indian  River  Drive,  P.O.  Box  3779,  Fort 

Pierce,  Florida,  33450. 
Schackow&  Hodgkinson,  31  North  I\Lain  Street,  Gainesville,  Florida,  32601. 
Tench  &  Golden,  609  N.E.  First  Street,  Box  1251,  Gainesville,  Florida  32601. 
Berwick  Anderson,  213  W.  Walnut  Street,  P.O.  Box  885,   Green  Cove  Springs, 

Florida  32043. 
William  C.  Johnson,  Jr.,  235  Second  Street,  Holly  Hill,  Florida  32017. 
Abrams,  Anton,  Bobbins,  Resnick  &  Burke,  Home  Federal  Tower,  P.O.  Box  650, 

Hollvwood,  Florida  33022. 
Long,  McMorrough  &  McCluug,  1915  Harrison  Street,  Hollywood,  Florida  33020. 
Decker,  l^lliott  &  Kaler,  1710  American  Heritage  Life  Bldg.,  Jacksonville,  Florida 

32202. 
MacLean,   Baxter  and  Brooke,   1000  Cost  Line  Building,  Jacksonville,   Florida 

32202 
Madson  &  Briggs,  Florida  National  Bank  Building,  Jacksonville,  Florida  32202. 
Edgar  W.  McCurry,  Jr.,  924  Barnett  Bank  Bldg.,  Jacksonville,  Florida  32210. 
Stockton  &  Stockton,  1309  Barnett  National  Bank  Building,  Jacksonville,  Florida 

32202. 
Hugh  R.  Papy,  519  Whitehead  Street,  Key  West,  Florida  33040. 
Brannon,  Brown,  Norris,  Vocelle  &  Halev,  State  Exchange  Bank  Building,  P.O. 

Box  193  Lake  Citv,  Florida  32055. 
Charles   B.   P.  Sellar,  800,  N.   Boulevard,   West,   First  Federal  Bldg.,   Leesburg, 

Florida  32748. 
Williams,  Geilich  &  Potter,  607  New  Haven  Avenue,  P.O.  Drawer  820,  Melbourne, 

Florida  32901. 
Dixon,  Bradford,  Vv'illiams,  McKay  &  Kimbrell,  Dade  Federal  Office  Building, 

Miami,  Florida  33131. 
George  Elias,  Jr.,  Suite  1002,  Concord  Building,  66  W.  Flagler  Street,  Miami, 

Florida  33130. 
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Suarez,  Carricarte  &  Freire,  955  S.  W.  First  St.,  Suite,  201,  Miami,  Florida  33130. 
Wicker,  Smith,   Pvszka,   Blomqvist  &  Davant,   1017  Biscayne  Building,   19  W. 

Flagler  Street,  Miami,  Florida  33130. 
Johnson  &  Johnson,  First  National  Bank  Building,  P.O.  Box  605,  Milton,  Florida 

32570. 
Allan  L.  IMcPeak,  Landmark  Building,  Suite  23,  Fifth  Avenue  South,  Naples, 

Florida  33940. 
Allgood,  McPherson  &  Cobb,  122  West  Main  Street,  P.O.   Box  965,   New  Port 

Richer,  Florida  33552. 
James  E.  Moore,  Moore  and  Crump,  P.O.  Box  746,    Niceville,    Florida   32578. 
Klein  &  Tannenbaum,  232  Legal  Center,  Ocala,  Florida  32670. 
Gray,  Adams,  Harris  &  Robinson,  P.O.  Box  3068,   401   East  Robinson   Street, 

Orlando,  Florida  32802. 
Lillev  &  Boltin,  Bradshaw  Building,  Suite  318,  P.O.  Box  443,  14  E.  Washington  St., 

Orlando,  Florida  32802. 
Van  den  Berg,  Gay,  Burke  &  D,yer,  16  South  Magnolia  Avenue,  P.O.  Box  793, 

Orlando,  Florida  32802. 
Dowda,  Miller  &  Hedstrom,  P.O.  Drawer  F,  Platka,  Florida  32077. 
Isler,  Welch,  Brvant,  Smith  &  Higbv,  434  Magnolia  Avenue,  P.O.    Box    1579, 

Panama  Citv,  "Florida  32401. 
Harrell,  Caro,  Middlebrooks  &  Wiltshire,  201  East  Government  Street,  P.O.  Box 

387,  Pensacola,  Florida  32502. 
William  W.  Henderson,  Jr.,  Lawyers  Building,  314  S.  Baylen,  Pensacola,  Florida 

32501. 
Lewis  &  Taylor,  P.O.  Box  128,  303  First  National  Bank  Building,  Pensacola,  Florida 

32502. 
F.  Churchill  Mellen,  616  Brent  Annex,  P.O.  Box  801,  Pensacola,  Florida  32502 
John  G.  O'Brien,  320  South  Alcaniz  Street,  Seville  Square,  Pensacola,  Florida 

32501 
Byron  Butler,  Dixie-Taylor  Hotel  Building,  Perrv,  Florida  32347. 
Jack  R.  Schoonover,  780  S.  Tamiami  Trail,  P.O.  Box  2366,  Port  Charlotte,  Florida 

33950 
F.  William  Reeb,  506  Florida  National  Bank  Bldg.,  Central  Avenue  at  Seventh 

Street,  Saint  Petersburg,  Florida  33701. 
Speer  &  Speer,  P.O.  Box'846,  Speer  Bldg.— 113  Magnolia  Ave.,  Sanford,  Florida 

32771. 
Crabtree,  Butler,  Brush,  Syprett  &  Meshad,  2058  ]\Lain  Street,  P.O.  Box  855, 

Sarasota,  Florida  33577. 
James  F.  Littman,  Box  1154,  Stuart,  Florida  33493. 
Keen,  O'Kellev  &  Spitz,  311  East  Park  Avenue,    P.O.  Box    1879,    Tallahassee, 

Florida  32302. 
Peeples,  Smith  &  Moore,  800  TaUahassee  Bank  Building,  P.O.  Box  1169,  Talla- 
hassee, Florida  32302 
W.R.  PhilUps,  TaUahassee  Bank  Bldg.  Tallahassee,  Florida  32301. 
Jesse  F.  Warren,  Jr.,  P.O.  Box  612,  1181^.  E.  Jefferson,  Tallahassee,  Florida  32302. 
Brown,   Dixon  &  Shear,    18th  Floor,   Exchange   National  Bank  Bldg.,   Tampa, 

Florida  33602. 
Carlton,  Fields,  Ward,  Emmanuel,  Smith  &  Cutler,  The  Exchange  National  Bank 

Bldg.,  P.O.  Box  3239,  Tampa,  Florida  33601. 
Manuel  M.  Garcia,  Stovall  Professional  Building,  Tampa,  Florida  33602. 
Edward  J.  Kohrs,  MacFarlane,  Ferguson,  Allison  &  Kellv,  512  Florida  Avenue, 

P.O.  Box  1531,  Tampa,  Florida  33601. 
Shackleford,  Farrior,  Stallings  &  Evans,  711  ]\Larine  Bank  Building,  P.O.  Box 

3324,  Tampa,  Florida  33601. 
Goshorn,  Stahlev,  Nabors  &  Miller,  P.A.,  P.O.  Box  157,  150  Taylor  Street,  Titus- 

ville,  Florida  32780. 
William  O.  Clifton,  P.O.  Box  233,  N.  INLain  Street,  Trenton,  Florida  32693. 
Richard  P.  Bogosian,  1418  21st  Street,  Vero  Beach,  Florida  32960. 
Mairs,  Wood,  Muller,  Boroughs  &  Fisher,  180  Park  Avenue  North,  P.O.  Box  999, 

Winter  Park,  Florida  32789. 
Daniel  C.  McCormie,  302  N.  Main  Street,  Wildwood,  Florida  32785. 
Gilman.  Cooper  &  Lillev,  P.O.  Box  160,  220  Park  Avenue  North,  Winter  Park, 

Florida  32789. 

GEORGIA 

John  M.  Beauchamp  (Beauchamp  Engram  &  Greenholtz),  Suite  14,  Whitehead 

Bldg.,  Albany,  Georgia  31701. 
Crisp,  Oxford  &  Nelson  (Sniith,  Crisp  &  Hargrove),  P.O.  Box  J.,  Old  Citizens 

Bank  Bldg.,  Americus,  Georgia  31709. 


733 

Erwin,  Epting,  Gipson  &  Chilivis,  P.O.  Box  1587,  C  &  S  National  Bank  Bldg., 

8th  Floor,  Athens,  Georgia  30601. 
Fortson,  Bentley  &  Griffin,  P.O.  Box  1744,  Suite  401,  Southern  Mutual  Bldg., 

Athens,  Georgia  30601. 
Harry  V.  Lamon,  Hansell,  Post,  Brandon  &  Dorsey,  3300  First  National  Bank 

Bldg.,  Atlanta,  Georgia  30303. 
Van   Gerpen  &  Bo  vis  (O'Kelle.y,  Hopkins  &  Van   Gerpcn),  2250  The  National 

Bank  of  Georgia  Bldg.,  Atlanta,  Georgia  30303. 
Regnald  Maxwell,  Jr.,  Cummings,  Nixon,  Yow,  Waller  &  Capers,  1500  Georgia 

Railroad  Bank  Building,  Augusta,  Georgia  30902. 
Alaimo,    Taylor  &   Bishop,    1803  Norwich  Street,   P.O.   Box   1396,   Brunswidc, 

Georgia  31521. 
Grogan,  Jones  &  Layfield  (Grogan,  Jones,  Jones  &  Layfield),    P.O.    Box   2607, 

821  Broadwa}',  Columbus,  Georgia  31902. 
J.  Norman  Pease,  P.O.  Box  1975,  233  12th  Avenue,  Columbus,  Georgia  31906. 
Barnes  &  Little,  127  Bryman  Plaza,  P.O.  Box  611,  Dalton,  Georgia  30720. 
Swertfeger,  Scott  &  Pike,  1000  First  National  Bank  Building,  Decatur,  Georgia 

30030. 
Thompson  &  Broadfoot,  P.O.  Box  618,  210  N.  Roosevelt  Drive,  Dublin,  Georgia 

31021. 
Lavender  &  Cunningham,   11  Thomas  Street,  P.O.  Box  40,  Elberton,   Georgia 

30635. 
Telford,  Wayne  &  Stewart,  P.O.  Box  430,  The  First  National  Bank  Bldg.,  Gaines- 
ville, Georgia  30501. 
John  D.  Mattox,  Thomas  Building — Cherrj'  Street,  P.O.  Box  434,  Jessup,  Georgia 

31545. 
Hodges  &  Oliver,    146   McDonough  Street,    P.O.   Box  37,  Jonesboro,    Georgia 

30236. 
P.  Seale  Hipp,  102  Greenville  Street,  LaGrange,  Georgia  30240. 
Bloch,  Hall,  Hawkins  &  Owens,  Suite  1401,  Georgia  Power  Bldg.,  577  Mulberry 

Street,  P.O.  Box  4348,  Macon,  Georgia  31208. 
W.  S.  Edwards,   142  W.  Hancock  Street,  Bell  Building,  Milledgeville,   Georgia 

31061. 
Glover  &  Davis,  P.  O.  Drawer  1038,  Newman,   Georgia  30263. 
E.   Ralph  Ivey,   Dempsey-Covington  Building  Rome,    Georgia  30161. 
Adams,  Adams,  Brennan  &  Gardner,  15  Dravton  Street,  P.  O.  Box  1208,  Savannah, 

Georgia  31402. 
George  W.  Carreker,  565  Cherokee  Road,  P.  O.  Box  163,  Smyrna,  Georgia  30080. 
Allen,  Edenfield,  Brown  &  Franklin,  Suite  106,  Knight  Building,  36  North  Main 

Street,  P.O.  Box  478,  Statesboro,  Georgia  30458. 
Owen  J.  Adams,  Upson  Southern  Building,  Thomaston,  Georgia  30286. 
Harry   A.    Crawley,    400   South   Church   Street,    Thomaston,    Georgia  30280. 
Whitehurst  &  Cohen,  P.O.  Drawer  47,  Thomasville,   Georgia  31792. 
Sutton  &  Kelley,  Tifton,  Georgia  31794. 
Ed  G.  Barham  (Frankhn,  Barham  &  Elliott),  Valdosta  Federal  Savings  Building, 

509  North  Patterson  Street,  P.O.  Box  729,  Valdosta,  Georgia  31601. 
Young,   Young  &  Ellerbee,  P.O.  Box  820,  Valdosta,   Georgia  31601. 
Spencer,    Smith  &    Williams,    608    Watson   Boulevard,    P.O.    Box   815,    Warner 

Robins,  Georgia  31093. 

H.\WAII 

V.    Thomas   Rice,    Rice,    Lee  &    Wong,   Suite   410,    Dillingham   Transportation 
Building,  735  Bishop  Street,  Honolulu,  Hawaii. 


Marshall   Neal   Newhouse,  Hawlev,  Troxell,  Ennis  &  Hawley,  P.O.  Box  1617, 

Boise,  Idaho  83701. 
Cecil  D.  Hobdey,  James,  Hobdej'  &  Shaw,   125  Fifth  Avenue  West,   Gooding^ 

Idaho  83330. 
Timothy  Hopkins,  Hansen  &  Hopkins,  P.O.  Box  96,  Idaho  Falls,  Idaho  8340L 
Gary  Williams,  837  Washington  Street,  Montpelier,  Idaho  83254. 


Steven  N.  Mottax,  307  Henry  Street,  Alton,  Illinois  62002. 
Russel  H.  Classen,  lOA  Public  Square,  Belleville,  Illinois. 
WiUiam  D.  Stiehl,  23  South  First  Street,  Belleville,  Illinois  62220. 
David  R.  Babb,  1st  National  Bank  Building,  Belvidere,  Illinois  61008. 
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McCoy,  Ming  and  Black,  123  W.  Madison  Street,  Chicago,  Illinois  60602. 
Georcaris  &  Sneider,  111  W.  Washington  Street,  Chicago,  Illinois  60602. 
Notz,  Craven,  IMead,  Maloney,  Suite  1911,  100  W.  Monroe  Street,  Chicago,  111. 
Walsh,  Case  &  Coale  Associated,  Suite  1200,  104  S.  Michigan  Avenue,  Chicago, 

Illinois  60603. 
John  T.  Dixon,  7  W.  ]Madison  Street,  Chicago,  lUinois. 
Theodore  P.  Fields,  100  N.  LaSalle  Street,  Chicago,  lUinois  60602. 
Pope,  Ballard,  Kennedy,  Shepard  &  Fowle,  69  W.  Washington  Street,  Chicago, 

IlUuois  69602. 
Graham,  INIeyer,  Young  &  Welsch,  4  N.  Vermillion,  Danville,  Illinois  61832. 
John  T.  Taylor,  Millikin  Building,  Decatur,  Illinois. 
George  F.  Nichols,  109  S.  Galena  Avenue,  Dixon,  lUinois  61021. 
Ben  Pufkiu,  1404  Elgin  Tower  Bldg.,  Elgin,  Illinois 
Stuart,  Neagle  &  West,  Farmers  &  Mechanics  Bank  Bldg.,  P.O.  Box  142.5,  Gales- 

biu-g,  Illinois. 
Jam  M.  Hanson,  10o}-2  W.  First  Street,  Genesco,  Illinois  61254 
Ptichard  L.  Cooper,  117  S.  Second  Street,  Geneva,  lUinoi    60134. 
James  D.  O' Grady,  213  W.  Main  Street,  Genoa,  Illinois  60135. 
Boyle  Walter  Curley,  Hennepin,  Illinois  61327. 

Schenk,  Dimas,  Schenk  &  Andreano,  58  N.  Chicago,  Joliet,  Illinois  60431. 
Schenk,  Dimas  and  Schenk,  58  N.  Chicago,  Joliet,  Illinois  60431. 
Robert  F.  Reistr,  81  W.  Division  Street,  Manteno,  Illinois  60950. 
John  J.  Yelvington,  1618  Broadway  Street,  Mattoon,  Illinois  61938. 
Richard  L.  Caldwell,  Old  National  Bank  Building,  119  S.  4th  Street,  Oregon, 

Illinois. 
James  D.  Heiple,  411  Elizabeth  Street,  Pekin,  Illinois. 
Vonachen,  Cation,  Lawless,  Trager,  Security  Savings  Building.  Peoria,  Illinois 

61602. 
David  L.  Martenson,  204  Rock  River  Savings  Bldg.,  401  W.  State  Street,  Rock- 
ford,  Illinois  61101. 
James  A.  Wurbs.  1705  2nd  Avenue,  Rock  Island,  Illinois  61201. 
Charles  G.  Briggle,  Jr.,  310  lies  Park  Place,  Springfield,  Illinois  62703. 
Pignatelli  &  Kavadas,  Central  National  Bank,  302  First  Avenue,  Sterling,  Illinois 

61081. 
Joseph  R.  Carson,  P.O.  Box  #1,  Urbana,  Illinois  61802. 
Ronald  E.  Griesheimer,  216  Madison,  Waukegan,  Illinois  60085. 
Rathje,  Woodward,  Dver  &  Burt,  203  East  Liberty  Drive,  P.O.  Box  786,  Wheaton, 

Illinois  60187. 
Dallas  G.  Ingemunson,  Yorkville  National  Bank,  Yorkville,  Illinois  60560. 


Joan  Bashaw  Gregg,  301  Citizens  Bank  Bldg.,  Anderson,  Indiana  46016. 
Harding,  Harding  &  Henthorn,  500  Ben  Hur  Building,  Crawfordsville,  Indiana 

47933. 
Ryan,  Lind  &  Dockard,  P.O.  Box  371,  Danville.  Indiana  46122. 
Cox  &  Hayes,  I6V2  N.W.  6th  Street,  Evansville,  Indiana. 
Dunten,   Beckman,   Wyneken  &  Lawson,    802    Fort    Wayne    Bank    Bldg.,    Fort 

Wayne,  Indiana  46802. 
Acher  and  Gholston,  199  N.  Main  Street,  Franklin,  Indiana  46131. 
Thomas,  Thomas,   Burke  &  Richardson,   1016   Gary  National  Bank    Building, 

Gary,  Indiana  46402. 
Hartzog,  Barker  &  Hepler,  118  N.  Main   Street,  P.O.  Box  525,  Goshen,  Indiana 

46526. 
Thomas  A.  Brown,  117^2  N.  High  Street,  Hartford  City,  Indiana  47348. 
Edward  D.  Lewis,  5101  Madison  Avenue,  Indianapolis,  Indiana  46227. 
Sparrenbergcr,  Duvall,  Tabbert  &  Lalley,  2410  Indiana  Bank  Tower,  1  Indiana 

Square,  Indianapolis,  Indiana  46204. 
Bulen  &  Castor,  1  Indiana  Square,  Suite  2050,  Indianapolis,  Indiana  46204. 
Meranda  &  Kcmpf,  417  E.  Court  Avenue,  Jeffersonville,  Indiana  47130. 
Nichols  &  Nichols,  52  E.  Washington,  Knox,  Indiaiia  46534. 
Helms  &  Scionti,  127  N.  Buckeye  Street,  Kokomo,  Indiana. 
Robert  A.  Mucker,  522  Lafayette  Life  Building,  Lafayette,  Indiana. 
Arthur  vMlan  Kei^pen,  40l>  Warren  Building,  Michigan  City,  Indiana. 
Myers,  Slagle  &  Shircy,  211  S.  Walnut  Street,  Muucie,  Indiana  47305. 
Harold  M.'Coons,  Box  675,  412  E.  Main  Street,  New  Albany,  Indiana  47510. 
Robert  A.  Harvey,  112  South  Main  Street,  New  Castle,  Indiana  47362. 
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William  L.  Morris,  100  W.  Ninth  Street,  Rochester,  Indiana  4697.'). 

Sidnej-  R.  Lindsev,  217  Main  Street,  Rockport,  Indiana. 

Glass  &  Moherlv,'  AU)  Methodist  Building,  Shcll)vville,  Indiana  46176. 

DuComb  &  Ninitz,  .")11  W.  Colfax,  South  Bend,  Indiana  46601. 

Crum packer,  Mav,  Levy,  Scare,  Suite  600,  224  W.  Jefferson,  South  Bend,  Indiana 

46601. 
Charles  W.  Edwards,  26  West  Franklin  Street,  Spencer,  Indiana  47460. 
William  11.  Tallman,  98  West  Market  Street,  Wabash,  Indiana. 
Rockhill,  Vanderverr,  Kennedy  &  Pinnick,  First  National  Bank  Bldg.,  Warsaw, 

Indiana  46580 

IOWA 

Sargent,  Spangler,  Hines  &  Pence,  91.5  Merchants  National  Bank  Bldg.,  Cedar 

Rapids,  Iowa  .52401. 
Pogge,  Root  &  Steege,  306  First  Federal  Savings  &  Loan  Bldg.,  Council  Bluffs, 

Iowa. 
Charles  E.  Wittenmeyer,  826  Davenport  Bank  Bldg.,  Davenport,  Iowa  52801. 
Janss,  Dreher,  Wilson  &  Adams,  212  Equitable  Building,  Des  Moines,  Iowa  50309. 
Lewis,  Stevens  &  Gillett,  411  Laurel  Building,  Muscatine,  Iowa  52761. 
Selby,  Updegraff  &  Jf)hnson,  511  Maytag  Building,  Newton,  Iowa  50208. 
Hutchison,  Hurst  &  Duggan,  414  Security  Bank  Bldg.,  Sioux  City,  Iowa  51101. 
John  M.  Warren,  800  Waterloo  Bldg.,  Waterloo,  Iowa  5070L 


Charles  Bogan,  325  Broadway,  Abilene  Kan.sas  67410. 

Messrs.  Lamb  and  Lamb,  719  Walnut  Street,  Coffey  ville,  Kansas  67337. 

Paul  Armstrong,   Esq.,   Messrs.  Armstrong  &   Armstrong,    104    South    Kansas, 

Columbus  Kansas  66725. 
Donald  C.  Smith,  Box  172,  Dodge  City,  Kansas  67801. 
Messrs.  Filming,  Haag,  Saffels  &  Hope,  Seventh  and  Laurel  Streets,  P.O.  Box  439, 

Garden  City,  Kansas  67846. 
Edward  R.  Moses,  Esq.,  Main  at  Sixteenth  Street,  Great  Bend,  Kansas  67503. 
Messrs.  Flood,  Martin,  Coffelt  &  Flood,  235  West  10th  Street,  P.O.  Box  187,  Hays, 

Kansas  67601. 
Kenneth  Peirce,  Wiley  Building,  Hutchins,  Kansas  67501. 

Everett  Fritz,  Esq.,  280  New  Brotherhood  Building,  Kansas  City,  Kansas  66101. 
Messrs.  Allen  &  Cooley,  Allen  Building,  13  East  8th,  Lawrence,  Kansas  66044. 
Messrs.  Wilcox  &  Hack,  P.O.  Box  1155,   1013  North  Kansas,  Liberal,  Kansas 

67901. 
T.  Stephen  Jones,  Tiffany  Building,  Lyndon,  Kansas  66451. 

Messrs.  Branine,  Ice,  Turner  &  Ice,  110  East  Sixth  Street,  Newton,  Kansas  67114. 
Messrs.  Haskin,  Noonan,  McGee  &  Hinkle,  Suite  200,  Patrons  Plaza  Bldg.,  100 

East  Santa  Fe,  Olathe,  Kansas  66061. 
Oren  Gray,  Esq.,  110  S.  Central,  Parsons,  Kansas  67357. 
Gayiord  I.  Maples,  Esq.,  Messrs.  Ward  &  Maples,  Box  119,  Peabody,  Kansas 

66866. 
Messrs.   Kennedy,   Berkley  &  Simp.son,   710  United  Building,    P.O.   Box   1403, 

Salina,  Kansas  67401. 
Messrs.  Tilton  &  Storey,  Suite  310,  Columbian  Title  Building,  Topeka,  Kansas 

66612. 
Clyde  N.  Christey,  Esq.,   Messrs.  Jandera  and  Christey,  641  Harrison  Street, 

Topeka,  Kansas  66l,03. 
James  E.  Woodson,  Esq.,  Woodson  Building,  1800  Harrison  Street,  Topeka,  Kansas 

66612. 
Lester  C.  Arvin,  Esa.,  Messrs.  Arvin,  Arvin  &  Busey,  Century  Plaza  Building, 

Wichita,  Kansas  67202. 
Messrs.  Aikire,  Clausing,  Coldsnow,  Bush  &  Wilkinson,  Suite  570,  Fourth  National 

Bank  Bldg.,  Wichita,  Kansas  67202. 


John  C.  Frank,  Esq.,  Union  National  Bank,  Wichita,  Kansas  67202. 
Libitz,  Esq.,  .530  North  Market  Street,  Wichita,  Kansas  67: 


KENTUCKY 


W.  Henderson  Dvsard,  1102  Second  National  Bank  Building,  Ashland,  Kentucky 

41101. 
Charles  R.  Holbrook,  Jr.,  Suite  200,  Home  Federal  Building,  Ashland,  Kentucky 

41101. 
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AUender,  Simmons  &  Robertson,  943  College  Street,  Bowling  Green,  Kentuckj'- 

42101. 
Faulkner  &  Bertram,  203  East  Broadway,  P.O.  Box  217,  Campbellsville,  Ken- 
tucky 42718. 
Miller  &  Hall,  225  East  1st  Street,  Campbellsville,  Kentuck}^  42718. 
Clyde  Williams,  Jr.,  Campbellsville,  Kentucky  42718. 
B.  R.  Paxton,  116  West  Broad  Street,  P.O.  Box  65.5,  Central  City,  Kentuckj^ 

42330. 
Theissen  &  Theissen,  401  Pike  Street,  P.O.  Box  543,  Covington,  Kentucky  41011. 
Huddleston  &  Van  Zant,  46  Public  Square,  Elizabethtown,  Kentuck}^  42701. 
Dailey  &  Fowler,   McClure  Building,   Frankfort,  Kentucky  40601. 
Harold  M.  Streets,  114  Court  Square,  P.O.  Box  165,  Greenville,  Kentucky  42345. 
James   P.    Hanratty,    Hopkinsville    vSavings    and    Loan    Building,    Hopkinsville, 

Kentucky  42240." 
James  R.  Reid,  Federal  Bviilding,  Hopkinsville,  Kentucky-  42240. 
Charles  T.  Mattingly,  14  Court  Square,  Lebanon,  Kentucky  40033. 
GofF  &  Meredith,  62  Court  Square,  Leitchfield,  Kentucky  42754. 
Goldberg  &  Lloyd,  First  National  Bank  Building,  Lexington,  Kentucky  40507. 
Coleman  D.  Moberly,  Moberly  Building,  Broad  Street,  London,  Kentucky  40741. 
Barnett  &  McConnell,  Jr.,  510  West  Broadway,  Suite  1000,  Louisville,  Kentuckj' 

40203. 
Goldberg  &  Lloyd,  1211-21  Commonwealth  Building,  Louisville,  Kentucky  40202. 
Habel  &  Wilson,  192.5-29  Kentucky  Home  Life  Building,   Louisville,   Kentucky 

40202. 
Marshall,  Cochran,  Hevburn  &  Wells,  712-725  Kentucky  Home  Life  Building, 

Louisville,  Kentucky  40202. 
James  W.  Mcnefee,  140  South  Fifth  Street,  Louisville,  Kentucky  40202. 
Franklin  &  Gordon,  P.O.  Box  .547,  Madison ville,  Kentucky  42431. 
Wathen  &  Wesley,  111  Court  Street,  Morganfield,  Kentucky  42437. 
David   C.    Brodie,    507 H   Frederica   Street,    P.O.    Box  752    (Damron    Building) 

Owensboro,  Kentucky  42301. 
J.  William  Howerton,  616-617  Citizens  Bank  Building,  Paducah,  Kentucky  42001. 
Ta3-lor  &  Waller,  202  Doctors  AUe.y,  Shepherdsville,  Kentucky  40165. 

LOUISIANA 

Messrs.    Gold,  Hall,  Hammill  and  Little,  620  Murray  Street,   P.O.  Box   1431, 

Alexandria,  Louisiana  71301. 
Salvador  E.  Gurierrez,  Jr.,  Esq.,  6725  St.  Claude  Avenue,  Aradi,  Louisiana  70032. 
James  E.  Yeldell,  Esq..  110  North  Franklin,  Bastrop,  Louisiana  71220. 
Messrs.   Kolb  and  Rooks,   P.O.  Box  C,    1364  Nicholson  Drive,   Baton  Rouge, 

Louisiana  70803. 
Messrs.  Smith  &  Gaudin,  American  Bank  Building  Mid-City,  P.O.  Box  66544, 

Baton  Rouge,  Louisiana  70806. 
John  N.  Gallaspy,  Esq.,  327  Memi)his  Street,  Bogalusa,  Louisiana  70427. 
Wilham  F.  Kline,  Jr.,  P.O.  Box  527,  Clinton,  Louisiana  70722. 
Robert  A.  Anderson,  Jr.,  Esq.,  P.O.  Box  120,  225  North  Columbia  Street,  Coving- 
ton, Louisiana  70433. 
Noble  M.  Chambers,  Jr.,  Esq.,  570  Northeast  Court  Circle,  Crowlev,  Louisiana 

70526. 
INIessrs.  Pegucs  &  McReynolds,   107  N.  Pine  Street,  P.O.  Box  232,  DeRidder, 

Louisiana  70634. 
Vincent  J.  Sotile,  Esq.,  Messrs.  Bhmi,  Talbot,  Sotile  &  Carmouche,  P.O.  Box  267, 

Donaldsonville,  Louisiana  70346. 
G.  Walton  Caire,  Esq.,  P.O.  Box  155,  Edgard,  Louisiana  70049. 
James  M.  Dozier,  Jr.,  Esq.,  206  East  Jackson  Street  P.O.  Box  66,  Farmerville, 

Louisiana  71241. 
John  Sturgeon,  Esq.,  Messrs.  Magee  and  Sturgeon,   123  North  Third  Street — 

Drawer  A,  Ferriday,  Louisiana  71334. 
Calvin  L.  Perilloux,  Route  1,  Box  27,  Hahnville,  Louisiana  70057. 
A.  C.  Powell  III,  Esq.,  901  West  Thomas  Street,  Hammond,  Louisiana  70401. 
Messrs.  Meadcrs,  Atkins  and  Meadors,  515  South  Main  Street,  Homer,  Louisiana 

71040. 
A.  B.  Atkins,  Jr.,  515  South  Main  Street,  Homer,  Louisiana  71040. 
Charles  J.    Hanemann,  Jr.,   P'.sq.,   Messrs.   O'Neal,   Waitz  &   Henderson,   O'Neal 

Building,  llomna,  Louisiana  70360. 
Charles  Hanemann,   Esq.,  Messrs.   Henderson,   Haneinaim  &   Morris,  704  \'esset 
Street,  Ilouina,  Louisiana  70360. 
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Gaharan  and  Richer,  P.O.  Box  G,  Jona,  Louisiana. 

Me.ssrs.  Caldwell  and  Whitten,  308  Main  Street,  P.O.  Drawer  GG6,  Jonesboro, 

Louisiana  71251. 
Messrs.  Debaillon  &  Miller,  1030  Lafa.yette  Street,  P.O.    Box  2069,    Lafaj^ette, 

Louisiana  70501. 
Messrs.  Jones,  Kimball,  Harper,  Tete  &  Wctherill,  Gulf  National  Bank  Building, 

P.  O.  Box  910,  Lake  Charles,  Louisiana  70()01. 
Remy  F.  Gross,  II,  Esq.,  100  West  Fifth  at  Main,  Post  Office  Drawer  E.,  Laplace, 

Louisiana  70068. 
Ted  R.  Broyles,  Esq.,  P.O.  Box  1368,  Leesville,  Louisiana. 
Marc  Dupuy,  Jr.,  300  North  Monroe,  Marksville,  Lousiiana  71351. 
Charles  A.  Marvin,  Esq.,  Messrs.  Campi)ell,  Canii^bell,  Marvin  <fe  Johnson,   105 

Pearl  Street — P.O.  Box  834,  Minden,  Louisiana  71055. 
Messrs.   Davenport,   Files  &   Kelly,   704  North  Fourth   Street,    P.O.    Box   2977, 

Monroe,  Louisiana  71201. 
Russell  T.  Tritico,  Esq.,  Messrs.  Tritico,  Tritico,  Hanks,  Findlav  and  Guarisco, 

514  Front  Street,  Morgan  Citv,  Louisiana  70380. 
Daniel  T.  Murchison,  P.O.  Box  226,  Natchitoches,  Louisiana  71457. 
Messrs.  Beard,  Blue  &  Schmitt  &  Treen,  Suite  300— The  Howard  Triangel,  833 

Howard  Avenue,  New  Orleans,  Louisiana  70113. 
Messrs.  Bronfin,  Heller,  Feldman  &  Steinljerg,  Whitney  Building,  New  Orleans 

70130. 
John  Wayne  Jewell,  P.O.  Box  156,  New  Roads,  Louisiana  70760. 
James  E.  Stainback,  Esq.,  Ill  A.  Sixth  Avenue,  Oakdale,  Lousiaina  71463. 
Messrs.   Garland  &  DeJean,   162  W.  Bellevue  Street,   P.O.    Box   61,    Opelousas, 

Louisiana. 
Robert  L.  Freeman,  Box  455,  Plaquemine,  Louisiana  70764. 
Messrs.  Cotton,  Bolton  &  Kircus,  P.O.  Box  719,  Rayville,  Louisiana  71289. 
0.  L.  Waltman,  Jr.,  Esq.,  Messrs.  Waltman  &  Napper,  Box  697,  Ruston,  Louisi- 
ana 71270. 
Me.ssrs.  Waltman,  Napper  &  Madden,  203  South  Vicuna  Street,   P.O.  Box  697, 

Ruston,  Louisiana  71270. 
Messrs.  Stagg,  Cady  &  Beard  ,406  Petroleum  Tower,  Shreveport,  Louisiana  71101. 
Messrs.  Kilbourne.  Dart  &  Jackson,  P.O.  Drawer  489,  St.  Francisville,  Louisiana 

70775. 
C.  Calvin  Adams,  Jr.,  Esq.,  Box  432,  Tallulah,  Louisiana  71282. 
Messrs.  Caillouet  &  Wise,  102  West  Second  Street,   P.O.  Box  690,   Thibodaux, 

Louisiana  70301. 
Messrs.  Moss  &  Moss  P.O.  Box  469,  Winnfield,  Louisiana  71483. 
John  Barkley  Knight,  Jr.,  Esq.,   1206  Pine  Street,    P.O.    Box   667,    Winnsboro, 

Louisiana  71295. 

MAINE 

Norman  Minsky,  Esq.,  Messrs.  Gross,  Minsky  &  Mogul,  94  Harlow  Street, 
Graham  Bldg.,  Bangor,  Maine  04401. 

MARYLAND 

Rullman  &  Stevens,  15  West  Street,  Annajjolis,  Maryland  21409. 

Wilham  C.  Rogers,  Jr.,  Esq.,  Baltimore,  Maryland. 

George  D.  Hubbard,  Esq.,  Messrs.  Semmes,  Bowen  and  Semmes,  10  Light  Sti-eet, 
Baltimore  2,  ALaryland. 

Messrs.  Dukes,  Troese,  Mann  &  Wilson,  Maryland  Building  Hyattsville,  Mary- 
land 20781. 

Messrs.  Barbour  &  Zverina,  107  St.  Mary's  Avenue,  LaPIata,  Maryland  20646. 

Messrs.  Downes  &  Seiland,  202  West  Pennsylvania  Avenue,  Towson,  Maryland 
21204. 

MASSACHUSETTS 

Joseph  L.  Tauro,  Esq.,   Messrs.  Jaffee  and  Tauro,  One  Center  Plaza,  Boston, 

Massachusetts  02108. 
Belford  and  Belford,  Esq.,  56  North  Maine  Street,  Fall  River,   Massachusetts 

02722. 
Daniel  J.  Leonard,  Esq.,  607  Bay  State  Building,  LawTence,  Massachusetts  01840. 
Foster  R.  Herman,  Esq.,  206  Masonic  Building,  New  Bedford,   Massachusetts 

02743. 
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MICHIGAN 

Dan  R.  Bruggerman,  112  E.  Front  Street,  Adrian,  Michigan  49221. 

Douglas  Wenzel,  801  W.  Chisholm,  Alpena,  Michigan. 

Hooper,  Hathaway  &  Fichera,  First  National  Bldg.,  Ann  Arbor,  Michigan. 

Lawrence,  Ulrich,  Tripp  &  Pear,  210  E.  Huron,  Ann  Arbor,  Michigan. 

Rae  and  Rae,  607  Michigan  National  Bank  Bldg.,  Battle  Creek,  Michigan  49014. 

Hartwig,  Crow  &  Jones,  Inter-Citv  Bank  Bldg.,  P.O.  Box  476,  Benton  Harbor, 
Michigan  49022. 

Arthur  T.  Iverson,  24.57  Guardain  Bldg.,  Detriot,  Michigan  48226. 

Axford,  Cashen  &  Baird,  2750  Gviardian  Building,  Detroit,  Michigan  48220. 

Beaumont,  Smith  &  Harris,  1100  Ford  Building,  Detroit,  Michigan  48226. 

Riley  &  Roumell,  7th  Floor— Ford  Building,  Detroit,  Michigan  "^48226. 

Peter  T.  Jameson,  1354  Buhl  Building,  Detroit,  Michigan  48226. 

Kasoff,  Young,  Gottesman  &  Kovinskv,  2430  First  National  Bldg.,  Detroit, 
Michigan  48226. 

Dickson,  Wright,  McKean  &  CudUp,  800  First  National  Building,  Detroit, 
Michigan  48226. 

Liberson,  Bernard,  Abramson  &  Fink,  3300  Guardian  Building,  Detroit,  Michigan. 

Katchke  &  Schussell,  Guardian  Building,  Detroit,  Michigan. 

Liberson,  Fink,  Feiler,  Crystal,  3300  Guardian  Building,   Detroit,  Michigan. 

Saitz  &  French,  103  Pennsylvania  Street,  Dowagiac,  Michigan  49047. 

Nelson  &  Hart,  410  Drvden  Building,  Flint,  Michigan  48502. 

Charles  A.  Forrest,  Jr.,  iOOO  Mott  Foundation  Buildhig,  Flint,  Michigan  48502. 

Russell  and  Ward,  865  Union  Bank  Bldg.,  Grand  Rapids,  Michigan. 

Fleming  &  Fleming,  204''^  S.  Jackson  Street,  Jackson,   Michigan  49201. 

Robert  J.  Barber,  316-317  Michigan  Building,  Kalamazoo,  Michigan. 

Stanley  M.  Krawetz,  8196  Secor  Road,  Lambertville,  Michigan  48144. 

Farhart,  Burnes  &  Luoma,  417  Seymour  Avenue,  Lansing,  Michigan  48933. 

Farhart,  Burns  &  Story,  417  Seymour  Avenue,  Lansing,  Michigan  48933. 

Jenkins,  Fortescue,  Miller  &  Nystrom,  18451  W.  Twelve  Mile  Road,  Lathrup 
Village,  Michigan. 

Johnson  &  Wendt,  Two  Crocker  Boulevard,  Mt.  Clemens,  Michigan  48043. 

Parmenter,  Forsythe  &  Rude,  500  National  Lumbermen's  Bank  Bldg.,  Muskegon, 
Michigan. 

Cordon  &  Flanigan,  409  Fort  Street,  Port  Huron,  Michigan  48060. 

John  N.  O'Brien,  Washington  Square  Plaza,  Royal  Oak,  Michigan  48067. 

Walker,  Troester  &  Picard,  820  N.  Michigan,  Saginaw,  Michigan  48602. 

Bauer,  Smith,  Bovill,  Joseph  &  Wolf,  3434  Davenport,  Saginaw,  Michigan  48602. 

Nussbaum,  McEvoy  &  Moscow,  P.C.,  20833  Southfield  Road— Suite  100,  South- 
field,  Michigan  48075. 

Bonk,  Pollick  &  Wartell,  Suite  904,  One  Northland  Plaza  Bldg.,  20755  Greenfield 
Road,  Southfield,  Michigan  48075. 

Nussbaum,  Stacey  &  McEvoy,  P.C,  20833  Southfield  Road,  Suite  100,  South- 
field,   Michigan  48075. 

Roper-Mevers  &  Hann,  132  E.  Main,  Zeeland,  Michigan  49464. 

George  C.  Kempton,  1126  E.  Front  Street,  Traverse  City,  Michigan  49684. 

MINNESOTA 

Weaver,  Talle  &  Herrick,  316  E.  Main  Street,  Anoka,  Minnesota  55303. 
James  D.   Ramsted,  c/o  Irvine,  Ramsled  and  Quam,  Box  683,   Detroit  Lakes, 

Minnesota  56501. 
Welter  &  Rosenthal,  5618  56th  Avenue,  N.,  Minneapolis,  Minnesota. 
Maloney,    Carroll   &    Olson,    1210    First    National    Bank    Bldg.,    Minneapolis, 

Minnesota. 
Robert  A.  Forsythe,  7600  Park  Lawn,  Minneapolis,  Minnesota. 
Dingle,  Krieger  &  Patterson,  220  Northwestern  National  Bank  Bldg.,  Rochester, 

Minnesota. 
Le  Vander,  Gillen,  Miller  &  INIagnuson,  200  Drovers  Bank  Building,  South  St. 

Paul,   Minnesota  55075. 
O'Neil,  Burke  &  O'Neil,  60  West  4th  Avenue,  St.  Paul,  Minnesota  55102. 

MISSISSIPPI 

Charles  K.  Pringle,  127  W.  Jackson  Street,  Pringle  Bldg.,  P.O.  Box  292,  Biloxi, 

Mi.ss.  39533. 
Rushing  &  Guice,  P.O.  Box  153,  331  Reynoir  St.,  Biloxi,  Miss.  39533. 
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Eugeno  B.  Giflford,  P.O.  Box,  2.54,  Boonevillo,  Miss.  38S29. 

Jerry  T.  Johnston,  P.O.  Box  462,  Coiirt  House  »Square,  Brandon,  IMi.s.s.  39042 
Lloyd  G.  SjMvey,  Jr.,  P.O.  Box  2S6,  156  N.  Liberty  St.,  Canton,  Miss.  39046. 
Holcomb,  (Jiirtis  &  Connell,  P.O.  Box  368,  152  Delta  Avenue,  Clarksdale,  Miss. 

38614. 
James  L  Tims,  P.O.  Box  700,  Cleveland,  Miss.  3S732. 
Dale  &  L^^ton,  P.O.  Box  603,  328  Church  Street,  Columbia,  ]\Iiss.  39429 
Burgin,   Cholson,   Hioks  &  Nichols,   P.O.   Box  32,   518  North    Second  Avenue, 

Columbus,  Miss.  39701. 
Thomas  C.  Harvev,  Jr.,  P.O.  Box  602,  Suite  107,  Waters  Bldg.,  Columbus,  Miss. 

39701. 
Osborn  G.  Idom,  P.O.  Box  336,  222  E.  Main  Street,  Forest,  INIiss.  39074. 
Stacy  B.  Russell,  307  Canton  Street,  Fulton,  Miss.  3S843. 
Porter  W.  Peteet,  P.O.  Box  263,  Greenwood,  Miss.  38903. 
(iray  &  Montague,  201  Carter  Building,  Hattiesburg,  Miss.  39401. 
John  P.  Fox,  P.O.  Box  167,  330  E.  INIadison  Street,  Houston,  Miss.  38851. 
Clark,  Davis  &  Belk,  P.O.  Box  229,  200  Second  Street,  Indianola,  Miss.  38751. 
Clark  &  Clark,  601  Highway  25  South,  luka.  Miss.  38852. 
Perry,  Phillips,  Crickett,  Peters  &  Morrison,  P.O.  Box  22628,  Deposit  Guaranty 

National  Bank  Bldg.,  Jack.son,  Miss.  39205. 
McGee  &  Bogen,  P.O.  Box  291,  Leland,  Miss.  38756. 

Reeves,  Brumfield  &  Reeves,  Box  998,  210  Third  Street,  McComb,  Miss.  38732. 
George  G.  Wilhamson,  P.O.  Box  687,  Mendenhali,  Miss.  39114. 
Roy  Pitts,  P.O.  Box  1606,  Suite  300,  Rosenbaum  Bldg.,  Meridian,  Miss.  39301. 
Graham  H.  Hicks,  P.O.  Box  364,  Natchez,  Miss.  39120. 
Freeland  &  Gafford,  P.O.  Box  269,  Oxford,  Miss.  38655. 

Megehee  &  Brown,  P.O.  Box  787,  369  Watts  Avenue,  Pascagoula,  Miss.  39567. 
Tnlane  E.  Posey,  Jr.,  Route  1,  Plantersville,  Miss.  38862. 
John  Paul  Moore,  P.O.  Box  414,  Starkville,  Miss.  39759. 
Dent,  Ward,  Martin  &  Terry,  P.O.  Box  789,  Merchants  Bank  Bldg.,  Vicksburg, 

Miss.  39180. 
Ted  Russell,  Box  313,  Yazoo  Citv,  Miss.  39194. 


Patrick,  Horner,  Esq.,  Aluxvasse,  Missouri  65231. 

Messrs.  Vogel  &  Frve,  220  North  Lorimier,  P.O.  Box  307,  Cape  Girardeau, 
Missouri  63701. 

Messrs.  Cook  and  Cook,  3233^  South  Main,  P.O.  Box  635,  Carthage,  Mis.souri 
64836. 

Joe  R.  EUis,  Esq.,  700  West  Street,  Ca.ssville,  Missouri  65625. 

Messrs.  Chapman  and  Chapman,  903  Jackson  Street,  Chillicathe,  Missouri 
64601. 

Messrs.  Millcap,  Neil  &  Eyerman,  Suite  407,  130  South  Bemiston  Avenue,  Clay- 
ton, Missouri  63105. 

Messrs.  Beckett  &  Simon,  Suite  305  Executive  Bldg.,  601  East  Broadway,  Co- 
lumbia, Missouri  65201. 

James  C.  Butcher,  Esq.,  Messrs.  Butcher  &  IMarshall,  9  North  Eighth  Street, 
Columbia,  Missouri  65201. 

Ray  L.  Shubert,  Esq.,  Mess:-s.  Shubert  ,  Hight  &  Ballew,  104  East  Pearl  Street, 
Harrisonville,  INIissouri  64701. 

Maurice  W.  Covert,  Esq.,  Box  97,  Houston,  Missouri  65483. 

John  W.  Mitchell,  Esq.,  610  North  River,  Independence,  Mis.souri  64050. 

John  C.  Dods,  Esq.,  Messrs.  Shook,  Hardy,  Ottman,  Mitchell  and  Bacon,  915 
Grand  Avenue,  Kansas  City,  Missouri  04106. 

Messrs.  Crews  &  Milliard,  1S20  West  91st  Place,  Kansas  City,  Missouri  04114. 

Eldon  L.  Lackey,  Esq.,  402  W\nltower  Building,  Kansas  City,  IVIissouri  64106. 

Messrs.  Ford,  Ford  and  Crow,  Cotton  Exchange  Bank  Building,  Kennett,  Mis- 
souri 63857 

Messrs.  Huff  and  Huff,  79  South  Jefferson  Avenue,  Marshall,  Missouri  65340. 

G.  Andy  Runge,  Esq.,  Messrs.  Edwards,  Seigfreid  &  Rimge,  123  East  Jackson 
Street,  Mexico,  Missouri  65265. 

Messi-s.  Douglas,  Douglas  &  Douglas,  Douglas  Bviilding,  Neosho,  Missouri  64850. 

Charles  L.  Spitler,  Esq.,  Messrs.  Sharp  and  Hatlev,  P.O.  Box  238,  New  Madrid, 
Missouri  63809. 

Robci-t  F.  Middleton,  Esq.,  Messrs.  Ewins,  Ewing,  Carter,  Wight,  Woodfull  and 
Middleton,  P.O.  Box  287,  Nevada,  Missouri  67472. 
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George  W.  O'Larry,  Esq.,  204  North  Second  Street,  Schulte  Building,  P.O.  Box 

39,  St.  Charles,  Missouri  63301. 
Messrs.   Lamm,   Barnett,   Crawford  &  Barnes,   118  West  Fifth  Street,  Sedalia, 

Missouri  65301. 
Franklin   T.   Thackery,   Esq.,    Messrs.   Smith,    Utz,   Litvak,  &  Thackery,    1208 

Corby  Building,  Saint  Joseph,  Missouri  64501. 
Messrs.  Dalton  &  ZoUmann,  416  Jefferson  Street,  St.  Charles,  Missouri  63301. 
Barry  A.  Short,  Esq.,  Suite  416-1015  Locust  Street,  St.  Louis,  Missouri  63101. 
Messrs.  Lillev  &  Cowan,  Suite  221  Woodruff  Building,  P.O.  Box  1305,  Springfield, 

Missouri  65805. 
James  A.   Rahm,  Esq.,   Messrs.  Hensley  &  Rahm,  604  North  Maguire  Street,, 

Warrensburg,  Missouri  64093. 
Garrett  R.  Crouch,  Warrensburg,  Missouri  64903. 

MONTANA 

Wade  J.  Dahood,  Knight,  Dahood,  Mackay  &  McLean,  P.O.  Box  727,  Anaconda,. 

Montana  59711. 
Jeffrey  J.  Scott,  Scott,  Scott  &  Baugh,  First  Citizens  Bank  Building,  Billings, 

Montana  59101. 
M.  O.  Wordal,  Church,  Harris,  Johnson  &  Williams,  P.O.  Box  1645,  Great  Falls, 

Montana  59401. 
James,   Crotty  &  Fopp,  333  Great  Falls  National  Bank  Building,   Great  Falls,. 

Montana. 
Marshall    Murray,    Rockwood,    Murray   &    Donahue,    240    First   Avenue    West,. 

Kalispell,  Montana  59901. 
Stephen  Granat,   Granat  &  Cole,  First  State  Bank  Building,   Malta,   Montana 

59538. 

NEBRASKA 

Phihp  H.  Robinson,  Jr.,  2208  Hancock  Street,  Bellevue,  Nebraska  68005. 
Ray  C.  Simmons,  Fremont  National  Bank  Bldg.,  Fremont,  Nebraska  68025. 
Pierson  &  Pierson,  Room  307,  1220  J  Street,  Lincoln,  Nebraska  68508. 
Kutak,    Rock,    Campbell  &  Peters,    1700    Woodmen  Tower,   Omaha,    Nebraska 

68102. 
Martin,  Davis,  Mattoon  &  Matzke,  Box  218,  Sidney,  Nebraska  69162 

NEVADA 

Douglas  R.  Pike,  P.O.  Box  127,  Las  Vegas,  Nevada  89101. 

NEW    HAMPSHIRE 

INIessrs.  Stf»,nley  and  Tardif,  43  Concord  Street,  Concord,  New  Hampshire  03301. 

NEW    JERSEY 

Messrs.  Tort  &  Daniels,  1421  Atlantic  Avenue,  Atlantic  City,  New  Jersey  08401.. 
Sydney  Shulman,  Esq.,  28  West  22nd  Street,  Bayonne,  New  Jersey  07002. 
Matthew  Aaron,  Esq.,  204  Feinstein  Building,  Bridgeton,  New  Jersey  09302. 
Foster  C.  Ergood,  Esq.,  Ergood  &  Asbell,  201   Black  Horse  Pike,  Blackwood, 

New  Jersey  08102. 
Ballen,  Batoif  &  Laskin,  Camden,  New  Jersey. 

John  L.  Ludlam,  Esq.,  421  Washington  Street,  Cape  May,  New  Jersey  08204. 
Raymond  B.  Drake,  Esq.,  Center  St.  and  Grayrock  Rd.,  P.O.  Bt)x  5258,  Chnton, 

New  Jersey  08809. 
Messrs.    Charles,    Pluese  &   Sturm,    P.C,    610   Haddon   Avenue,    CoUingswood 

New  JerseA^ 
Messrs.    Gross,    Demetrakis  &   Donohue,   One   Essex  Street,   Hackensack,   New 

Jersey  07601. 
Joseph  G.   Houston,  Esq.,  216  High  Street,  Hackettstown,  New  Jersey  07840. 
Gagliano,  Tucci  &  Kennedy,  495  Broadway,  Long  Branch,  New  Jersey  07740. 
Messrs.   Seleskv,   Kolsky  &   Kravarik,  22  Kirkpatrick  Street,   New  Brunswick,. 

New  Jersey  08903. 
Messrs.  Mc Govern  &  Roseman,  Sussex  &  Merchants  Nat'l  Bank  Bldg.,  NewLou, . 

New  Jersey  07860. 
Messrs.  Segreto  &  Segreto,  27  Hamilton  Street,  Paterson,  New  Jersey  07505. 
Reisdorf  and  Jaffe,  8  Mountain  Avenue,  Springlield,  New  Jerse.y  07081. 
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Messrs.  Bourne  and  Noll  382  Springfield  Avenue,  Summit,  New  Jersej^  07901. 
Anton  J.  Hollendonner,  Esq.,  219  East  Hanover  Street,  Trenton,  New  Jersey. 
Messrs.  Deubel  &  Estrin,  2424  Morris  Avenue,  Union,  New  Jerse.y. 
Edward  Casel,  Esq.,  iloute  130,  Box  695,  Willingboro,  New  Jersey  08046. 

NEW    MEXICO 

Messrs.  Shipley,  Durrctt,  Whorton  &  Conway,  307  Eleventh  Street,  P.O.  Box  750 

Alamogordo,  New  Mexico  88310. 
Clarence  Bass,  1024  Simms  Building,  Albuquerque,  New  Mexico  87101. 
Turner  W.  Branch,  Esq.,  Suite  1400,  National  Building,  505  Marquette  North- 
west,  P.O.   Box   1903,   Albuquerque,   New  JNIexico  87101. 
M.  J.   Clayburgh,   Esq.,   Messrs.   Cornell  and  Clayburgh,   Suite  612,   Sunshine 

Building,  Albuquerque,  New  Mexico  87101. 
J.  Michael  Keller,  P.O.  Box  4098,  Albuquerque,  New  Mexico  87106. 
Joseph  O' Dryer,  P.O.  Box  4098,  Albuquerque,  New  Mexico  87106. 
Messrs.  Robinson  and  Stevens,  Simms  Building,  P.O.  Box  787,  Albuquerque, 

New  Mexico  87103. 
Charles  R.  Thompson,  Suite  1400,  National  Building,  505  Marquette  Northwest, 

Albuquerque,  New  Mexico  87101. 
James  H.  Welch,  P.O.  Box  4098,  Albuquerque,  New  Mexico  87106. 
Messrs.   Wilson,   Ahern,   Montgomery  &  Albert,   1401   University  Blvd.,  N.E., 

Albuquerque,  New  Mexico  87106. 
William  F.  Young,  P.O.  Box  4098,  Albuquerque,  New  Mexico  87106. 
Edwin   L.    Yudin,   Esq.,   6022   Constitution  Avenue,   N.E.,   Albuquerque,   New 

Mexico  87110. 
Maj^o  T.  Boucher,  Esq.,  702  Dalies  Avenue,  P.O.  Box  227,  Belen,  New  Mexico 

87002. 
Dick  A.  Blenden,  Esq.,  P.O.  Box  370,  Carlsbad,  New  J^.Iexico  88220. 
Michael  F.   McCormick,   Esq.,   Messrs.   McCormick,   Lusk,  Paine  and  Freezer, 

P.O.  Box  1718,  Carlsbad,  New  Mexico  88220. 
Messrs.   Walker,  Hart  &   Laflin,   113  East   Grand,   P.O.   Drawer   1479,   Clovis, 

New  Mexico  88101. 
INIessrs.  Quinn  and  Bonem,  123  West  Fourth,  P.O.  Box  490,  Clovis,  New  Mexico 

88101. 
Jack  M.  Morgan,  Esq.,  205  First  National  Bank  Building,  P.O.  Box  1612,  Farm- 

ington.  New  Mexico  87401. 
Messrs.  Rose  and  Johnson,  Suite  204,  New  Mexico  Bank  and  Trust  Building, 

220  West  Broadway— P.O.  Box  159,  Hobbs,  New  Mexico  88240. 
Messrs.  Darden  &  Sage,  200  West  Las  Cruces  Avenue,  P.O.  Drawer  578,  Las 

Cruces,  New  Mexico  88001. 
Gordon  L.  Gaj',  Esq.,  J.  P.  White  Building,  P.O.  Box  1491,  Roswell,  New  Mexico 

88201. 
Messrs.  Zinn  and  Donnell,  209  East  March  Street,  Santa  Fe,  New  Mexico  87501 . 
Asa  Kellv,  Jr.,  Esq.,  P.O.  Box  1036,  100  East  Market  Street,  Silver  City,  New 

Mexico  88061. 
Eugene  E.  Brockman,  Esq.,  209*2  South  2nd,  Box  974,  Tucumcari,  New  ^Mexico 
88401. 

NEW  YORK 

English,  Cianciulli,  Reisman  &  Peirez,  1501  Franklin  Avenue,  ^lineola.  New 
York  11501. 

Goetz  &  Goldstein,  100  East  Old  Country  Road,  Mineola,  New  York  11501. 

Messrs.  Mitchell  &  Mina,  26  Broadway,  New  York,  New  York  10004. 

Hercules  Ruffolo,  Esq.,  2936  Wilkinson  Avenue,  New  York,  New  York. 

Phihp  Irwin  Aaron,  Esq.,  45  John  Street,  New  York,  New  York  10038. 

George  G.  Bernhai'd,  Esq.,  7  Broad  Street,  Pawlings,  New  York  12564. 

N.  Michael  Lo  Russo,  ICsq.,  96-09  Springfield  Boulevard,  Queens  Village,  New 
York  11429. 

Bernard  D.  Levine,  Esq.,  321  Executive  Office  Bldg.,  36  ]Main  Street,  West 
Rochester,  New  York  14614. 

Phillip  J.  Skehan,  Esq.,  Messrs.  Traynor,  Skehan  &  Marks,  404  Executive  Bldg., 
Rochester,  New  York. 

John  G.  Hall,  Esq.,  Messrs.  Each,  Sipp  &  Hall,  P.O.  Box  87,  Staten  Island,  New 
York  10304. 

George  W.  Gregg,  Esq.,  Messrs.  Melvin  and  Melvin,  700  Merchants  r>ank  Build- 
ing, Syracuse,  New  York  13202. 
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Messrs.  Curci,  Clancv  &  Curci,  3140  Fulton  Street,  Brooklyn,  New  York  11208. 

Peter  Deutsch,  Esq.,  32  Court  Street,  Brooklyn,  New  York  11201. 

Louis  Friedland,  Esq.,  Friedland  &  Le Vinson,  2211  Church  Avenue,  Brooklyn, 

New  York  11226. 
Hutton  &  Hoiahan,  32  Court  Street,  Brooklyr,  New  York  11201. 
Ocko  &  Tanner,  1044  Rutland  Road,  Brooklvn,  New  York. 
Phillips,  Lvtle,  Hitchcock,  Blaine  &  fluber,  "l300  Marine  Trust  BIdg.,  Buffalo, 

New  York  14203. 
Charles  G.  Spinner,  5.5.3  Ellicott  Square  Bldg.,  Buffalo,  New  York  14203. 
Albert  Jakoljson,  Esq.,  67  Main  Street,  Canton,  New  York. 
Donald  D.  Cole,  Esq.,  Messrs.  Cole  &  Sbedico,  417-419  Robinson  Building,  El- 

mira,  New  York  14901. 
jVIilton  Sher,  176-60  Union  Turnpike,  Flushing,  New  York  11366. 
Pi.alph  Herbert  Kress,   Esq.,  37-09  Thirtieth  Avenue,   Long  Island  Citv,   New 

York  11103. 

NORTH  CAROLINA 

Ernest  H.  Morton,  Jr.,  128  N.  Second  Street,  Albemarle,  N.C.  28001. 

Coltrane  &  Gavin,  P.O.  Box  786,  137  Law  Bldg.,  Asheboro,  N.C.  27203. 

Williams,  Morris  &  Golding,  P.O.  Box  7316,  Asheville,  N.C.  28807. 

Moore  &  Biberstein,  Walker  St.,  Bargaw,  N.C.  28425. 

William  R.  White,  Box  427,  Brevard,  N.C.  28712. 

T.  Paul  Messick,  Wachovia  Bank  Bldg.,  Burlington,  N.C.  27215. 

Carson  &  Reynolds,   (Scarborough,  Haywood  &  Carson),  Suite  323  Law  Bldg., 

Charlotte,    N.C.    28202. 
Powe,  Porter  &  Alphin,  P.O.  Box  3843,  Suite  800-301  W.  Main  St.,  First  Union 

National  Bank  Bldg.,  Durham,  N.C.  27702. 
W.  J.  P.  Earnhardt,  Jr.,  P.O.  Box  445,  Hotel  Joseph  Hewes  Bldg.,  Edenton,  N.C. 

27932. 
White,  Hall&  Mullen,  306  Kramer  Bldg.,  EHzabeth  City,  N.C.  27909. 
Finger  &  Park,  P.O.  Box  557,  Elkin,  N.C.  28621. 
J.  William  Anderson,  (Coolidge  &  Anderson),  Mansard  Roof  House,  214  Mason 

St.,  P.O.  Box  153,  Fayetteville,  N.C.  28302. 
Daniel  J.  Walton,  Lawyers  Bldg.,  170  W.  Main  Avenue,  Gastonia,  N.C.  28052. 
Julian  T.  Gaskill,  P.O."Box  1221,  Court  Square  Bldg.,  Goldsboro,  N.C.  27530. 
Jordan  J.  Frassineti,  Jefferson  Standard  Bldg.,  Greensboro,  N.C.  27401. 
Robert  R.  Browning,  P.O.  Box  302,  Greenville,  N.C.  27834. 
Garren  &  Stepp,  414  N.  Church  Street,  Hendersonville,  N.C.  28739. 
G.  Hunter  Warlick,  P.O.  Box  182,  First  Security  Bldg.,  Hickory,  N.C.  28601. 
Robert  E.  Lock,  P.O.  Box  592,  111  Old  Bridge  Street,  Jacksonville,  N.C.  28540. 
William  E.  Craft,  P.O.  Box  6,  Kenansville,  N.C.  28349. 
Wallace,  Langley  &  Barwick,  P.O.  Box  546,   115  S.  Queen  St.,  Kinston,  N.C. 

28501. 
DeLapp,  Ward  &  Hedrick,  Court  House  Square,  Lexington,  N.C.  27292. 
Lee  &  Lee,  Lee  Building,  208  E.  Fifth  St.,  Lumberton,"N.C.  28358. 
Gardner  &  Gardner,  304  Franklin  St.,  Mount  Airy,  N.C.  37030. 
Revellecfe  Burleson,  P.O.  Box  448,  201  N.  Main  Street,  Murfreesl^oro,  N.C.  27855 
McKeever&  Edwards,  Suite  2,  Professional  Bldg.,  ?ilurphy,  N.C.  28906. 
Sumrell  &  Charmichnel,  P.O.  Box  91,  405-7  Elks  Bldg.,  New  Bern,  N.C.  28560. 
Watkins  &  PMmundson,  119  McClanahan  St.,  Oxford.  N.C.  27565. 
Bailey  &  Bailey,  202  E.  Water  St.,  Plymouth,  N.C.  27962. 
Cockman,  Alvis  &  Aldridge,  (Du)jree,  Weaver,  Horton,  Cockman  &  Alvis),  P.O. 

Box  17623,  Suite  210—3820  Merton  Dr.,  North  Hills  Office  Center,  Raleigh, 

N.C.  27609. 
IMoore  &  Dicdrick,  P.O.  Box  702,  Alford  Bldg.,  Rockv  Moiuit,  N.C.  27801. 
John  L.  Holshouser,  Jr.,  309  N.  INlain  St.,  Sahsburv,  N.C.  28144. 
Odcll  Sapp,  629  W.  Innes  St.,  P.O.  Box  56,  Sahsbiiry,  N.C.  28144. 
Woodson,  Hudson  &  Busby,  P.O.  Box  829,  201  W.  Council  St.,  Salisbury,  N.C. 

28144. 
Gavin,  Jackson  &  Gavin,  P.O.  Box  39,  114  Wicker  St.,  Sanford,  N.C.  27330. 
Hamrick,  Mauney  &  Flowers,  P.O.  Drawer  1447,  201-203  Peller  Bldg.,  Shelby, 

N.C.  281.50 
Frink  &  Fov,  P.O.  Box  485,  109  E.  Moore  St.,  Southport,  N.C.  28461. 
Warren  H.  Pritchard,  Si)ruce  Pine,  N.C.  28777. 

Chamblee,  Nash  &  Frank,  114  Court  St.,  P.O.  Box  147,  Statesville,  N.C.  28677. 
Pope,  iMcMillan  &  Bender,  116  Court  Street,  Statesville,  N.C.  28677. 
Raymer,  Lewis  &  ]']iscle,  P.O.  Box  127,  North  Carolina  National  Bank  Bldg., 

Statesville,  N.C.  28677. 
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Wilkinson,  Vosburgh  &  Thompson,  Box  732,  Wa-'hington,  N.C.  27889. 
Rountrce  &  Clark,  P.O.  Box  1409,  222  Princess  St.,  Wilmington,  N.C.  28401. 
Marshall,  Williams,   Gorham  &  Brawlev,   14  8.  Fifth  Street,  Wilmington,  N.C. 

28401. 
Moore,  Moore  &  Wca\er,  P.O.  Box  69.3,  309  W.  Green  Street,  Wilson,  N.C.  27893. 

NORTH  DAKOTA 

Orville  A.  Schulz,  322  Main  Avenue,  New  Salem,  North  Dakota. 

OHIO 

Kenneth  B.  Baker,  601  Evans  Building,  Akron,  Ohio  44308. 

Claude  W.  Nicholson,  Jr.,  4r)44  Main  Avenue,  Ashtabula,  Ohio  44004. 

Walker,  Bradford  &  Hill,  40  South  Third  Street,  Batavia,  Ohio  4.')  1 03. 

Kellv  &  Yoder,  Bellefoutaine  National  Bank  Building,  Bellefontaine,  Ohio  43311. 

Marsh  &  Crowley,  133  N.  Prospect  Street,  Bowling  Green,  Ohio  43402. 

Kermit  K.  Neeley,  1327  Pearl  Road,  Brunswick,  Ohio  43302. 

Cory&  Brown,  2nd  National  Bank  Building,  Bucyrus,  Ohio  44820. 

Black,  McCuskey,  Souers&  Arhaugh,  1200  Harter  Building,  Canton,  Ohio. 

Lee  R.  Dabbelt,  118  W.  Market  Street.  Celina,  Ohio  4.3822. 

David  L.  Barrett,  280  Yoctangee  Parkway,  Chillicothe,  Ohio  4.5601. 

Kruse,  Outcalt  &  Undercoffer,  411  First  National  Bank  Building,  Cincinnati, 

Ohio  4.3202. 
Frost  &  Jacobs,  2900  DuBois  Tower,  ,311  Walnut  Street,  Cincinnati,  Ohio  4.3202. 
Kvle  F.  Brooks,  2109  Central  Trust  Tower,  Fourth  &  Vine  Streets,  Cincinnati, 

Ohio  4.3202. 
Waite,  Schindel,  Bajdess  &  Schneider,  1318  Central  Trust  Tf)wer,  Cincinnati,  Ohio 

4.3202. 
Kenneth  M.  Robbins,  214^/4  S.  Court  Street.  Circleville,  Ohio. 
Dan  W.  DufTy,  10th  Floor— National  City  Sixth  Bldg.,  Cleveland,  Ohio  44114. 
Lopresti&  Brofman,  One  Public  Square  Bldg.,  Suite  711,  Cleveland,  Ohio  44113. 
Nat  Lefton,  336  Engineers  Building,  Cleveland,  Ohio  441 14. 
John  W.  Kellogg,  811.3  Cedar  Avenue,  Cleveland,  Ohio  44103. 
Miles  D.  Evans,  Suite  1022-1940  E.  Sixth  Street,  Cleveland,  Ohio  44114. 
Koplow  Vance  Paller,  1808  The  Superior  Building,  Cleveland,  Ohio  441 14. 
Jappe  &  Neuger,  111.3  Terminal  Tower,  Cleveland,  Ohio  44113. 
Farmer  &  Cizmadia,  2620  Abington  Road  East,  Columbus,  Ohio  43229. 
J.  Allen  Gingery,  Suite  300-1.3.i'  N.  High  Street,  Columbus,  Ohio  4321.5. 
Robert  E.  Boyd,  Jr.,  37  W.  Broad  Street,  Columbus,  Ohio  43215. 
Allbery  &  Roberts,  1200  American  Building,  Dayton,  Ohio. 
Charles  Fred  Alll)ery,  1200  American  Bldg.,  Dayton,  Ohio. 
Kuhns  &  Plattenburg,  .315  Hulman  Building,  Dayton,  Ohio  45402. 
Jablinski,  Folino  &  Roberts,  202  American  Building,  Davton,  Ohio  45402. 
Tom  B.  Radabaugh,  703  Gem  City  Building,  Davton,  Ohio  45401. 
Clifton  E.  Plattenburg,  Jr.,  515  Hulman  Building,  Dayton,  Ohio  4.5402. 
Young  &  Alexander,  367  West  Second  Street,  Dayton,  Ohio  4.5402. 
Kellar-Blair  &  Kunkel,  27  West  Central  Avenue,  Delaware,  Ohio  43015. 
Garver  Oxley,  301  E.  Main  Cross  Street,  Findlay,  Ohio. 
Stern  &  Bowlus,  207  N.  Park  Avenue,  Fremont,  Ohio. 

Bruewer,  Moser  and  Masana,  220  Dollar  Federal  Building,  Hamilton,  Ohio  45011. 
Hapner  &  Hapner,  100  S.  High  Street,  Hillsboro,  Ohio  45133. 
M.  D.  Slavens,  167  Broadway  Street,  Jackson,  Ohio  45640. 
Faulkner  &  Faulkner,  353  N.  Detroit  Street,  Kenton,  Ohio  44240. 
William  C.  Dagger,  140  E.  Main  Street,  Lancaster,  Ohio  43130. 
Cranmer  &  Turkelson,  14  E.  Silver  Street,  Lebanon,  Ohio  45036. 
Allan  D.  Dobnicker,  1002  Cook  Tower,  Lima,  Ohio  45801. 
Charles  A.  Pike,  37  North  Park,  Lisbon,  Ohio  44432. 
Wallace  V.  Nichols,  9  South  Union  Street,  London,  Ohio  43140. 
Joseph  C.  Zieba,  606  Broadway,  Lorain,  Ohio  44051. 

Anderson,  Will  &  O'Donnell,  Richland  Trust  Building,  Mansfield,  Ohio  44902. 
J.  W.  Rogers,  150  E.  Center  Street,  Marion,  Ohio  43302. 
George  Hatfield,  707  Trust  Building,  Newark,  Ohio  43055. 

Donaldson    Colgrove    Cardinal,   16  N.  St.  Clair  Street,  Pain?sville,  Ohio  44077 
John  F.  DeMuth,  110  E.  Jackson  Street,  Paulding,  Ohio  45879. 
Kimble,    Schapiro,    Stevens,    Harcha  &    Young,    600   National    Bank    Building, 

Portsmouth,  Ohio  4.5662. 
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Ford  &  Kainrad,  200  W.  Main  Street,  Ravenna,  Ohio  44266. 

Kenneth  O.  Stone,  104  N.  Howard,  Sabina,  Ohio  4ol69. 

Smith  &  Lehrer,  308  W.  Adams  Street,  Sandusky,  Ohio  44870. 

Thor  G.  Ronemus,  First  National  Bank  Bldg.,  Springfield,  Ohio  4.5502. 

Morton  Neipp,  Suite  303,  Bell  Bldg.,  Toledo,  Ohio  43624. 

Robert  W.  Rowlev,  309  United  Savings  Bank,  240  Huron  Street,  Toledij,  Ohio 

43604. 
Miller  &  Bazler,  212  W.  Main  Street,  Troy,  Ohio  4.5373. 
Drurv  &  Zeigier,  205  First  Federal  Bldg.,  Van  Wert,  Ohio  45891. 
E.  G".  Ted  Johnson,  501-2  Union  Trust  &  Savings  Bldg.,  Warren,  Ohio  44481. 
Eennis  &  Cartwright,  245  N.  South  Street,  Wilmington,  Ohio  45177. 
Luckart,  Mumaw,  Morrisore,  305  Legal  Arts  Center,  Youngstown,  Ohio  44503. 
Graham  and  Graham,  408  Masonic  Temple  Building,  ZanesviUe,  Ohio  43701. 
George  &  George,  408  Masonic  Temple  Building,  ZanesviUe,  Ohio  43701. 

OKLAHOMA 

Michael  G.  Smith,  Esq.,  Suite  111  Townsend  Bldg.,  Ada,  Oklahoma  74820. 
Messrs.  Ivester  and  Braddock,  Professional  Building,  P.O.  Drawer  898,  Altus, 

Oklahoma  73521. 
Larrv  M.  Weber,  Esq.,  Messrs.  Harbison  &  Weber,  309  NBC  Building,  Altus, 

Olilahoma  73521. 
Ted  J.  Pasley,  Esq.,  Messrs.  Wallace  and  Bickford,  P.O.  Box  1027,  First  Avenue 

and  B  Street,  S.W.,  Ardmore,  Oklahoma  73401. 
Thomas  W.  Brown,  Esq.,  Messrs.  Garrison,  &  Brown,  P.O.  Box  1217 — 415  E.  5th 

Street,  Bartlesville,  Oklahoma  74003. 
Wilhani  A.  Vassar,  Esq.,  824  Manvel  Avenue,  Box  526,  Chandler,  Oklahoma  74834. 
Messrs.  VanDyck  and  Hays,  412  Petroleum  Building,  Chickasha,  Oklahoma  73018. 
A.   G.  Murrav,  Jr.,  Esq.,  Messrs.  Bassman,   Gordon,  Mayberrj'  &  Scarth,  212 

South  ^Missouri,  Claremore,  Oklahoma  74017. 
Charles  L.  Goodwin,  Esq.,  110  S.  7th  Street,  Box  344,  Clinton,  Oklahoma  73601. 
Messrs.  Bailev  and  Jones,  Johnston  Building,  P.O.  Box  269,  Cordell,  Oklahoma 

73632. 
Earl  P.   Enos,   Esq.,   301  Security  National  Building,  P.O.  Box  66,  Elk  City, 

Oklahoma  73644. 
Douglas  McKeever,  Esq.,  Messrs.  McKeever,   Glasser,  McKeever  and  Conrad, 

Suite  1002  Broadwav  Tower,  Enid,  Oklahoma  73701. 
Lovd  L.  Benson,  Esq.,"  Messrs.  McBee  &  Benson,  P.O.  Box  486—112  South  9th, 

Frederick,  Oklahoma  73542. 
INIessrs.  LalNIar,  Tryon,  Sweet  &  Field,  P.O.   Drawer  1347,  Professional  Office 

Building,  Guvmon,  Oklahoma  73942. 
Omer  Luellen,  Esq.,  P.O.  Box  96,  Hinton,  Oklahoma  73047. 
James  Bounds,  Box  368,  Hugo,  Oklahoma  74743. 
Lloyd  Story,  Box  368,  Idabel,  Oklahoma  74745. 
George  W.  Armor,  Esq.,  Box  187,  Laverne,  Oklahoma  73848. 
Messrs.  Nicklas,  Parrish  &  Saenz,  516  D  Street,  Lawton,  Oklahoma  73501. 
Messrs.  Bonds,  Matthews  &  Mason,  444  Court  Street,  P.O.  Box  1906,  IMuskogee, 

Oklahoma  74401. 
A.  Carl  Robinson,  Esq.,   Messrs.  Roljinson  &  Summers,  213  No.  Third  Street, 

P.O.  Box  87,  Muskogee,  Oklahoma. 
Frank  D.  McSherrv,  Esq.,  15-^-  North  First  Street,  McAlester,  Oklahoma  74501. 
William  L.  Brock,'Esq.,  225  North  Peters,  Norman,  Oklahoma  73069. 
William  H.  Matoon,  Esq.,  118  North  Peters  Avenue,  Norman,  Oklahoma  73069. 
Sam  A.  Townley,  Esq.,  710  High  tower  Building,  Okhxhoma  City,  Oklahoma  73102. 
Jerry  L.  Hemry,  1355  First  National  Building,  Oklahoma  City,  Oklahoma  73102. 
Barry  D.  Mock,  1501  Classen  Boulevard,  Oklahoma  Citv,  Oklahoma  73106. 
Messrs.  McAfee,  Dudlev,  Taft,  Gates,  Mark,  Bond  &  Rucks,  2020  First  National 

Building,  Oklahoma  Citv,  Oklahoma  73012. 
Messrs.  Nichols  &  EUis,  1106  Colcord  Building,  Oklahoma  City,  Oklahoma  73102. 
Messrs.  Hancon  Peterson  &  Tompkins,  401  North  Hudson,  Suite  200,  Oklahoma 

Cit}^  Oklahoma  73101. 
Messrs.  Wright  &  Love,  High  tower  Building,  Oklahoma  City,  Oklahonux  73102. 
Messrs.  Robinson,  Boggess,  Wright,  Love  &  Nance,  Hightower  Building,  Okla- 
homa City,  Oklahoma  73102. 
Dale  F.  Rainev,  McCuUoch  Building,  Okmulgee,  Oklahoma  74447. 
Joe  W.  Curti.s",  Esq.,   Messrs.  Curtis  and  Blanton,  Blanton  Building,  P.O.  Box 

59,  Pauls  Valley,  Oklahoma. 
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Bruce  W.  Gambill,  Esq.,  Messrs.  Kelly  &  Ganibill,  Sixth  at  Kihekah,  Pawhuska, 

Oklahoma  74056. 
Messrs.  Phipps,  Johnson  &  Holmes,  Ponca  Citj'  Savings  and  Loan  Building,  P.O. 

Box  1069,  Pon-a  Citv,  Oklahoma  74601. 
Creekmore  Wallace,  P.O.  Box  7.>8,  Prvor,  Oklahoma  74361. 
James  H.  Ballard,  E-;q.,  P.O.  Box  30;),"  Purccll,  Oklahoma  73018. 
Craig  R.  Tweedy,  Esq.,  Security  Building,  Sapulpa,  Oklahoma  74066. 
Sam  T.  Allen,  III,  Esq.,  Messrs.  Loeffler&  Allen,  Loeffler,  Allen  Building,  Sapulpa, 

Oklahoma  74066. 
Messrs.  Abernathy  &  Baker,  P.  O.  Box  967,  Shawnee,  Oklahoma  74801. 
John  F.  Iludscm,  108  South  Broadway,  Stigler,  Oklahoma  74462. 
Messrs.  Hoel&Horton,  71.o  South  Husband  Street,  Stillwater,  Oklahoma  74074. 
Gene  Mowery,  221  West  Division,  Stilwell,  Oklahoma  74960. 
Millard  F.  Lowrance,  Esq.,  P.  O.  Box  410,  Sulphur,  Oklahoma  730S6. 
R.  James  Unruh,  Esq.,  National  Bank  of  Tvilsa  Building,  Tulsa  Oklahoma  74103. 
John  E.  Wheatlev,  Esq.,  P.  O.  Box  126,  Yukon,  Oklahoma  73099. 
Frederick  L.  Decker,  P.  O.  Box  .516,  Albany,  Oregon  97321. 
Vernon  W.  Robinson,  126  East  Franklin  Avenue,  Bend,  Oregon  97701. 
Irvin  Smith,  1.5  E.  Washington  Street,  Burns,  Oregon  97720. 
James  B.  Bedingfield,  Bedingfield,  Grant  &  Bedingfield,  P.  O.  Box  29,  Coos  Bay, 

Oregon  97420. 
Joe  B.  Richards,  Luvaas,  Cobb,  Richards  &  Eraser,  777  High  Street,  Eugene, 

Oregon  97401. 
Allen  B.  Pvnn,  52.5  First  Street,  Lake  Oswego,  Oregon  97034. 
H.  F.  Smith,  538  Main  Street,  Klamath  Falls,  Oregon  97601. 
Frank  J.  Van  Dyke,  Van  Dyke,  DuBay  &  Robertson,  110  E.  Sixth  Street,  Med- 

ford,  Oregon  97.501. 
William  R.  Noel,  Noel  &  INIinor,  156  West  Olive  Street,  Newport,  Oregon  9736.5. 
Gene  Stunz,  Henigson,  Stunz  &  Fonda,  106  Maine  Street,  Nyssa,  Oregon  97913. 
Ralph  Currin,  P.O.  Box  1124,  Pendleton,  Oregon,  97801. 
Garrv  P.  McMurry,  McMurry,  Sherrv,  Nichols,  755  Blue  Cross  Building,  100 

S.W.  Market  Street,  Portland,  Oregon  97201. 
John  R.  Faust,  Jr.,  Cake,  Jaureguy,  Hardy,  Buttler  &  McEwen,  1408  Standard 

Plaza,  Portland,  Oregon  97204. 
James  B.  Minturn,  Bodie  &  Minturn,  P.O.  Box  623,  Prineville,  Oregon  97754. 
Fred  H.  Bernau,  Bernau  &  Wilson,  P.O.  Box  906,  Roseburg,  Oregon  97470. 
Joe  French,  250  Liberty  Street,  S.E.,  Salem,  Oregon  97301. 
Ralph  Schlegel,  Brown,  Schlegel  &  Milbank,  2nd  Floor-Salem  Federal  Building, 

580  State  Street,  Salem,  Oregon  97301. 
Donald  F.  Dunn,  Phipps  and  Dunn,  P.O.  Box  241,  The  Dalles,  Oregon  97058. 
Warren  A.  McIMiuimee,  McMinimee  &  Kaufman,  Lawyers  Building,  110  Pacific 

Avenue,  Tillamook,  Oregon  97141. 

PENNSYLVANI.V 

Messrs.  Wallover,  Barrickman,  Reed  &  Stefif,  201  Beaver  Trust  Building,  Beaver, 
Pennsvlvania  15009. 

George  B.  Stuart,  Esq.,  1-3  S.  Hanover  Street,  Carlisle,  Pennsylavnia  17013. 

Messrs.  Sharpe  &  Sharpe,  257  Lincoln  Way,  East  Chambersburg,  Pennsylvania 
17201. 

Messrs.  Power,  Bo  wen  &  Valimont,  102  N.  Main  Street,  Doylestown,  Pennsyl- 
vania 18901. 

Philip  D.  Lauer,  Esq.,  c/o  Edward  J.  Danser,  Esq.,  220  S.  Seventh  Street,  Easton, 
Pennsvlvania  18042. 

Messrs.  Knox,  Graham,  Pearson  &  McLaughlin,  23  W.  10th  Street,  Erie,  Pennsyl- 
vania 16501. 

Robert  E.  Campbell,  Esq.,  126  Baltim.ore  Street,  Gettysburg,  Pennsylvania  17325. 

Edgar  T.  Hammer,  Esq.,  Messrs.  Hammer  and  Hammer,  139  S.  Pennsylvania 
Avenue,  Greensburg,  Pennsylvania  15601. 

Leonard  Tintner,  Esq.,  c/o  Berman  and  Boswell,  800  Blackstone  Bldg.,  112  Market 
Street,   Harrisburg,   Pennsylavnia  17105. 

Geisenberger,  Pfannebecker  &  Geisenberger,  212}^  East  King  Street,  Lancaster, 
Pennsylvania  17604. 

Messrs.  "  Lewis,  Brubaker,  Whitman  &  Christiansen,  418  Chestnut  Street, 
Lebanon,  Pennsylvania  17042. 

Messrs.  Popovich  and  Sivak,  505  Peoples  Union  Bank  Building,  McKeesport, 
Pennsylvania  15132. 
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Paul  E.  Allen,  Esq.,  Messrs.  Allen  and  Truax,  916  Diamond  Park,  Meadville, 

Pennsylvania  16335. 
Anthony   R.   Semeraro,   Esq.,   Messrs.   Mullray,   Ryan  &  Semeraro,   One  Olive 

Street,  Media,  Pennsylvania  19063. 
Messrs.   Russell  J.   Brownback  &   Roger   B.   Reynolds,   Wallach  Building — 325 

Swede  Street,  Norristown,  Pennsylvania  19401. 
Messrs.  O'Halloran,  Stack  &  Smith,  1316  Western  Savings  Fund  Bldg.,  Broad 

and  Chestnut  Streets,  Philadelphia,  Pennsylvania  19107. 
Harold  J.  Conner,  Esq.,  Philadelphia  National  Bank  Bldg,.  Broad  and  Chestnut 

Streets,  Philadelphia,  Pennsylvania  19107. 
Messrs.  Orlofsky,  Cozen  and  Begier,  5  Penn  Center  Plaza — Suite  711,  Philadelphia, 

Pennsylvania  19103. 
Messrs.   Wolf,   Block,  Schorr  &  Solis-Cohen,   12th  Floor— Packard  Bldg.,   Phil- 
adelphia, Pennsylvania. 
Messrs.  Curtin  and  DiGiacoma,  800  Western  Saving  Fund  Building,  Broad  and 

Chestnut  Streets,  Philadelphia,  Pennsylvania  19107. 
David  Zwenetz,  Esq.,   1410  Girard  Trust  Building,  Philadelphia,  Pennsylvania 

19102. 
Jay  H.  Rosenfeld,  Esq.,  Messrs.  Rosenfeld  and  Weinrott,  1700  Market  Street, 

Philadelphia,  Pennsylvania  19103. 
Dominic    T.    Spagnoletti,    Esq.,    1212    Lewis   Tower   Building,    225   South    loth 

Street,  Philadelphia,  Pennsylvania  19102. 
Alvin  D.  Capozzi,  Esq.,  The  Carlton  House,  Pittsburgh,  Pennsylvania  15219. 
Howard  K.  Hilner,  Esq.,  1010  Lawyers  Building,  Pittsburgh,  Pennsylvania. 
Norman  E.  Detrra,  Jr.,  Messrs.  Huyett  &  Ketrra,  607  Washington  Street,  Read- 
ing, Pennsylvania  19601. 
Donald  F.   Spang,   Esq.,    Messrs.   Merkel,   Spang  &   Weidner,   528   Washington 

Street,  Reading,  Pennsylvania  19603. 
Robert  J.   Sarno,   Esq.,   Messrs.   Furst,   McCornick,   Lynn,    Reeder  &   Nichols, 

429  Pine  Street,  Williamsport,  Pennsylvania  17701. 
Daniel  W.  Shoemaker,  Esq.,  103  East  Market  Street,  York,  Pennsylvania  17401. 

PUERTO    RICO 

O'Neill  &  Borges,  Hato  Pi-ey,  Puerto  Rico. 

RHODE   ISLAND 

Messrs.  Gunning  &  LaFazia,  Turks  Head  Building,  P.O.  Box  1437,  Providence, 

Rhode  Island  02903. 
Messrs.  Quinn  and  Cuzzone,  1612  Industrial  Bank  Building,  Providence,  Pthode 

Island  02903. 

SOUTH    CAROLINA 

Lyljrand,  Rich  &  Cain,  P.O.  Box  939,  Aiken  S.C.  29801. 

Robert  L.  Waldrep,  Jr.,  First  Federal  Bldg.,  201  N.  Main  St.,  Anderson,  S.C. 

29621. 
B.  Monroe  Hiers,  144  Main  St.,  P.O.  Box  416,  Bamberg,  S.C.  29003. 
Samuel  B.  Ray,  Jr.,  Jackson  St.,  P.O.  Box  232,  Barnwell,  S.C.  29812. 
Levin  &  Sams,  P.O.  Box  849,  811  Craven  St.,  Beaufort,  S.C.  29902. 
Savage,  Royall  &  Kinard.  P.O.  Box  590,  1111  Church  St.,  Camden,  S.C.  29020. 
Nathaniel  W.  Cabell,  33  Broad  St.,  P.O.  Box  753,  Charleston,  S.C.  29402. 
F.  Henderson  Moore,  3    Spring  St.,  Charleston,  S.C.  29403. 
Ney  B.  Steele,  105  Main  Street,  P.O.  Box  571,  Chesterfield,  S.C.  29709. 
Weston  Adams,  403  Security  Federal  Bldg.,  Columbia,  S.C.  29201. 
L.  G.  Funderburk  &  Associates,  1600  Taylor  St.,  Columbia,  S.C.  29201. 
Kennedy  &  Price,  516  Palmetto  State  Life  Bldg.,  Columbia,  S.C.  29201. 
Edgar  L.  Morris,  1316  V/ashington  St.,  Columbia,  S.C.  29201. 
Powell  &  Smith,  2231  Deving  St.,  Columbia,  S.C.  29205. 

Albert  Watson,  403  Security  Federal  Bldg.,  P.O.  Box  722,  Cohunbia,  S.C.  29201. 
Willcox,  Hardee,  Ilouck,  Pal  &  O'Farrell,  Willcox  Bldg.,  248  W.  Evans  St.,  P.O. 

Box  909,  Florence,  S.C.  29501. 
Wright,  Scott,  Blackwell  &  Powers,  234  West  Chcves  St.,  P.O.  Box  1540,  Florence, 

S.C.  29501. 
H.  Samuel  Stilwell,  115  Broadus  Avenue,  Greenville,  South  Carc^lina  29601. 
Wilkins  &  Wilkins,  314  J';ast  Coffee  Street,   Greenville,  S.C.  29601. 
Mays  &  Bishop,  Lawyers  Bldg.— 212  Oak  Ave.,  P.O.  Box  457,  Greenwood,  S.C. 

29646. 
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Joseph  INI.  McClellan,  Grier  Bldg.,  Greenwood,  S.C.  29046. 

Philip  Wihneth  (James  Verner),  1304  College  Ave.,  P.O.  Box  1022,  Hart.sville, 

S.C.  29.5.50. 
James  Roy  Berry,  Lee  St.,  Johnston,  S.C.  29832. 
Ptichards,  Caskey  &  Richards,  Caskey  Bldg.,  309  S.  3,lain  St.,  Lancaster,  S.C. 

29720. 
C.  Miller  ]\IcCuen,  116  S.  Harper  St.,  Laurens,  S.C.  29360. 
Marion  S.  Riggs,  23  West  Boyee  St.,  Manning,  South  Carolina  29102. 
Frank  E.  Harrison,  August  St.,  P.O.  Box  56,  McCormick,  S.C.  2983.5. 
Lloyd  E.  Sineath,  P.O.  Box  4044,  Lee  Bldg.,  3945  Rivers  Ave.,  North  Charleston, 

S.C.  29405. 
Jerry  M.  Hughes,  Jr.,   Brvant  Bldg.,  P.O.  Box  615,  Orangeburg,  S.C.  29115. 
George  A.  Gill,  Jr.,  P.O.  Box  818,  206  Elizabeth  Lane,  Rock  Hill,  S.C.  29730. 
Butler,  Means,  Evins  &  Browne  (Butler,  Chapman  &  Parler),  P.O.  Drawer  451, 

Spartanburg,  S.C.  29301. 
Walker,  Walker  &  Jenkins,  Guerin  Bldg.,  Summerville,  S.C.  29483. 
Chamption  M.  Edmunds,  138  North  Main  St.,  Sumter,  S.C.  29150. 
John  S.  Hoar,  8  Law  Range,  Sumter,  S.C.  29150. 

Rogers,  Riggs  &  Rickenbaker,  120  North  Main  St.,  Sumter,  S.C.  29150. 
Howard  G.  Pettit,  Jr.,  Drawer  99,  Walhalla,  S.C.  29691. 
Jack  R.  Calhson  (Callison&  Spence),  P.O.  Box  255,  501  State  St.,  West  Columbia, 

S.C.  29169. 
INIc Donald  &  McDonald,   Merchants  &  Planters  Bank  Bldg.,  Winnsboro,  S.C. 

29180. 
John  D.  :McLeod,  P.O.  Box  263,  Winnsboro,  S.C.  29180. 

SOUTH  DAKOTA 

R.  James  Brennan,  508  7th  Street,  Rapid  City,  South  Dakota. 
Homer  Kandaras,  Bos  589,  Rapid  City,  South  Dakota  57701. 

TENNESSEE 

Pat  H.  Mann,  Jr.,  P.O.  Box  156,  Brownsville,  Tennessee  38012. 

Bishop,  Thomas,  Leitner,  Mann&  Wilburn,  330  Pioneer  Bank  Bldg.,  Chattanooga, 
Tennessee  37402. 

Parker  &  Turner,  110  South  Third  St.,  Clarksville,  Tennessee  37040. 

Walter  A.  Sanford,  206  Glenn  Bldg.,  Clarksville,  Tennessee  37040. 

Davis  &  Corn,  P.O.  Box  1164,  Cleveland,  Tennessee  37311. 

Thomas  E.  Humphrey,  Jr.,  806  South  Garden  St.,  Cohmibia,  Tennessee  38401. 

Crawford,  Barnes  &  Acuff,  P.O.  Box  828,  Cookeville,  Tennessee  38501. 

Thomas  F.   Guthrie,  West  Fourth  Avenue,  Dayton,  Tennessee  37321. 

Sam  Raulston,  Dunlap,  Tennessee  37327. 

Ashley,  Malone,  Ashley  &  Lawson,  P.O.  Box  H,  322  Church  Avenue,  Dyersburg, 
Tennessee  38024. 

Dugger  and  Cole,  Dugger-Hunnicutt  Bldg.,  Elizabeth,  Tennessee  37643. 

Henry  Denmark  Bell,  110  Third  Avenue,  North,  P.O.  Box  392,  Frankhn,  Tennes- 
see 37064. 

Robert  H.   Goodall,  121  Pubhc  Square,   Gallatin,  Tennessee  37066. 

William  A.  Newcomb  (Newcomb  &  Bowers),  416  Roane  St.,  Harriman,  Tennessee 
37748. 

Willard  E.  Smith,  105  Crook  Ave.,  Henderson,  Tennessee  38340. 

Warmath  &  Boyte,  4  First  National  Shopping  Center,  Humboldt,  Tennessee  38343. 

James  H.  Wallace,  Jr.,  Elks  Bldg.,  Jackson,  Tennessee  38301. 

Sam  T.  Burnett,  Jr.,  Jamestown,  Tennessee  3S556. 

Mark  C.  Hicks,  Jr.,  Courthouse  Square,  Jonesboro,  Tennessee  37659. 

Bailey-Fraley,  433  East  Center  St.,  Kingsport,  Tennessee  37660. 

M(>rton,  Lewis  &  King,  202  Greater  Tennessee  Bldg.,  Knoxville,  Tennessee  37902. 

Troutman  &  Troutman,  P.O.  Box  208,  LaFollette,  Tennessee  37766. 

MacFarland  &  Reed,  107  West  Market  St.,  Lebanon,  Tennessee  37087. 

Edwin  H.  Arnold,  P.O.  Box  241,  Grove  St.,  Loudon,  Tenn.  37774. 

Felknor,  Young,  Paine  &  DeLozier,  P.O.  Box  144,  321  East  Broadwav,  Maryville, 
Tenn.  37801. 

Smith  &  Stanley,  113  East  Morford  Street,  McMinnville,  Tenn.  37111. 

Rickey,  Shankman,  Agee,  Harpster  &  Smith,  3201-100  N.  Main  Bldg.,  :\Iemphis, 
Tenn. 38103. 

Robinson,  Fisher  &  Avery,  First  National  Bank  Bldg.,  Memphis,  Tenn.  38103. 
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Bacon  &  Diigger,  209  East  Main  St.,  Kingston  Bldg.,  Morristown,  Tenn.  37814. 
Michael  Mnrphy,  10214  E.  Vine  Street,  Murfreesboro,  Tenn.  37130. 
Bailey,  Ewing,  Dale  &  Conner,  709-20  Nashville  Bank  and  Trust  Bldg,  Nash- 
ville, Tenn.  37201. 
Hugh  K.  McLean,  504  Commerce  Bank  Bldg.,  Paris,  Tenn.  38242. 
Proctor  Upchurch,  Otto  T.  Ault  Bldg.,  P.O.  Box  381,  Pikeville,  Tenn.  37367. 
Wade  and  Forrester,  Pulaski,  Tenn.  38478. 

Ross,  Ross  &  Hopper,  506  Main  St.,  P.O.  Box  398,  Savannah,  Tenn.  38372. 
Hailey,  Waters  &  Jarvis,  Professional  Bldg.,  Sevierville,  Tenn.  37862. 
Allen\Shoffner,  Shelby ville,  Tenn.  37100. 

Lance  B.  Bracy,  126  South  Pubhc  Square,  Springfield,  Tenn.  37172. 
Stephen  M.  Worsham,  100  East  Lauderdale  Bldg.,  P.O.  Box  699,  Tullahoma, 

Tenn.  37388. 
Hudgins  &  Hudgins,  American  Legion  Bldg.,  Union  Citv,  Tenn.  38261. 
Wilham  J.  Peeler,  102  South  Court  Square,  Waverly,  Tenn.  38340. 
George  G.  Gray,  P.O.  Box  246,  Waynesboro,  Tenn.  38485. 
Swafford  &  Davis,  109  First  Ave.,  S.W.,  Winchester,  Tenn.  37398. 
C.  G.  Whitten,  Suite  410,  First  State  Bank  Bldg.,  P.O.  Box  208,  Abilene,  Texas 

79604. 
Frank  B.  Llovd,  Jr.,  P.O.  Box  2050,  Alice,  Texas  78332. 
J.  Albert  Pu/ett,  Jr.,  202  South  Hardie,  Alvin,  Texas  77511. 
Messrs.  Culton,  Morgan,  Britain  &  White,  American  National  Bank  Building, 

P.O.  Box  189,  Amarillo,  Texas  79105. 
Robert  E.  Barber,  P.O.  Box  2127,  Andrews,  Texas  79714. 
Melvin  Batemen,  102  W.  Tyler,  Athens,  Texas  75751. 

Messrs.  Piu-ser&  Benson,  The  ^Mutual  Savings  Building,  Austin,  Texas  78701. 
L.  H.  Klaeveman,  P.O.  Box  1525,  Austin,  Texas  78767. 
J.  T.  Riddle,  P.O.  Box  40,  Austin,  Texas  78767. 
Messrs.   Graves,  Doughertv,    Gee,   Hearon,    Moody  and    Garwood,   The   Austin 

National  Bank  Building,  P.O.  Box  98,  Austin,  Texas  78767. 
Robert  D.  Nogueira,  107"N.  Washington  Street,  Beeville,  Texas  78102. 
Alan  McNeill,  San  Jacinto  Building,  Beaumont,  Texas  77701. 
J.  E.  Callawav,  P.O.  Box  3688,  Beaumont,  Texas  77704. 
Messrs.  Coffee  &  Coffee,  310  Scurrv  Street,  Big  Spring,  Texas  79720. 
V.  Murray  Jordan,  107  East  Main  Street,  Brady,  Texas  76825. 
Messrs.  McGowau  &  McGowan,  119  ^outh  Sixth  St.-eet,  Brownfield,  Texas  79316. 
Jack  Wiech,  401  First  National  Bank  Building,  Brownsville,  Texas  78520. 
Gary  Price,  305  N.  Fish,  Brownwood,  Texas  76801. 
T.  C.  Wilkinson,  P.O.  Box  307,  Brownwood,  Texas  76801. 
Gilbert  N.  Harrison,  First  National  Building,  P.O.  Box  277,  Brownwood,  Texas 

76801. 
Alfred  Fitznatrick,  611  South  Eleventh  Street,  P.O.  Box  434,  Carrizo  Springs, 

Texas  78834. 
Tom  Bankhead,  Sabine  &  Sycamore  Streets,  Carthage,  Texas  75633. 
Messrs.  Johnson  and  Jones,  503  Coleman  Bank  Building,  Coleman,  Texas  76834. 
PhiUip  B.  Goode,  Messrs.  Goode  &  Jones,  707  LTniversity  Drive,  College  Station, 

Texas  77840. 
William  F.  Griffm,  Conroe  Bank  Building,  Conroe,  Texas  77301. 
J.  Marvin  Ericson,  1001  The  600  Building,  Corpus  Christi,  Texas  78401. 
Robert  W.  Winans,  P.O.  Box  3117,  Corpus  Christi,  Texas  78404. 
Phil  B.  Jones,  P.O.  Box  6697,  Coipus  Christi,  Texas  78411. 
Duncan  Boeckman,  Golden,  Burrow,  Potts,  &  Boeckman,  2300  Republic  National 

Bank  Tower,  Dallas,  Texas  75201. 
Paul  W.  Davis,  501  Mercantile  Securities  Building,  1802  INIain  Street,   Dallas, 

Texas  75201. 
jSI.  J.  Greene,  2355  Stemmons  Freeway,  Dallas,  Texas  75207. 
W.  R.  Shell,  300  Hudson  &  Hudson  Building,  Dallas,  Texas  75201. 
L.  S.  Thorm,  710  Mercantile  Bank  Building,  Dallas,  Texas  75201. 
Thom-as  G.  Ciouch,  1313  Repubhc  Bank  Tower,  Dallas,  Texas  75201. 
John  F.  Pettit,  P.O.  Box  13,  Del  Rio,  Texas  78840. 

George  Hopkins,  Suite  323  First  State  Bank  Building,  Denton,  Texas  76201. 
Messrs.  McCown,  Sheehan  and  Dubuque,  105  West  Seventh  Street,  P.O.  Box 

1085,  Dumas,  Texas  79029. 
John  W.  Clavbrook,  338  Monroe  Street,  Eagle  Pass,  Texas  78852. 
C.  Kinnoar  Farl,  110  N.  Merchant,  El  Campo,  Texas  77437. 
Diamond,  Rash,  Leslie  &  Schwartz,  Inc.,  1208  Southwest  National  Bank  Building, 

El  Paso,  Texas  79901. 
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William  C.  McDonald,  Jr.,  Box  1012,  Fort  Stockton,  Texas  79735. 

Norwan  W.  Darwin,  Messrs.  Tillman,  Darwin  &  Rutledge,  500  W.  T.  Waggoner 

Building,  Fort  Worth,  Texas  76102. 
Wade  T.  Nowlin,  830  Tavlor  Street,  Fort  Worth,  Texas  76102. 
Robert  H.  Tavlor,  P.O.  Box  1635,  Fort  Worth,  Texas  76101. 
W.  C.  Leahy,  301  East  5th  Street,  Fort  Worth,  Texas  76102. 
Gregory  L.  Underwood,  312  E.  California,  Gainesville,  Texas  76240. 
Messrs.'  Mills,  Shirley,   McMicken  &  Eckel,  600  United  States  National  Bank 

Building,    Galveston,   Texas  77550. 
Ilerminie  Hanson,  224  Stewart  Building,  Galveston,  Texas  77550. 
Bobbv  L.  Cummings,  109  South  7th  Street,  Gatesville,  Texas  76528. 
Olin  P.  McWhirter,  P.O.  Box  5,  Greenville,  Texas  75401. 
^lerrill  W.  Paissell,  Jr.,  Messrs.  Greenwood  &  Russell,  P.O.  Box  369,  Harlingen, 

Texas  78550. 
Mes,srs.  Eddington  &  Friloux,  1215  South  Coast  Building,  Houston,  Texas  77002. 
S.  E.  Leake,  P.O.  Box  1328,  Houston,  Texas  77001. 
liichard  D.  Hileman,  P.O.  Box  1529,  Houston,  Texas  77001. 
Alvis  Martin,  P.O.  Box  1529,  Houston,  Texas  77001. 
Joe  Donathan,  201  Main  Street,  Houston,  Texas  77001. 
William  E.  Lee,  P.O.  Box  13289,  Houston,  Texas  77019. 
Lynn  N.  Hughes,  2990  Richmond  Avenue,  Houston,  Texas  77002. 
Thad  Grundv,  Messrs.  Hutcheson,  Taliaferro  &  Grundv,  2110  Tenneco  Building, 

Houston,  Texas  77002. 
Buck  Florence,  P.O.  Box  8,  Hughes  Springs,  Texas  75656. 
J.  M.  Catlin,  Box  369,  Kaufman,  Texas  75142. 
Tom  A.  Carlile,  P.O.  Box  134,  Killeen,  Texas  76541. 
Nel-^on  R.  Sharpe,  Glusing  &  Sharpe,  Kingsville,  Texas. 
Fred  Y.  Bover,  P.O.  Drawer  8,  Kingsville,  Texas  78363. 
J.  H.  Fugate,  Jr.,  P.O.  Box  1265,  Kingsville,  Texas  78363. 
Charles  W.  Lynch,  507  South  Kav  Avenue,  Lampasas,  Texas  76550. 
Robert  O'Connor,  P.O.  Box  298,  Laredo,  Texas  78040. 
Marilyn  Phelan,  Phelan  &  Phelan,  913  Austin,  Levelland,  Texas  79336. 
Edward  W.  Jones,  315  N.  Jackson  Street,  Livingston,  Texas  77351. 
Messrs.  Adams,  Sheppard  &  Martin,  100  W.  Methvin,  Longview,  Texas    75601. 
Messrs.  Smith  &  Baker,  Citizens  Center,  1313  Avenue  L,  Lubbock,  Texas  79401. 
James  E.  Dunn,  1315  Avenue  L,  Lubbock,  Texas  79401. 
Robert  L.  Flournoy,  P.O.  Box  190,  Lufkin,  Texas  75901. 
H.  W.  Moseley,  Jr.,  Box  477,  Marshall,  Texas  75670. 
Charles    Elick,   Messrs.   Barnes  &   Elick,   206    First    National    Bank    Building, 

McAllen,  Texas  78501. 
Charles  Elick,  400  First  National  Bank  Bldg.,  McAllen,  Texas  78501. 
Jack  B.  Boone,  P.O.  Box  610,  Memphis,  Texas  79245. 
John  R.  Kirwan,  Messrs.  Perkins  &  Kirwan,  Suite  002,  Vaughn  Building,  ]Mid- 

land,  Texas  79701. 
Martin  L.  Alldav,  Messrs.  Lynch,  Chappell,  Alldav  &  Gulp,  201  Wall  Towers 

East,  Midland,  Texas  79701. 
L.  J.  Varnell,  Jr.,  Mineral  Wells,  Texas  70067. 
Murray  J.  Howze,  Howze  Building,  Monahaiis,  Texas  79756. 
Lawrence  L.  Barber,  Jr.,  ^Messrs.  White  &  Barber,  P.O.  Box  1566,  Alonahans, 

Texas  79756. 
T.  R.  Florey,  Jr.,  P.O.  Box  107,  Mt.  Pleasant,  Texas  75455. 
Messrs.  Deaderick,  McMahon,  Cox,  Todd,  &  Tidwell,  5th  Floor,  First  State  Bank 

Building,  P.O.  Box  485,  Odessa,  Texas  79760. 
H.  Thomas  Hirsch,  Messrs.  Milburn  and  Hirsch,  Suite  517  American  Bank  of 

Commerce  Bldg.,  Odessa,  Texas  79760. 
Elwood  Weylandt,  P.O.  Box  2189,  Odessa,  Texas  79760. 
^Messrs.  Svanas  and  Svanas,  418  West  Fouth  Street,  Odessa,  Texas  79760. 
])avid  A.  Dunn,  Messrs.  Dimn  &  Windham,  P.O.  Box  1026,  Orange,  Texas  77630. 
Billy  H.  Gragg,  P.O.  Box  678,  Palestine,  Texas  75501. 

Messrs.  Sturgeon,  Sturgeon  &  Martindale,  P.O.  Box  221,  Pampa,  Texas  79055. 
John  F.  Tomlin,  Security  State  Bank  Building,  P.O.  Box  326,  Pecos,  Texas  79772. 
G.  R.  Close,  Alessrs.  Lemon,  Close  &  A^tkinson,  P.O.  Box  520,  Perrvton,  Texas 

79070. 
David  L.  Fair,  701  Fifteenth  Street,  Piano,  Texas  75074. 
^'ince  J.  Salvagio,  P.O.  Drawer  3497,  Port  Arthur,  Texas  77640. 
Mike  Fricke,  Messrs.  Davant  &  Fricke,  P.O.  Box  65,  Port  Lavaca,  Texas  77979. 
A.  Reagan  Clark,  2523  Avenue  H,  Rosenberg,  Texas  77471. 
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Robert  A.  Von  Donhoff,  Box  153,  Rusk,  Texas  78785. 

Messrs.  Upton,  Shannon,  Porter  &  Johnson,  303  Central  National  Bank  Building, 

San  Angelo,  Texas  76901. 
John  M.  O'Connell,  126  Main  Plaza,  San  Antonio,  Texas  78205. 
John  R.  Libbv,  P.O.  Box  5178,  San  Antonio,  Texas  78201. 
C.  H.  Donega'n,  Jr.,  P.O.  Box  864,  Seguin,  Texas  78155. 
Messrs.  Haley  &  Smith,  P.O.  Box  66,  Seminole,  Texas  79360. 
Paul  Brown,  Messrs.  Brown,  Kennedy  &  Hill,  Grayson  Bank  Building,  Sherman, 

Texas  75090. 
Gene  L.  Dulanev,  West  Texas  State  Bank  Building,  P.O.  Box  217,  Snyder,  Texas 

79549. 
Messrs.  Keener,  Anderson  &  Miller,  1012  Olive  Street,  Texarkana,  Texas  75501. 
William  M.  Steger,  Peoples  Bank  Building,  Tyler,  Texas  75701. 
Bert  Creel,  East  Texas  Savings  &  Loan  Building,  Tyler,  Texas  75701. 
Ralph  H.  Harris,  III,  Messrs.  Crawford  &  Crawford,  223  North  Gettv  Street,. 

Uvalde,  Texas  78801. 

E.  D.  Kincaid,  III,  104  N.  Getty  Street,  P.O.  Box  Drawer  1769,  Uvalde,  Texas 
78801. 

Farris  V.  Rose,  Box  518,  Van  Horn,  Texas  79855. 

Nev  Sheridan,  Jr.,  1711  Fannin  Street,  Vernon,  Texas  76384. 

Allan  T.  Weigand,  P.O.  Box  2610,  Victoria,  Texas  77901. 

Messrs.  Howell,  Smith  &  Chase,  First  National  Building,  Waco,  Texas  76701. 

Messrs.  Nelson,   Montgomery  &  Robertson,   Hamilton  Building,   Wichita  Falls, 

Texas  76301. 
Messrs.  Sherrill,  Pace  &  Rogers,  P.C,  P.O.  Drawer  5008,  Wichita  Falls,  Texa-?^ 

76301. 

(Foreclosure  in  the  State  of  Texas  is  ordinarilj^  effected  pursuant  to  a  power 
of  sale  contained  in  the  deed  of  trust.  The  trustee  conducting  the  foreclosure  need 
not  be  an  attorney.  Therefore,  some  of  the  persons  named  above  may  not  be 
attorneys  at  law.) 

UTAH 

K.  Roger  Bean,  Bean  and  Bean,  Lavton  Professional  Center,   190  South  Fort 

Lane,  Suite  2,  Lavton,  Utah  84041. 
Harry  E.  Snow,  P.O.  Box  520,  Moab,  Utah  84532. 

F.  Bennion  Redd,  Monticello,  Utah. 

Robert  E.  Froerer,  Froerer,  Horowitz,  Parker,  Richards,  Thornley  &  Critchlow,. 

2610  Washington  Boulevard,  Ogden,  Utah  84401. 
Don  R.  Petersen,  Howard  and  Lewis,   Delphi  Building,   120  East  300  North 

Street,  Provo,  Utah  84601. 
B.  R.  Parkinson,  503  Phillips  Petroleum  Building,  Salt  Lake  City,  Utah  84101. 
Ralph  W.  Milburn,  375  East  1st  South,  Tooele,  Utah  84074. 

VIRGIN  ISLANDS 

Victor  G.  Schneider,  Esq.,  Law  Offices  of  John  F.  James,  Esq.,  1-A  King  Street, 
Christiansted,  St.  Croix,  U.S.V.I.  00820. 

WASHINGTON 

Richard  E.  Goodwin,  Ingram,  Zelasko  &  Goodwin,  216  Becker  Building,  Aber- 
deen, Washington  98520. 
Gary  H.  Sexton,  Walgren  &  Sexton,  Rms.  408-409,  245  Fourth  Street  Building, 

Bremerton,  Washington  98310. 
Charles  R.  Twede,  P.O.  Box  453,  Burlington,  Washington  98233. 
Robert  W.  O'Dell,  Knapp  &  O'Dell,  605  N.E.  Fifth  Avenue,  Camas,  Washington 

98607. 
John  W.  Baird,  Baird  &  White,  256  West  Division,  Ephrata,  Washington  98823. 
William  G.  Ingalls,  Ingalls  &  Rucker,  First  National  Bank  Building,  Everett, 

V/ashington  98201. 
Charles   T.    Morbeck,   313   West  Kennewick   Avenue,   Kennewick,   Washington 

99336. 
Gerry  A.  Reitsch,  Klingberg,  Houston,  Reitsch  &  Cross,  1344  Fifteenth  Avenue, 

Longview,  AVashington  98632. 
Theodore  D.  Schultz,  Fristoe,  Taylor  &  Schultz,  Ltd.,  Suite  1,  Professional  Arts 

Bldg.,  Olympia,  Washington  98501. 
Russell  A.  "Austin,  Jr.,   Rutherford,  Kargianis  &  Austin,  2120  Pacific  Building, 

Seattle,  Washington  98104. 
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Charles  O.  Carroll,  Carroll,  Rindal  &  Schiilman,  Suite  703,  1200  Westlake  Avenue, 

North,  Seattle,  Washington  98109. 
Gordon  S.  Clinton,  Clinton,  Moats,  Andersen  &  Fleck,  Third  &  Lenora  Building, 

Seattle,  Washington  9S121. 
James  S.  Munn,  Caplinger  and  Munn,  Suite  423  Central  Bldg.,  810-812  Third 

Avenue,  Seattle,  Washington  98104. 
David  O.   Hamlin,    Dodd,    Russell,    Hamlin  &   Coney,   Suite   312-1411   Fourth 

Avenue,  Seattle,  Washington  98101. 
Robert  B.  Leslie,  Johnson,  Quigley,  Hatch  &  Loveridge,  2920  Seattle  First  National 

Bank  Building,  Seattle,  Washington  98104. 
John  R.  Tomlinson,  Jones,  Grey,  Bayley  &  Olson,  1000  Norton  Building,  Seattle, 

Washington  98104. 
Robert  F.  Brachtenback,  Folthous,  Brachtenbach,  Peters,  &  Schmalz,  P.O.  Box 

156,  Selah,  Washington  98942. 
Warden  Hancl,  310-11  Great  Western  Building,  Spokane,  Washington  99201. 
Patrick  C.  Comfort,  Comfort,  Dolakc,  Hansler  &  Billett,  1600  Washington  Plaza 

Building,  Taooma,  Washington  9840."). 
James  Ramsdell,  Puget  Sound  Bank  Building,  Tacoma,  Washington  98402. 
Rush  E.  Stoiiflfer,  Stouffer  &  Knight,  Suite  1221,  Puget  Sound  Bank  Building, 

Tacoma,  Washington  98402. 
H.    H.    Hahner,    Minnick,    Hahner  &    Hubbard,    P.O.    Box   400,    Walla    Walla. 

Washington  99362. 
Lowell  D.  Sperline,  Sperline  &  Ellis,  830  North  Main,  E.  Wenatchee,  Washington 

98801. 
David   J.    Whitmore,    Jr.,    Whitmore,    Graham    &    Whitmore,    P.O.    Box    ,096, 

Wenatchee,  Washington  98801. 

WISCONSIN 

Herrling,  Lathrop  <fe  ^Nlyse,  310  North  Appleton  Street,  Appleton,  Wisconsin. 

Bonk  &  Lvitz,  .")0  East  Alain  Street,  Chilton,  Wisconsin  53104. 

Lowell  G.  Sweet,  Elkhorn,  Wisconsin  53121. 

Louis  J.  Andrew,  Jr.,  20  Forest  Avenue,  Fond  du  Lac,  Wisconsin  54935. 

John  F.  Lambert,  111  West  Sherman  Avenue,  Fort  Atkinson,  Wisconsin  54935. 

Charles  E.  Kuehn,  103  South  INIadison  Street,  Green  BaA*,  Wisconsin  54305. 

Snyder  &  Becker,  55  North  Main  Street,  Hartford,  Wisconsin  53027. 

Campljell,  Brennan,  Steil  &  Ryan,  1  East  Milwaukee  Avenue,  Janesville,  Wis- 
consin 53545. 

Heidc,  Sheldon,  Hartley,  Thorn  &  Wilk,  First  National  Bank  Building,  Kenosha, 
Wisconsin  53141. 

iNIcBurney  &  McBurnev,  1 1 1  South  Fairchild  Street,  Madison,  Wisconsin  53703. 

Thomas  F.  Knab,  821  Washington,  Manitowoc,  Wisconsin. 

Cyril  Gross,  2320  North  35th  Street,  Milwaukee,  Wisconsin  53210. 

.Joseph  T.  Lex,  7119  West  Greenfield  Avenue,  Milwaukee,  Wisconisn  53214. 

Foley,  Coi)welI,  Foley  &  Seehawer,  735  Wisconsin  Avenue,  Racine,  Wisconsin. 

Brach  &  Wheeler,  744  Main  Street,  Racine,  Wisconsin. 

WYOMING 

William  T.  Schwartz,  Consohdated  Ro3'alty  Building,  Casper,  Wyoming  82601. 
Maxwell  E.  Osborn,  Pattno,  Osborn&  Smith,  Suite  203,  Teton  Building,  Chevenne, 

Wyoming  82001. 
Dean  W.  Clark,  ]\Iarty  and  Clark,  The  Gaensslen  Building,  Green  River,  Wyo- 

ming  S2935. 
Harold  E.  Meier,  Professional  Building,  Lander,  Wvoming  82520. 
S.  K.  Briggs,  318  5th  Street,  Rawlins,  Wyoming  82301. 
L3'man  B.  Yonkee,  534  Broadway,  Thermo])olis,  W.voming  82443. 

EXHIBIT  9 

FNMA  Selling  Agreement  (Supplement) 

Part  I  FNMA  Selling  Agri:i-:mknt  (Supplement)   Sec.   103 

PART    I    GENERAL    INFORM.\TION,    WARRANTIES    AND    REPURCHASE    OBLIGATION 

Section  101.  Selling  Agreement  Supplement. — The  material  herein,  including 
.subsequent  changes  and  additiors,  is  a  Supplement  to  the  Se'Mng  Agreement 
(FNMA  Ff)rm  301)  heretofore  executed  by  the  Seller  and  by  the  Federal  National 
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Mortgage  Association  (hereinafter  called  FNMA),  is  incorporated  into  such  Agree- 
ment in  full  by  reference,  and  is  a  part  thereof  as  fully  as  if  set  forth  in  such  Agree- 
ment at  length.  The  Selling  Agreement  and  this  Supplement  may  be  collectively 
referred  to  as  the  "Selling  Agreement." 

This  Supplement  sets  forth  the  terms  and  conditions  under  which  FNMA  will 
purchase  mortgages,  but  FNMA  is  under  no  obligation  to  purchase  any  mort- 
gage loan  until  the  Seller  has  submitted  and  NFMA  has  executed  a  contract  cover- 
ing a  specific  transaction. 

FNMA  reserves  the  right  to  alter  or  waive  any  of  the  requirements  herein, 
or  to  impose  other  and  additional  requirements;  it  similarly  reserves  the  right  to 
recind  or  amend  an^-  or  all  material  set  forth  in  this  Supplement. 

Section  102.  Purpose. — FNMA  provides  sui>plementary  assistance  to  the  sec- 
ondary market  for  residential  mortgages  by  providing  a  degree  of  liquidity  for 
mortgage  investments  thereby  improving  the  distribution  of  investment  capital 
available  for  residential  mortgage  financing.  Its  operations  are  confined,  insofar 
as  practicable,  to  the  purchase  and  sale  of  mortgages  which  are  of  such  quality, 
type,  and  class  as  to  meet,  generally,  the  purchase  standards  imposed  by  private 
institutional  mortgage  investors. 

FNMA  also  makes  short-term  loans  on  the  security  of  mortgages  and,  on  a 
negotiated  basis,  will  purchase  particii^ations  in  mortgages. 

FNMA's  activities,  as  covered  in  this  Selling  Agreement  (Supplement),  are 
limited  to  mortgages  and  loans  insured  by  the  Federal  Housing  Administration 
(FHA)  or  the  Farmers  Home  Administration  of  the  Department  of  Agriculture 
(FHDA)  or  guaranteed  by  the  Veterans  Administration  (VA).  Information 
regarding  FHDA  loans  may  be  obtained  from  the  local  FNMA  office. 

Section  lOS.  Eligible  Sellers. — A  Seller  is  an  organized  business  enterprise  which 
has  as  one  of  its  principal  purposes  the  making  or  jxirchasing  of  loans  secured  by 
real  estate  mortgages.  Such  mortgage  loans  or  ])urchases  must  customarily  be 
made  in  the  regular,  usual,  and  normal  course  of  business.  An  organization  which 
makes  or  purchases  such  loans  occasionally  onh  ,  or  in  special  circumstances 
only,  e.g.,  in  aid  of  another  of  its  principal  purposes,  does  not  come  within  this 
definition.  Each  Seller  must  at  all  times  meet  FNMA's  requirements  and  accept- 
ability standards  and: 

(a)  For  FHA  Mortgages,  Seller  must  be  an  FHA-approved  mortgagee. 

(b)  For  VA  Mortgages,  Seller  must  come  within  one  of  the  following  three 
classifications: 

(1)  A  "Supervised  Lender"  as  classified  by  VA  under  Section  .^00(d)  of  the 
Servicemen's  Readjustment  Act,  including  any  national  bank,  state  bank,  j^rivate 
bank,  l^uilding  and  loan  association  or  insurance  company,  which  is  subject  to 
examination  and  supervision  by  an  agency  of  the  United  States,  or  of  any  state, 
including  the  District  of  Columbia;  or 

(2)  An  FHA-approved  mortgagee;  or 

(3)  Anv  other  Lender,  quahfying  as  a  Seller  with  a  net  worth  of  not  less  than 
$100,000  "in  assets  acceptable  to  FNMA.  This  net  worth  must  be  maintained  at 
all  times. 

Section  10 i.  Termination  of  Selling  Agreement. — FNMA  or  the  Seller  may  ter- 
minate the  Selling  Agreement  in  the  manner  therein  provided. 

Sellers  are  required  to  comply  with  any  applicable  rules,  regulations,  and  orders 
of  general  applicability  issued  under  Title  VI  of  the  Civil  Rights  Act  of  1954, 
and  with  Executive  Order  11063,  Equal  Opportunity  in  Housing,  issued  by  the 
President  of  the  United  States  on  November  20,  1962,  in  accordance  with  the 
applicable  FHA  and  VA  rules  and  regulations,  and  failure  to  so  comply  may  be 
considered  as  basis  for  termination  of  the  Selling  Agreement, 
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